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Foreword

the new Administration, the Kenya Kwanza Government, is based on the
framework of Bottom-up Economic Transformation Agenda (BETA). It sets out
the Administration’s priority programs, policies and reforms to be implemented in
the Medium-Term Expenditure Framework (MTEF). The 2023 BPS comes at a
time when the Government is finalising the preparation of the Fourth Medium-
Term Plan (2023-2027) of the Kenya Vision 2030 that will prioritize
implementation of economic recovery strategies of the new Administration to re-
position the economy on a steady, inclusive and sustainable growth trajectory.

The BPS is framed against a backdrop of global economic slowdown underpinned
by the ongoing Russia-Ukraine conflict, elevated global inflation, the lingering
effects of the COVID-19 pandemic, and persistent supply chain disruptions and the
drought effects that have created urgency on food security and climate change
effects. This urgency allows us to refocus investments on mitigation, adaptation
and firm resilience. As the effects of COVID-19 pandemic started to fade away,
the Kenyan economy bounced back recording a GDP growth rate of 7.5 percent in
2021, propelled by heavy public investments in public infrastructure. However, the
momentum has been slowed again by the Russia-Ukraine conflict that has
disrupted global trade through increased fuel, fertiliser and food prices. For the first
time in five years, inflation rate in Kenya is above the Government target range
mainly driven by supply side constraints occasioned by the external shocks as well
as the drought effects. In addition, the drought impacts in the economy has created
a strong focus on food security and climate change. These effects will become
dominant in economic management and focussing on its quality and structure. We
have witnessed how it has reversed efforts in poverty reduction and inequality, but
above all promoted social conflicts. These effects are compounded and amplified
by declining manufacturing productivity; skewed access to finance for business
and development; rigidities in business regulatory framework; weak governance;
and fiscal risks including pension’s liabilities, stalled public projects, payment
arrears; and high debt service that has hindered the economy from achieving its
full potential.

The need to address these constraints and bolster resilience forms the basis of the
Kenya Kwanza Government’s Bottom-Up Economic Transformation Agenda
(BETA). The Agenda is geared towards economic turnaround and inclusive
growth, and aims to increase investments in at least five sectors envisaged to have
the largest impact and linkages to the economy as well as on household welfare.
These include: Agricultural Transformation; Micro, Small and Medium Enterprise
(MSME); Housing and Settlement; Healthcare; Digital Superhighway and Creative
Industry. Special focus will be placed on increased employment, more equitable
distribution of income, social security while also expanding the tax revenue base,
and increased foreign exchange earnings. The implementation of these
interventions is expected to stimulate economic recovery to 6.1 percent growth in
2023 from the estimated 5.5 percent in 2022. But more importantly improve the
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quality of growth from public sector investment led growth to a dynamic private
sector led growth.

The fiscal policy stance over the medium term aims at supporting the Bottom - Up
Economic Transformation Agenda of the Government through a growth friendly
fiscal consolidation plan designed to slow down the annual growth in public debt
and implement an effective liability management strategy without compromising
service delivery to citizens. This is expected to boost the country’s debt
sustainability position and ensure that Kenya’'s development agenda honours the
principle of inter-generational equity.

As part of the economic turnaround plan, the Government will scale up revenue
collection efforts by the Kenya Revenue Authority (KRA) to Ksh 3.0 trillion in the
FY 2023/24 and Ksh 4.0 trillion over the medium term. In order to achieve this,
the Government will undertake a combination of both tax administrative and tax
policy reforms. The KRA will implement among others, the following measures:
reduction of Value Added Tax (VAT) gap from 38.9 percent to 19.8 percent of the
potential by fully rolling out electronic Tax Invoice Management System (eTIMS);
reduction of Corporate Income Tax (CIT) gap from 32.2 percent to 30.0 percent of
the potential as envisaged in the KRA Corporate Plan; integration of KRA tax
system with the Telecommunication companies (Telcos); tax base expansion in the
informal sector; implementation of rental income tax measures by mapping rental
properties; roll out of measures at the Customs and Border Control leveraging on
technology and enhanced data analytics to enhance revenue. per unit; -and, up
scaling the technical capacity of KRA through skills, technology and additional
staffing.

On the tax policy, the Government will implement various tax policy measures to
further boost revenue collection. In addition, to further strengthen revenue
mobilization efforts, the Government will finalise the development of the National
Tax Policy and the Medium-Term Revenue Strategy. The National Tax Policy
Framework will enhance the administrative efficiency of the tax system, provide
consistency and entrench predictability in tax legislations and management of tax
expenditure. But more importantly, build confidence -and compliance in the tax
system. Taxation should not distort domestic markets’ prices and investment
decisions. The Medium-Term Revenue Strategy will provide a comprehensive
approach of undertaking effective tax system reforms for boosting tax revenues
and improving the tax system over the medium term. Additionally, the Government
will continue to improve efficiency in public spending to ensure value for money
by eliminating non-priority expenditures; retiring expensive and unsustainable
consumption subsidies; reducing tax exemptions; scaling up the use of Public
Private Partnerships financing for commercially viable projects; rolling out an end-
to-end e-procurement system; and streamlining the initiation, execution, delivery
and sustainability of public investment projects.

In light of the above fiscal consolidation plan, the expenditure ceilings in this
Budget Policy Statement have been revised to reflect emerging realities. All
proposed Ministries, Departments and Agencies (MDAs) budgets for FY 2023/24
have been scrutinized carefully to ensure quality and alignment to the
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Government’s B_ottoni—Up Economic Transformation Agenda as outlined in this
BPS and the Fourth MTP and other strategic interventions of national interest.

The budgeting process for the priority programmes will be developed through a
value chain approach under five clusters: i) Finance and Production Economy; ii)
Infrastructure; iii) Land and Natural Resource; iv) Social Sectors; and v)
Governance and Public Administration. This process ensures there is no break in
the value chain cycle in the resource allocations. The process also ensures adequate
resourcés are allocated to all the components along the value chain and helps to
eliminate duplication of roles and efficient budgeting of available resources.

In this regard, all Sector Working Groups and MDAs are expected to prepare their
budgets consistent with the hard sector ceilings and adopt the value chain approach
under the five clusters to facilitate the finalization of the FY 2023/24 and the

medium-term budget proposals.

A

PROF. NJUGUNA S. NDUNG’U, CBS
CABINET SECRETARY
NATIONAL TREASURY AND ECONOMIC PLANNING
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About the Budget Policy Statement

The Budget Policy Statement (BPS) is a Government policy document that sets out
the broad strategic priorities and policy goals to guide the National Government
and the County Governments in preparing their budgets for the subsequent
financial year and over the medium term.

In the document, adherence to the fiscal responsibility principles demonstrates
prudent and transparent management of public resources in line with the

Constitution and the Public Finance Management (PFM) Act, 2012.

Section 25 of the PFM Act, 2012, provides that the National Treasury shall prepare
and submit to the Cabinet the BPS for approval. Subsequently, the approved BPS
is submitted to the Parliament, by the 15™ of February each year. Parliament shall,
not later than 14 days after the BPS is submitted, table and discuss a report
containing its recommendations and pass a resolution to adopt it with or without
amendments. The Cabinet Secretary, the National Treasury and Economic .
Planning shall take into account resolutions passed by Parliament in finalizing the
budget for the FY 2023/24 and the medium term.

The Budget Policy Staterent contains:

(a) an assessment of the current state of the economy, including macroeconomic
forecasts as well as the priorities of the Government current pillars of growth
and strategic directions;

(b) the financial outlook with respect to Government revenue, expenditures and
borrowing for the next financial year and over the medium term;

(c) the proposed expenditure ceilings for the National Government, including
those of Parliament and the Judiciary-and indicative transfers to County
Governments; s .

(d) the fiscal responsibility principles and financial objectives over the medium-
term including limits on total annual debt; and

(e) Statement of Specific Fiscal Risks.

The preparation of the BPS is a consultative process that involves seeking and
taking into account the current Government priorities and challenges in economic
management and the views of: The Commission on Revenue Allocation; County
Governments; Controller of Budget; Parliamentary Service Commission; Judicial
Service Commission; Ministries, Departments and Agencies; the public and any
other interested persons or groups.
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I. THE BOTTOM - UP ECONOMIC
TRANSFORMATION AGENDA FOR INCLUSIVE
GROWTH

1.1 Overview

1. The2023 Budget Policy Statement is the first to be prepared under the Kenya
Kwanza Government and sets out the priority programs, policies and reforms of
the Administration that will be implemented in the Medium-Term Expenditure
Framework (MTEF). It presents the Bottom-Up Economic Transformation
Agenda geared towards economic turnaround and inclusive growth. The document
is framed against a backdrop of global economic slowdown occasioned by the
ongoing Russia-Ukraine conflict, elevated global inflation, lingering effects of the
COVID-19 pandemic, persistent supply chain disruptions and the food security and
climate effects.

2. Inthe context of these challenging times, Kenya’s economy remains resilient
with an impressive economic performance of 7.5 percent in 2021 largely on
rebound from negative growth the previous year on account of bold economic
policies and structural reforms as well as sound economic management
implemented overtime. However, the momentum has been slowed again by the
Russia-Ukraine conflict that has disrupted global trade through increased fuel,
fertiliser and food prices. For the first time in five years, inflation rate in Kenya is
above the Government target range mainly driven by supply side constraints
occasioned by external shocks. Aside from these shocks, the Kenyan economy is
confronted by various bottlenecks including: recurrent drought affecting
agricultural productivity; declining manufacturing productivity; skewed access to
finance for business and development; rigidities in business regulatory framework;
weak governance; and fiscal risks including pension’s liabilities, stalled public
projects, pending bills; and high debt service that has hindered the economy from
achieving its full potential

-~

3.  The need to address these challenges, bolster resilience while building on
successes realized overtime forms the basis of the Kenya Kwanza Government’s
Bottom-Up Economic Transformation Agenda. The Agenda is geared towards
economic turnaround and inclusive growth. Special focus will be placed on
increased employment, more equitable distribution of income, social security while
also expanding the tax revenue base, and increased foreign exchange earnings.

4.  The priority programmes are classified under two categories; core pillars and
the enablers which aim at creation of a conducive business environment for socio-
economic transformation. Under the core pillars, the Governiment seeks to increase
investments in five sectors envisaged to have the biggest impact on the economy
as well as on household welfare. These include: Agricultural Transformation;
Micro, Small and Medium Enterprise (MSME) Economy; Housing and Settlement;
Healthcare; and Digital Superhighway and Creative Industry. To make these
programmes feasible, the Government will implement strategic interventions under
the following key enablers: Infrastructure; Manufacturing; Blue Economy; the
Services Economy, Environment and Climate Change; Education and Training;

m__"2023 Budget Policy Statement
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_Women Agenda; Youth Empowerment and Development Agenda; Social
Protection; Sports, Culture and Asts; and Governance.

5. The budgeting process for the priority programmes will be done through a
value chain approach under five clusters: i) Finance and Production Economy; ii)
Infrastructure; iii) Land and Natural Resource; iv) Social Sectors; and v)
Governance and Public Administration. This process ensures there is no break in
the cycle in the resource allocations for a value chain. The process also ensures
adequate resources are allocated to any entity along the value chain and helps to
eliminate duplication of roles and budgeting of resources.

6.  The priority programmes will be implemented through a value chain approach
under five clusters: i) Finance and Production Economy; ii) Infrastructure; iii) Land
and Natural Resource; iv) Social Sectors; and v) Governance and Public
Administration. This will ensure no break in the cycle either by not allocating
requisite resources to any entity along the value chain and also eliminate
duplication of allocations and roles.

7. Through the various priority economic policies, structural reforms, fiscal
consolidation plan and sectoral expenditure programs outlined in this 2023 BPS,
the Government is taking determined steps to address these challenges, bolster
resilience to shock as part of the strategy for socio-economic transformation and
inclusive growth. Over the medium term, the Government through the Fourth
Medium-Term Plan (2023-2027) will prioritize implementation of economic
recovery strategies to re-position the economy on a steady and sustainable growth
trajectory. : o

1.2 Core Thematic Areas

8.  The Government will implement policies and structural reforms and promote
investment in five core thematic areas that are expected to have the highest impact
at the bottom of the economiy. These are: Agricultural Transformation; Micro,
Small and Medium Enterprise (MSME) Economy; Housing and Settlement;
Healthcare; and Digital Superhighway and Creative Economy. :

1.2.1 Agricultural Transformation and Inclusive Growth

9. The Kenyan economy remains highly dependent on the agriculture sector,
contributing on average 21.4 percent of the GDP directly, forming approximately
65 percent of Kenya’s total exports and has the highest employment multiplier in
the economy. However, agricultural productivity in the country has been declining
largely occasioned by the prolonged drought as a result of failed rain and high
global fertiliser prices resulting in severe food shortage. The spread of the COVID-
19 pandemic worsened the situation with world fertiliser prices having more than
doubled in the past two years, affecting productivity of Kenyan farmers.

10. The Government’s initial interventions involved stepping up food supply in
northern Kenya and other regions and enhanced coordination between National
and County Governments, private sector and development partners through the
National Steering Committee on Drought Response to cushion communities
affected by drought, especially in the worst-hit arid and semi-arid (ASAL)
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counties. To make fertilizer available and improve productivity in counties and
regions that plant in the short rain season, the Government imported 1.5 million 50
kg bags of fertilizers and distributed them at a lower cost of Ksh 3,500. The
Government working with the private sector has also made arrangements to make
another 6 million bags of various types of fertiliser available for the long rains
season. To support dairy farmers, the Government has taken immediate steps to
reinstate the stalled milk coolers’ programme and the distribution of 650 milk
coolers.

11. Investing in agriculture as the sector that will lead the economic recovery is
predicated on seven factors.

o Quick turnaround. First, agriculture offers the quickest payback period for
investments. This is because, in many cases, there is no new capital
investment required. Increasing production only requires addressing the cost,
quality and availability of inputs and providing farmers with the working
capital to buy adequate supply of the inputs as well as other direct production
expenses such as ploughing of land and labour.

o Cost of living. The cost of living can only be resolved by raising agricultural
productivity. The battle is between farmers needing higher incomes and
consumers who want low prices. Food accounts for 54 percent of household
expenditures but poor households spend more than 60 percent.

o Foreign exchange: Dependence on food imports has grown considerably in
recent years. Three food commodities: edible oils, wheat and rice are
consuming an equivalent of 25 percent of goods” export earnings. Kenya has
the capacity to produce a bigger share of its consumption of edible oils and
rice competitively. Agriculture is also the sector that the Country is most
globally competitive in, both in traditional exports such as tea, cofiee, cut
flowers and vegetables as well as emerging export crops such as avocado and
macadamia nuts. However, several export crops have collapsed, notably
pyrethrum, cashew nuts and bixa.

o Jobs: Agriculture has the highest employment multiplier effect, owing to its
strong forward and backward linkages to other sectors of the economy.
Research conducted by Kenya Institute for Public Policy Research and
Analysis (KIPPRA) shows that four of the five value chains with the highest
job creating impact are agricultural. They are livestock (cattle, sheep and
goats), hotels and restaurants, poultry, vegetables and rice.

o Tncomes. Two thirds of Kenyans derive all or part of their incomes from
agriculture. Thus agriculture-led growth will put more money in people’s
pockets directly than any other sector. This also means that agricultural
incomes have the highest income multiplier effect, that is, when farmers have
money, they buy consumer goods and services from other sectors. Moreover,
given the large share of food in household expenditures, savings on food costs
have a very large multiplier effect on other sectors.

o Ending poverty: Extreme poverty and vulnerability is also an agricultural
phenomenon. Support to farmers to raise productivity would not only enable

g 3 |
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12.

them to feed themselves, but also generate a surplus that confributes to
national food security and the economy.

Industrialisation: The manufacturing sector is largely agriculture-based,
with food processing and beverage manufacturing contributing 40 percent
and 48 percent of manufacturing employment and GDP respectively. When
non-food agro-processing is added, agro-processing becomes more than half
of the manufacturing sector. Moreover, the manufacturing that is not agro-
based is highly dependent on imported raw materials such as metals,
chemicals and plastics.

Over the medium term, the Government will develop policy, legal and

institutional reforms to provide an enabling environment for agricultural
productivity. In particular, the Government will:

4

il

1ii.

iv.

vi.

Vil.

Viil.

Provide adequate affordable working capital to farmers through well-
managed farmer organisations;

Deploy modern agricultural risk management instruments that ensure farming
is profitable and income is predictable, such as was provided for scheduled
crops by the Guaranteed Minimum Returns (GMR) Scheme in the 1970s.
These instruments include crop and livestock insurance schemes, commodity
market instruments such as forward contracts, futures contracts and price
stabilisation schemes

Transform two million poor farmers from food deficit to surplus producers
through input finance and intensive agricultural extension support, with a
target to generate a minimum productivity target of Ksh 50,000 revenues an
acre;

Raise productivity of key value food chains and other value chains (maize 8
-15 bags an acre, dairy 2.5kg- 7.5kg a cow a day, beef carcass weight from
110kg - 150kg); Support dairy farmers by supplying feeds to lower cost of
milk production;

Reduce dependence on basic food imports by 30 percent (domestic oil crops
production from 5 percent to 25 percent, rice from 18 percent to 40 percent);

Revamp underperforming and collapsed export crops while expanding
emerging ones (coffee, cashew nuts, pyrethrum, avocado, macadamia nuts);

Avail high yielding cotton seeds to increase productivity per acre from 0.25
bales to 2.7 bales per acre by 2027,

Boost tea value chain (blending & branding).

1.2.2 Transforming the Micro, Small and Medium Enterprise (MSME)
Economy

13.

The Micro, Small and Medium Enterprise (MSME) Economy contribute very

significantly to the economy, employing about 85 percent of non-farm jobs. Access
to credit is a stimulant that enhance growth in the MSME economy. However, high
interest rates crowd out the private sector and the MSMEs. The Government is

committed to ensure Kenyans access affordable credit.

4 E | 2023 Budget Policy Statement




14. As part of the process, the Government initiated the Hustlers Fund as an
intervention to correct market failure problems at the bottom of the pyramid and to
cushion the MSMEs against high cost of credit. This program aims to lift those at
the bottom of the pyramid through structured products in personal finance that
includes savings, credit, insurance and investment.

15. Other interventions by the Government will include:

i, End criminalisation of work by enacting a right to work law, and making
trading licences and provision of a trading location an entitlement to every
citizen who applies. The Government will work with County Governments to
provide one-street trading premises for every 50 urban residents, with a view
to increasing average daily income of informal traders by Ksh 200;

ii. Regressive taxation, bureaucracy and regulatory compliance costs: the
Government will review and rationalise all business licences, cap total
licences at 1.5 percent of turnover and enact administrative burden law
(similar to US Reduction of Paper Work Act) ensuring no business spends
more than 4 person hours a month on tax and regulatory compliance;

iii. Access to finance: The Government will commit Ksh 50 billion a year to
provide MSMEs with 100 percent access to affordable finance through
SACCOs, venture capital, equity funds and long-term debt for start-ups and
growth-oriented SMEs;

iv. Infrastructure & Capacity Building: The Government will establish MSME
Business Development Centre in every ward, and an industrial park and
business incubation centre in every TVET institution.

1.2.3 Housing and Settlement

16. The cost of housing is a heavy burden to majority of Kenyaﬁs and is the major
factor driving the proliferation of slums.

1.2.3.1 Urban Housing

17. The Government plans to close the housing gap by facilitating delivery of
250,000 houses per year. To realize this, the Government will implement policies
and administrative reforms to lower the cost of construction and improve access to
affordable housing finance while creating jobs and entrepreneurial opportunities to
all Kenyans. In this regard, the Government will not only provide land and bulk
infrastructure, but also implement measures to unlock the challenges that inhibit
investment in the housing sector.

18. As part of the process, the Government will restructure affordable long-term
housing finance scheme, including a National Housing Fund and Cooperative
Social Housing Schemes that will guarantee off take of houses from developers.
This is expected to grow the number of mortgages from 30,000 to 1,000,000 by
enabling low-cost mortgages of Ksh 10,000 and below. This plan is expected to
create quality jobs for 100,000 youths, employing graduates from TVETS, directly
in construction sector and indirectly through manufacturing of building products
every year.

&
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19. The Government will also implement policies to strengthen the Jua Kali
sector by building its capacity to produce high quality construction materials such
as doors, windows, gates and hinges. As part of the process, The Government will
upgrade and support Jua Kali by linking it with technical and vocational education
institutions. This will see enterprises that produce housing products emerge or
expand, create jobs and wealth for hustlers, making housing plan truly
transformational from the bottom up.

1.2.3.2 Rural Housing and Settlement

20. The Government will establish a Settlement Fund similar to the one that was
used to acquire land from settler farmers after independence. To stop land
fragmentation, the land purchased by the scheme will be subject to land use
planning where beneficiaries will own transferable residential plots in planned
settlement, and right to lease non-transferable agricultural land.

1.2.4 Healthcare

21. Access to quality and affordable healthcare is critical for socio-economic
development. It is estimated that Kenyan families spend a total of Ksh 150 billion
in out-of-pocket expenditures on health services a year. For this reason, the
Government will continue to implement the Universal Health Care plan that will
lift this punitive burden from the shoulders of Kenyans and their businesses. The
strategy will involve revitalisation of primary healthcare by emphasising on
preventive and promotive strategies. Many critical health illnesses, including
cancer, heart complications, kidney failure and hypertension, can be detected and
addressed at this level without the need for a hospital visit or admission.

22. As part of the health sector interventions, the Government will reform the
National Health Insurance Fund (NHIF) as a necessary imperative. Progress has
been made in enrolling more members into the insurance scheme. In the past 10
years, 12 million Kenyans have joined the Fund. The challenge, however, is that
the NHIF is an occupational scheme for salaried people on payroll in the public
and private sectors, and not the social insurance scheme it ought to be. The
Government will thus change the contribution structure from an individual
contributory scheme to a household contribution model.

23. The Government will promote investment to expand existing health
infrastructure and improve procurement of medical supplies. Pharmaceuticals and
consumable medical supplies account for an estimated 20 percent of total health
expenditures with more than 70 percent of pharmaceutical products being
imported. Domestic pharmaceutical manufacturers have the capacity to
manufacture bigger share competitively, but are hampered by the high cost of
production and punitive tax regime. The Government will work towards
entrenching Kenya as regional pharmaceutical manufacturing hub by reviewing the
tax regime and cost of doing business in the country, and leveraging on Universal
Health Care and human capital to identify and scale up domestic manufacturing of
pharmaceutical products and other essential supplies.

24. To improve health outcomes and reach of healthcare services, the
Government will leverage on information technology to drive responsiveness,
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efficiency, seamlessness between providers, transparency and fraud prevention.
The strategy will involve deployment of an integrated state-of-the-art health
information system that will enable every Kenyan to own and control access to
their health record.

25. 1In order to build a better human resource for healthcare, the Government will
work with County Governments to build a centralised system of Human Resource
management similar to that of teachers. Measures will be put in place to address
the challenge of inadequate human resources in the public hospitals and the poor
industrial relations between health professionals. This will address the in-
equitability in distribution of health professional and will enable doctors get equal
treatment in capacity building, and solve the shortage in health specialists in the
county health services. The Government will also mainstream community health
workers and make them the foundation of the country’s healthcare system in
partnership with County Governments.

26. Other commitments of the Government to ensure a Universal Health
Coverage (UHC) system include:

i. Employment and initiation of payment for community health workers who
shall form part of the Primary Health Care system;

ii. Prioritization of employment of 20,000 healthcare workers- doctors, nurses,
clinical officers, laboratory technologists, physiotherapists, among others, to
bridge the gap according to WHO recommendations of 23 HC per 10,000
populations;

iii. Setup of an emergency medical treatment fund to cater for emergency, cancer
treatment and referrals;

iv. Setting aside of Ksh 50 billion for Kenya Association of Retired Officers
medical schemes;

v. Integration of preventive and promotive services/ establish MDT (a primary
healthcare approach) as envisioned in the Afya Bora Mashinani;

vi. Setting aside of seed deposit amount of Ksh 100 billion into co-funding the
strategic programs for HIV, tuberculosis, blood transfusion, malaria, family
planning and reproductive health;

vii. Ring-fencing funds for healthcare from facility improvement funds to
allocations from the Treasury in collaboration with County Governments; and

viii. Building up supply chain management system (KEMSA) to ensure efficiency
and accountability in the medical supplies to all health facilities;

1.2.5 Digital Superhighway and Creative Economy
1.2.5.1 Digital Superhighway

27. Kenya is a strong leader in the Information, Communication and Technology
space. Appropriate policy framework, constitutionally protected freedoms of
expression, media, information and communication has cemented the country’s
position as a regional and continental hub of innovation overtime. Despite this feat,
there is tremendous potential for the country to become a global leader, employing
hundreds of thousands of young people and generating immense wealth if the
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young people are facilitated to plug into the global digital economy. For this reason,
the Government will promote investment in the digital superhighway and the
creative economy in order to further enhance productivity and overall
competitiveness.

28. Over the next 5 years, the Government will support extension of National
Optic Fibre Backbone infrastructure work to ensure universal broadband
availability. The laying out of an additional 100,000 km of the national fibre-optic
network is expected to deliver this target.

29. Government will also digitize and automate all critical Government processes
throughout the country, with a view to bringing at least 80 percent of all
Government services online for greater convenience to citizens. To achieve this,
the Government will revamp Huduma Centre Infrastructure to enable end to end
physical and digital access to Government services under the one-stop-shop
platforms. Moreover, the Government will undertake measures to bring down the
cost of calls and data in order to bring more Kenyans, especially the youth online
for businesses, learning, entertainment and socialisation. This initiative converges
with the efforts to boost the creative economy and scale up cultural production and
the arts industry. As more services are digitized, the Government plans to
strengthen its cyber security capacity in order to protect against potential cyber-
attacks.

30. To further entrench Kenya’s lead in the digital economy, the Government will
establish a Presidential Advisory Council on Science and Technology Policy that
will ensure a wholesome Government approach to technological development and
use and build necessary capacities across Government. The Government will also
promote investment in Konza Technopolis to bring together industry, academic
institutions and other innovators to co-invest in emerging technologies to create
high-quality jobs that leverage on artificial intelligence, robotics and other
technologies and thus enhance regional and global competitiveness. The
establishment of the Africa Regional Hub and promotion of the development of
software for export will cement Kenya’s position as a digital leader.

1.2.5.2 Creative Economy

31. Kenya has a highly talented youth in a diverse spectrum of creative work
which includes music, theatre, graphic design, digital animation, fashion and craft,
among others. The digital revolution, reinforced by good connectivity has opened
up opportunities for this sector to be a significant economic actor in its own right.
Additionally, the creative industry can add value to Kenya’s exports such as
fashion, leather products and craft industries that can employ millions of Kenyan
youths. To realize these benefits, the Government will:

i.  Work with stakeholders to expand the space for creativity, including freedom
of expression and protection of intellectual property rights;

ii. Mainstream arts and culture infrastructure (theatres, music halls, art galleries)
into the infrastructure development programme, and identify dedicated
streams of resources for their development;
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iii. Work with stakeholders to identify the incentives, capacity building and other
support required from the State to scale up cultural production and the
creative economy; and

iv. Mainstream the creative economy in Brand Kenya and commercial
diplomacy, including appointing accomplished Kenyan artistes and creative
sector personalities as cultural ambassadors.

1.3 Enablers

32. The Government’s Bottom — Up Economic Transformation Agenda will be
underpinned by sound and innovative policy and structural reforms targeted at all
socio-economic sectors, building efficient infrastructure, climate-change
mitigation mechanisms, as well as foster strict compliance with the Constitution
and the rule of law.

1.3.1 Infrastructure

33. The Government will intensify national connectivity through water, road, rail,
port, energy and fibre-optic infrastructure to foster an enabling environment for
economic recovery and inclusive growth. The Government is finalising a
framework for centralisation of resources to deal with all stalled infrastructure
projects.

1.3.1.1 Water

34. Two-thirds of Kenya’s agricultural land requires irrigation, against only 4
percent that is irrigated. Irrigation is the single most important game changer in
agriculture. To enhance access to safe water for domestic and industrial use, the
Government has planned to construct small and medium dams, water pans,
boreholes and large scale dams under “Water 10,000 Program” and connection of
water to 1,000,000 households. This will be done by: Shifting focus from large
dams to household/community water projects, with emphasis on harvesting and
recycling; Where large reservoirs are viable, adopt PPP model (using IPP model);
Using modern technologies on desalination, develop Turkana aquifers using PPP
model (potential to irrigate a million acres of land); Deploy climate smart
agriculture technologies (micro-irrigation, precision irrigation, hydro and
aquaponics technologies).

1.3.1.2 Roads

35. Roads are the most important infrastructure in the country. Overtime, the
Government has pursued ambitious projects that have doubled the number of paved
roads. This has been achieved by adopting the Low Volume Sealed Roads (LVSR)
programme resulting in 6,000 kilometres completed with another 3,800 kilometres
under construction. The adoption of the LVSR standard has reduced cost of paving
low traffic roads substantially.

36. However, the need for roads remains immense as one third of classified roads
need either reconstruction or rehabilitation. Over the medium term, the
Government will continue to invest in road infrastructure by completing all roads
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under construction. The Government will also prioritize upgrading and maintaining
rural access roads as well as improve road infrastructure in urban informal
settlement and critical national and regional trunk roads that have the highest

immediate economic impact.

1.3.1.3 Electricity

37. Electricity is a vital economic and social good critical for production of
consumer goods and provision of essential services such as health and security.
While generation capacity and total electricity connections have increased
considerably in the recent years, electricity in the country remains expensive and
unreliable. One of the key contributors to both the cost and quality of power is the
aging transmission and distribution network. The investment required to upgrade
the network is considerable, more so in the difficult financial situation that the
country is in. _

38. To improve reliability and bring down the cost of power, the Government
will:

i. Mobilise the resources needed to revamp the transmission and distribution
network and accelerate geothermal resources development;

ii. Develop Liquified Natural Gas (LNG) storage facility in Mombasa, with a
view to phasing out heavy fuel oil (HFO) from the power generation portfolio.
This will also contribute to meeting Kenya’s emission reduction
commitments; and

iii. Enforce transparency and public accountability of the electricity sector
requiring the Energy & Petroleum Regulatory Authority (EPRA) to publish
quarterly system, financial and operational performance reports.

39. Further, the Government will delink development initiatives from the Kenya
Power and let the company to operate on commercial principle. A policy,
regulatory and financing framework for off-grid community-owned development
projects (mini and micro-grids) will be instituted.

1.3.1.4 Petroleum and E-mobility

40. Petroleum is the largest import in terms of volume and price in the country,
and will remain an important component for several decades. Price volatility in this
commodity is a challenge for consumers and economic stability. In particular, the
recent fuel price escalation as a result of global price shock has severely affected
Kenyans with significant fiscal implications. In order to stabilize consumer prices
against unpredictable swings in global oil prices, the Government will set up a legal
framework to ring-fence the Fuel Stabilization Fund.

41. The Government will also roll out electric vehicle (EV) charging
infrastructure in all urban areas and along the highways and create incentives for
adoption of electric mass transit systems in all cities and towns; provide financial
and tax incentives for public service vehicles and commercial transporters to
convert to electric vehicles; leverage the financial support that will be provided to
the bodaboda sector through the Hustler Fund, to develop the nascent electrical
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vehicle (EV) and motorcycle assembly indusiry. Accelerating transition to electric
vehicles is a win-win proposition in terms of contributing to Kenya’s emission
reduction commitment, cheaper transport, and leveraging on the large local and
regional motorcycle market to build an electric vehicle industry.

1.3.2 Manufacturing Sector

42. The manufacturing sector has been declining as a percent of GDP in the recent
years. To improve productivity in the sector, the Government has adopted a value
chain approach through the Bottom-Up initiative that will address the bottlenecks
that impede the growth of manufacturing sector and enhance the country’s
competitiveness. The value chain adopted enables analysis of the economy on a
competitiveness angle and to address the bottlenecks that impede the growth of the
manufacturing sector in a deliberate manner. The value chains highlighted below
are examples and are by no means the only ones:

1.3.2.1 Leather and Leather Products

43. Kenya has a big potential to develop its leather sector given the available
market in uniformed services and schools. Key challenges in the sector arise from:
poor quality of hides and skins, lack of skills, and limited leather factories in the
country. As part of the economic turnaround strategy, the Government will support
value chains in the leather sector in order to increase recovery and enhance quality
of hides and skins to enable creation of 100,000 jobs per year. Towards this end,
the Government will:

i, Reinstate hides and skins buyers, exporters and importers licenses in the Hide,
Skin and Leather Trade Act (Cap 359);

ii. Facilitate collection, preservation and delivery of hides and skins to tanneries;

iii. Map out existing MSMESs in the value chain in Narok, Athi-River, Isiolo &
Wajir;

iv. Complete development of Kenya Leather Industrial Park (KLIP), Kenanie
through provision of industrial power sub-station, storage, reticulation of
water; ICT infrastructure, and security; and upgrading and completion of road
networks;

v. Complete construction of Common Effluent Treatment Plant (CETP);

vi. Optimize Ewaso Nyiro tannery to produce up to finished leather;

vii. Support establishment of processing clusters in Isiolo, Wajir, Narok, Ewaso
Ng’iro;

viii. Facilitate local production of accessories for footwear and leather articles;

ix. Link MSMEs with uniformed forces, schools and other institutions to provide
a market for locally made leather wears; and enhance market linkages for
finished leather goods & products for export; and

x. Sensitize MSMEs & create public awareness on commercial opportunities in
the value chain within the cluster areas.
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1.3.2.2 Building and Construction Materials

44,

Building products are currently one of Kenya’s leading manufactured exports

to neighbouring countries. To support building and construction value chains, the
Government will:

i.

1i1.

iv.

vi.

Viil.

1X.

Initiate the establishment of industrial park for construction materials;
Enhance manufacture of construction materials (clinker, cement, cabros,
prefabs) locally;

Complete the modernization of kiln and installation of new moulds for cabros
and prefabs;

Promote use of Jua Kali products (mass fittings);

Promote local production of electrical &electronics fittings, cables and
products;

Strengthen capacity of Jua Kali MSMEs to produce high quality products for
construction through skills development, access to technology and
certification;

Enhance testing of construction materials, accreditation of inspections for
ongoing construction, use of professional personnel registered by accredited
CABs;

Promote use of alternative building materials for construction (soil, plants);
and

Ring fence certain components of the low cost housing project for MSMEs.

1.3.2.3 Garments and Textiles

45.

Garments and textiles exports is Kenya’s third largest component at Ksh 60

billion and employing 50,000 people. The sector is however confronted by
numerous challenges including high cost of labour and low agricultural
productivity that hampers the competitiveness of Kenya’s garment export. In order
to support locally manufactured textiles, the Government will:

1.

1i.

iii.

iv.

Vi.

Promote modernization of cotton ginneries, textiles mills and attraction of
new investments in integrated textile mills and cotton ginneries;
Launch Luanda Farmers’ Cotton Ginnery;

Complete construction of Athi Textile Hub; Textiles Value Addition Centers
(Nyando, Kieni); Naivasha SEZ administration block, access roads, boundary
walls;

Aftract investment in manufacture of garments & apparels;
Capacity building on fashion and design of clothing & textiles products; and

Promote linkage of MSME:s (tailors) with schools, institutions to provide a
market for uniforms.
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1.3.2.4 Dairy Products

46. Dairy and livestock economy are sub-sectors with the quickest economic
turnaround time and they will become key drivers in improving food security,
creating jobs and boosting exports. However, dairy farmers in Kenya struggle with
the high cost of feed and challenges of storage, preservation of milk and access to
markets. To support value chains under the dairy sub-sector, the Government will:

i, Establish cottage industries for animal feeds, in particular, promote animal
feeds production at the Nasewa Industrial park;

ii. Customize, modernize and equip CIDCs and link with TVETs to promote
value addition of animal feeds;

iii. Supply and installation of dairy mechanization and value addition equipment
including: bulk milk coolers; liquid nitrogen plants; embryo transfer facility;
milking parlor; lab equipment; and feeds equipment; andModemize new KCC
plants; fabricate dairy products machinery and equipment; and promote
investment in the cold chains.

1.3.2.5 Edible and Crop Oils

47. Edible oils, primarily palm oil, is Kenya’s second largest import after
petroleum, on which the country is spending approximately Ksh 60 billion a year
before the recent price surge, which pushed the import bill to over Ksh 90 billion.
As part of its economic turnaround plan, the Government targets to increase
domestic oil crops production from 5 percent to 25 percent thereby reducing
importation of edible oil raw materials. Towards this end, the Government will
attract investment to support oil cottage industries; provision of CMFs and
processing machinery for small industries; and expand processing capacity of
existing industries.

1.3.2.6 Tea Sub-sector

48. Tea sub-sector provides livelihoods to millions of Kenyans. Despite its
contribution to foreign exchange earnings, the returns to farmers have been
declining due to low productivity, high input costs, low levels of value addition
and weak regulatory and institutional framework. To enhance productivity and
improve competitiveness of the sub-sector, the Government will undertake the
following interventions:

i. Provision of processing equipment to tea cooperatives;

ii. Establishment of tea value addition hub and promote investments into the
hub;

iii. Export market development and export promotion including market
diversification, legal and regulatory reform; and

iv. Provision of fiscal incentive; and establishment of warehouse for value added
tea in key development markets.
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1.3.3 Blue Economy

49. Sustainable use of ocean and blue economy resources remains a key socio-
economic development priority for the Government as a means to end hunger,
reduce poverty, create jobs and spur economic growth. Building on the historic
2018 Sustainable Blue Economy Conference in Nairobi, the Government will
review the National Blue Economy Strategy to strengthen community structures in
participatory management of freshwater, coastal and marine resources and
ecosystems. The strategy is expected to contribute to socio-economic development
through food and nutrition security, coastal and rural development and income
increases along the aquaculture value chains, maritime transport and tourism.

1.3.4 The Services Economy

1.3.4.1 Financial Services

50. Kenya is a global leader in financial innovation with access to formal
financial services standing at 83.7 percent in 2021 largely attributed to the progress
made by Kenya to expand financial access through various channels including
mobile money financial platforms. The Government is currently implementing the
MSMEs Credit Guarantee Scheme (CGS) to promote enterprise development
through access to quality and affordable credit to MSMEs. Despite the recent
improvements in the Credit Information Sharing (CIS) framework, some concerns
persist about its use. This relates largely to the use of adverse credit reports issued
by credit Reference Bureaus, which are used to deny borrowers credit
(‘blacklisting’). Additionally, continued over reliance on domestic debt poses risk
of crowding out the private sector.

51. The Government will implement targeted interventions to strengthen the
financial services sector’s role in driving the Government’s Bottom - Up Economic
Transformation Agenda, cement Kenya’s position as the region’s financial and
technological hub and help millions of ordinary citizens overcome pressing
economic challenges and achieve prosperity. In particular, the Government will;
deploy a credible macroeconomic framework and growth strategy to strengthen
external creditworthiness, enabling Government to borrow cheaply externally and
end crowding out of private sector from the domestic credit market; leverage on
Kenya’s well advanced SACCO system to develop a tier three financial system that
will facilitate disbursement of affordable credit through the Hustlers Fund to
cushion those affected by the current predatory lending interest rates e.g. market
traders, boda boda; and develop and deploy a robust financial services consumer
protection policy and legal framework that will protect Kenyans from predatory

lenders.

52. To continue leveraging the potential of digital technologies, the Government
will work with key agencies such as the Central Bank of Kenya to continue rolling
out cost-effective and innovative payment services and protecting vulnerable
Kenyans from risks that may arise from emerging technologies. Over the short-to
medium-term, the Government will be forwarding and supporting proposals by the
Central Bank of Kenya to update the national payments legal and regulatory
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framework, aimed at strengthening oversight, bolstering affordability and improve
service delivery to Kenyans.

53. To enhance agricultural productivity and support increasing incomes for
smallholder farmers, the Government is implementing the rural Kenya financial
inclusion facility project (RI-FINFA) that incentivizes private and public funding
for increased rural financial inclusion and green investments by agriculture value
chain stakeholders. The project’s intervention will benefit 190,000 rural Kenyan
households and 41 financial institutions. These interventions will stimulate rural
employment, especially among the rural youth, women and vulnerable members
of society. The project is also contributing to the Government’s focus on using
public private partnerships financing for commercially viable projects by
leveraging development funding to pro-actively stimulate the interest of the
financial institutions to expand the volumes and outreach of their agricultural and
rural operations.

1.3.4.2 Tourism Sector

54. Tourism is a historically important sector for the economy, in terms of foreign
exchange earnings and job creation. To support the sector, the Government will
focus on a bottom up job-creating tourism industry by: 1) Nurturing a tourism
ecosystem that supports independent travel particularly for young people,
including quality and secure budget hotels and bed and breakfast facilities,
affordable budget air travel to all parts of the country and safe road travel; ii)
Diversify Kenya’s tourism by promoting niche market products, notably
adventure, sport and cultural tourism; and iii) Diversify source markets to include
African markets.

1.3.4.3 Aviation Sector

55. Aviation is a strategic industry for the economy. It is vital for the tourism
industry, exports of fresh produce and maintenance of Kenya’s position as a
regional hub. The Kenya Airways had demonstrated that Kenya could become a
global aviation hub. To support the aviation industry, the Government will develop
a turnaround strategy for Kenya Airways. A critical plank of this strategy will be a
financing plan that does not depend on operational support from the exchequer
beyond December 2023.

1.3.5 Environment and Climate Change

56. Environmental conservation and response to the impacts of climate change
are at the centre of the Government’s socio-economic transformation agenda.
Provision of a cleaner and safer environment is consistent with the Constitutional
obligations and will cement the country’s position as a global leader in
environmental protection and sustainable development. To actualise this, the
Government will continue to mainstream issues of environment conservation,
climate change mitigation and adaptation, halt and reversal of deforestation,
biodiversity loss and land degradation, in all Government programmes and across
all levels of Government.
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57. Already, the Government has commenced its plan to grow 15 billion trees
across the country by 2030. The goal is to increase the national tree cover from the
current 12 percent to 30 percent over that period. This will ensure that the country
attains the Constitutional mandate of at least 10 percent land area forest cover. The
reforestation programme will be implemented through the Ministry of
Environment, Climate Change and Forestry in collaboration with County
Governments and other stakeholders both local and foreign including youth and
women groups, civil societies and religious organisations. To achieve this, the
Government will continue to support efforts by the Kenya Forestry Research
Institute (KEFRI) to produce high quality tree seedlings in the 18 Tree Seeds
Centres countrywide.

58. In pursuit of the climate change agenda, Kenya’s commitment is to reduce
greenhouse gas emissions by 32 percent by 2030 as contained in Kenya’s
Nationally Determined Contribution (NDC). Towards this end, the Government
will adopt a Bottom-Up 3P solutions (people, planet, profit) whose priority value
chains include: biomass energy (wood fuel), agro-forestry and solid waste
management. The strategy will involve modermizing and commercializing the
charcoal value chain by adopting modern kilns, decriminalize the charcoal trade,
supporting scaling up of clean cooking technologies and promoting youth-owned
and operated briquette-making enterprises.

59. In solid waste management, the Government working with the private sector
has developed a European model called Extended Producer Responsibility (EPR)
based on household level separation that is unlikely to be practical beyond the
urban middle class. The Government will complement EPR system with a Bottom-
Up community-based value chain; organise waste collectors into cooperatives and
provide circular economy waste separation sites.

60. To ensure sustainable funding of climate change action and green economy
initiatives, the Government will implement Green Financing as a flagship
programme to transition to a low-carbon, climate resilient and green economy
through incorporation of risks and opportunities resulting from environment and
climate change in the financial sector. This would be implemented through
establishment of Green Finance Coordination Framework of public and private
green finance to enhance operational effectiveness, identify common challenges,
encourage peer learning, and limit duplication of efforts. To further enhance
increase of financial flows for climate action, the Government will develop and
implement policies and strategies to tap into the global carbon market
opportunities, green and climate financing mechanisms such as Green Climate
Fund, promote green bonds and debt for climate swaps among others.

61. In order to deliver locally-led climate resilience actions and strengthen
National and County Governments’ capacity to manage climate risks, the
Government in collaboration with Development Partners developed an innovative
Financing Locally-led climate Action (FLLoCA) Program. The Program is
designed to encourage cross-agency collaboration and vertical linkages from
community level up to national level in addressing climate change. The programme
is supporting counties to put in place participative climate change policy and
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legislative frameworks in order to be able to access pooled finance to support
implementation of locally-led climate actions.

1.3.6 Education and Training

62. Education is the ultimate means of ensuring an equitable society. As part of
its economic turnaround and inclusive growth strategy, the Government will
facilitate impartation of the necessary skills and competencies to learners from pre-
primary to the tertiary level, regardless of background. This will enable learners to
effectively play their part by contributing to the nation building effort, and
partaking of the dividends of shared prosperity.

63. As part of the process, the Government undertook to review the Competency-
Based Curriculum following the concerns of many stakeholders, especially parents
and teachers. This was done under the auspices of the newly set up Presidential
Working Party on Education Reforms. The findings and recommendations from
the Working Party shall inform subsequent necessary intervention to ensure that
Kenya delivers the calibre of education, skills and training needed to successfully
pursue sustainable development. In order to increase the teacher to learner ratio in
primary and secondary schools, the Government has provided resources to the
Teachers Service Commission to recruit 30,000 teachers.

64. Other reforms in the education sector include:

i. Pay for in-service teacher training initiated by Government and bridge the
current teacher shortage gap of 116,000;

ii. Establish a Special Service Tariff for all learning institutions for basic
utilities such as water, electricity and Internet connection;

iii. Improve capacity of day secondary schools to guarantee access to quality
education and reduce the costs. Currently, 72 percent of leamers in
secondary schools are in day schools, while only 28 percent are in boarding
schools;

iv. Leveraging technology in Education through Integrating technology in
curriculum assessment by developing an online assessment system and
enhancement of digital content and creative industry to have appropriate
content accessible in Kenya Education Cloud;

v. The National Education Management Information System (NEMIS)
reengineering for learner tracking and governance monitoring in the
Education Sector and establishment of NEMIS Steering and Technical
Teams to oversee the data management in the sector;

vi. Establish a National Skill and Funding Council that amalgamates HELB,
TVET and University Funding Board and increase funding to bridge the
current 45 percent gap;

vii. Build a fully equipped Technical Training and Vocational Education
Training Institution (TVET) in the remaining 52 constituencies, equip ICT
labs in 218 TVET institutions with equipment to create digital labs and
Establish Science and Technology Park;
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viil. Set up a National Open University to increase access and reduce the cost of
university education while making 100 percent transition to higher
education a reality; =

ix. Establish a one-year pajid_,_\National Internship Programme for all students
by collaborating with industry players;

x. Increase funding for research and development from the current 0.8 percent
to 2 percent of GDP in accordance with the Science and Technology
Innovation (ST&I) Act 2013 as per the bottom-up economic agenda.
Additionally, incentivize the private sector to contribute towards research;

xi. Double the amount of money allocated to the school feeding programme to
immediately raise the number of beneficiaries from two million to four
million; and to provide conditional grants to County Governments to extend
the programme and raise the numbers to 8 million in primary and Early
Child Development (ECD) schools; and

xii. Domesticate teacher recruitment and deployment at entry level according to
the UNESCO teacher deployment practice which treats education as a
cultural process conducted within a people’s cultural context at the local
level. To deal with the challenge faced by teachers resulting from
delocalization, the Govermnment will replace this policy with a
nationalization programme which will incentivize teachers who choose to
serve in other parts of the country.

1.3.7 Women Agenda
65. The participation of women in key sectors of the economy is minimal, and a
vast majority of them remain in low-income jobs or enterprises and endure poor

working conditions. Women are also largely excluded from governance and
political institutions. As part of its inclusive strategy, the Government will:

i.  Provide financial and capacity building support for women through the
Hustler Fund for women-led co-operative societies, ‘chamas’, merry-go-
rounds and table banking initiatives and protect them from predatory interest
rates charged by unscrupulous money lenders;

ii. Implement the two-thirds gender rule in elective and appointive positions in
the public sector within 12 months after the elections including 50 percent
cabinet positions for women and increase the number of, and personnel at,
gender desks at police stations;

iii. Increase funding for the Anti-Female Genital Mutilation (FGM) Board and
fully implement the anti-FGM law;

iv. Establish a social welfare fund for Kenyan women working abroad to
provide a safety net for distressed diaspora citizens;

v. Ensure availability of clean, safe, environmentally-friendly and affordable
cooking fuels;

vi. Ensure access to education and provide free sanitary towels in all schools
and public washrooms; and

18 a 2023 Budget Policy Statement




vii. Take administrative measures to ensure 100 percent enforcement of the
spousal consent legal provisions in land transactions to cushion women and
children from dispossession of family land.

1.3.8 Social Protection

66. At the heart of the Government’s development agenda, is the inclusion in
society and employment opportunities for the vulnerable members. The National
Social Security Fund (NSSF) payroll deduction system is not diverse enough in an
economy where 85 percent of workforce is not on formal payrolls. To address this,
the Government will establish a universal social security system, encompassing
pension, occupational hazard and unemployment insurance.

67. The Government will also continue to support vulnerable members of the
society through the Social Safety Nets Programmes (Inua Jamii), the Hunger Safety
Net Programme and the National Council for Persons Living with Disabilities
Fund. To protect the elderly, the Government will push for attainment of 100
percent NHIF coverage for senior citizens within three years; revamp the cash
transfer programmes for elderly and vulnerable households to improve operational
efficiency, prompt payment accountability and coverage; invest in education and
training for caregivers and medical staff to fill the gap of skills in the provision of
specialised care for older people.

68. To protect the welfare of children, the Government commits to eradicate
malnutrition within five years; increase access to early stimulation and learning,
and to prioritise an integrated package of services for children; and improve
learning outcomes by connecting all schools to the internet.

69. To support people living with disabilities (PWDs), the Government will target
for 100 percent NHIF coverage for PWDs; integrate schools to allow children with
disabilities to start interacting with the general public at an early age to restore their
confidence and self-esteem; and merge the National Fund for the Disabled of
Kenya (NFDK) with National Council for Persons with Disabilities (N CPWD) and
ensure parliamentary oversight for accountability. The Government will also set
aside 15 percent of all public-funded bursaries for pupils with disabilities; and ring
fence adequate percentage of the Hustlers Fund for PWDs.

1.3.9 Sports, Culture and Arts

70. The Government recognizes sports and the arts as a mega industry that can
employ millions of youth and help grow the economy. Kenya sporting prowess
portends tremendous opportunity to build a sports economy value chain that
includes hosting of international sporting events, training facilities and
manufacturing of sports apparel and equipment.

71. To support the sports industry, the Government has moved with speed to get
the country’s football back, protect Kenya’s athletics pedigree from doping, and
streamline collection and distribution of royalties to artists. Through the
revolutionary ‘TALANTA HELA’ Plan, the Government will rebuild and monetise
sports and creative industry. As part of the inclusive growth plan, the Government
will champion a grassroots football development program that will see National
Government work with County Governments to invest heavily in youth football.
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Arrangements are at an advanced stage to launch a Bottom-up football tournament
to be contested by under-19 teams from all 47 Counties.

72. To further harness the potential of the sports and arts industry, the
Government will: identify sustainable sources for sports funding and consider
setting up of a national lottery, tax incentives for corporate sponsorship, a dedicated
or ring-fenced tax and Public-Private Partnership framework for infrastructure
development. The Government will also review the Sports Act; and establish and
resource adequately a dedicated function within the Tourism Promotion Council to
attract international sporting events; and leverage on the country’s international
athletics brand to develop a domestic sports apparel manufacturing cluster. Further,
the Government will expand the National Youth Talent Academy to include all
sports and simultaneously devolve it to County level; introduce County Sports
Talent Academy with the capacity to systematically identify promising sporting
talent and provide necessary support through sponsorship to further their
skills/talent.

1.3.10 Youth Empowerment and Development Agenda

73. Towards the realization of the Governments development agenda, deliberate
efforts will be undertaken to leverage on broader youth empowerment and
development infrastructure that support various facets of youth Agenda in Kenya.
This critical population cohort will be harnessed to realize the demographic
dividends in various sectors of economic transformation to address youth

unemployment as one of the key challenges.

74. The Government will continue to support harnessing youth talent and
innovation; inculcating entrepreneurial culture among the youth; up-skilling youth
for employability; establish youth innovation and incubation hubs to strengthen
capacity for youth talent and innovations development; establish youth innovation
awards; support targeted programmes for employment creation focusing
employment, education and training (NEET); and enhance community-based
youth social development interventions. To monitor on the efficacy of youth
development interventions, the Government will develop a National Index for
Youth Development and appropriate legislations for youth development in the

Country.
1.3.11 Governance

75. The Government’s commitment for the next five years is to scale up the
implementation of the provisions of the 2010 Constitution, strengthen the rule of
law, increase access to justice, ensure respect for human rights and respect the
United Nations Sustainable Development Goal Number 16 on peace, justice and
strong institutions. Most importantly, the Government shall endeavour to ensure
zero tolerance to corruption by making all public servants accountable, and
submitting to the oversight of Parliament and other constitutionally mandated
institutions.

76. To strengthen governance, the Government appointed four Court of Appeal
and two Environment and Land Court judges, and 20 judges of the High Court.
The Government has also escalated the actualisation of the Judiciary Fund that will
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increase the allocation of resources to match the needs of enhancing access to
justice throughout Kenya. Over the medium term, the Government will:

i.  Equip the Attorney-General’s Office with the resources and ability it needs
to safeguard the public interest in court, legislating, negotiating international
agreements, and signing of contracts. This will minimize the needless
litigation and costly fines;

ii. Bolster the financial and technical capabilities as well as the independence
of all independent (Chapter 15) institutions to make sure they are capable of
defending the national interest and the people’s sovereignty;

iii. Institutionalize human rights-based approaches to Counter-Terrorism (CT),
including strengthening the Special CT Courts to ensure speedy and fair
trials;

iv. Strengthen the Office of the Registrar of Political Parties (ORPP) by
opening county offices;

v. End the weaponization and politicization of the anti-corruption efforts by
allowing the relevant institutions to freely exercise the independence given
to them by the Constitution;

vi. Grant financial independence to the Ethics and Anti-Corruption
Commission (EACC) and the police to end their reliance on the Office of
the President; and

vii. Promote accountability and openness in the management of public affairs,
institutionalizing open governance in all State organs and agencies, and
publishing an annual State of Openness Report.

1.3.11.1 Public Service Transformation

77. The quality of the human resource is crucial for social economic development
of the Country. The Government Transformative Agenda will require highly
skilled, agile and responsive Public Sector workforce well equipped with requisite
skills, knowledge attitudes and competencies.

78. The quality of the human resource is crucial for socio-economic development
of the country. The Kenya Kwanza Government’s Bottom - Up Economic
Transformation Agenda focuses on economic turnaround and inclusive growth.
The turnaround will require Kenya to build a highly skilled, agile and responsive
public sector workforce well equipped with requite skills, knowledge, attitudes and
competencies needed to realize these objectives. The public service should thus be
innovative, creative, flexible and adaptive to the needs of the county and by
extensions, the needs of the citizens in view of the nation development priorities.

79. Towards this end, the Government will focus on building human capital
consistent with merit system principles that will include modernizing policies and
practices for training and human development of its staff. As part of the process,
life-long training, education and development to mold the kind of human resources
required to take the country to the next level of development will be prioritized.
This will include putting in place robust policy mechanism in place to ensure both
scarce and high priority skills are available under the public service in both the
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National and County Governments. To achieve this, the Public Service will
embrace competency based human resource management and development
framework. To achieve this, the Government both at the National and County
Levels will review and implement human resource policies, procedures, laws,
regulations, strategies and guidelines to improve and transform service delivery,
especially in Agriculture, MSMEs, housing and settlement, healthcare, digital and
creative industry sectors.

80. The Government has been advancing citizen-centered public service delivery
through a variety of channels, including deploying digital technology and
establishing citizen service centres across the country. Going forward, Government
service delivery through digitation and automation of Government critical process
and in an effort to ensure availability of 80 percent of its service, strategies will be
put in place to enhance Government E-services, E-Government and Huduma
service delivery platforms. In addition, the Government will develop strategies and
plans for performance management effectiveness in the public service through
reengineering for the current performance management framework.

81. Further, the Government will upgrade the existing GHRIS and developed a
‘unified Human Resource (UHR) System’ for the Public Service to ensure the
Public Service Human Resource Data and Wage bill is consolidated in one system
for ease of decision-making. The consolidated Human Resource data and payroll
information will eventually be linked with other systems such as the Integrated
Financial Management Information System (IFMIS), Kenya Revenue Authority
(KRA), iTax system, the National Registration Bureau (NRB), among others.

82. In order to facilitate the desired consolidation of HR/payroll in the Public
Service, each public servant is required to have a lifetime unique identification
under the Unified Payroll Number (UPN) Generation/Allocation Module centrally
managed by the Ministry responsible for Public Service. The acquisition of Unified
Payroll Number (UPN5s) is prerequisite for a Public Service organization to use the
shared Unified HR platform.

83. The Government, is committed to build a robust, hardworking and dedicated
human resource in the public service. Towards this end, a framework to guide in
development of career management in the Public Service and Generic guidelines
on career guidelines for staff in the counties will be developed. This will go a long
way in attracting, motivating and retaining suitably qualified staff in the Service
who clearly understand their well-defined job descriptions and specifications.

84. In the same spirit, the Government will ensure that fit for purpose
organizational structures and optimal staffing levels are developed for all
Ministries/State Departments, Agencies and Counties in line with the Executive
Order No. 1 of 2023 on the Organization of the Government of Kenya in order to
realign their mandates with the Kenya Kwanza Manifesto.

1.3.11.2 Strengthening Leadership Accountability and De-Personalising
Politics

85. To strengthen leadership accountability and de-personalising politics, the
Government will: '
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i.  Hold an annual State of the Nation Forum as an extension of the country-
wide consultative economic forums that have been a core component of our
campaign, as a platform for dialogue whose recommendations will inform
the State of the Nation Address to Parliament, and to include appropriate
monitoring and evaluation mechanisms as required by Article 132(1)(c) of
the Constitution;

ii. FEstablish an engagement platform which will recognise and engage micro,
small, medium and large business owners, civil society, faith-based groups,
youth leaders, women leaders, among others, to address the cohesion and
inequality challenges of the country;

iii. Review the role of the National Cohesion and Integration Commission with
a view to repealing the NCIC Act;

iv. Operationalise the Public Benefits Organisations Act and expand space for
Government-NGO partnerships and collaborations; and

v. Legislate an affirmative action framework to implement Article 56 of the
Constitution regarding minorities and marginalised groups.

1.3.11.3 Strengthening Devolution

86. To enhance devolution, the Government will: complete transfer of all
functions constitutionally earmarked to counties within six months; and develop a
framework for ensuring that state-owned firms carrying out devolved or shared
functions adhere to the principles of governance and ensure that the principle of
funding-follows-functions is adhered to with respect to all devolved functions. The
Government will also improve County Governments’ capacity to generate their
own income and reduce over-reliance on transfers from the National Government;
and ensure that shareable revenue is transferred to counties in a timely and
predictable manner and in accordance with the law.

1.3.11.4 Security

87. The security sector is critical to long-term sustainable development and
poverty alleviation by ensuring safe and fair systems to enable people to work and
business to operate. Despite steps towards reform, many challenges still exist in
effective implementation of security sector reforms as is evident in continued cases
of political interference, poor leadership and dismal performance, corruption,
abduction, torture, disappearance and murder, extrajudicial killings and a lack of
effective oversight and accountability.

88. To reverse this, the Government has successfully engaged security sector
stakeholders to re-orient policing operations. This has ushered in a new policing
paradigm geared towards achieving a high level of security for citizens while
observing their rights and freedoms to the greatest extent. To strengthen policing
services, the Government has executed the necessary instrument to actualise the
financial independence of the National Police Service in the realisation that this is
the substantive enabler of genuine institutional independence. The operational
independence of the police is necessary for its efficiency, professionalism and
accountability. The Government established a taskforce on police reforms in
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December 2022 to review the remuneration and terms of all officers in the security
sector to be commensurate with the cost of living.

1.3.12 Foreign Policy and Regional Integration

89. Kenya’s significance in world affairs is demonstrated by the fact that it is
considered an anchor State in the Eastern African region. It hosts the only United
Nations headquarters in the Global South (United Nation Environmental Program
and Habitat), serves as a hub for international organisations, and is a key player in
peace and security initiatives in the region. The Government will promote friendly
relations with our neighbours, play a leading role in regional and pan-African
affairs, collaborate with our international partners, and uphold our commitment to
the international community.

90. The Government will develop a creative and robust foreign policy whose
pillars will be:

1.3.12.1 Economic and Commercial Diplomacy

91. This entails leveraging our international engagements to create opportunities
for our citizens, businesses, and investors. In particular, we aim fo expand the
market for our products and services by taking advantage of our membership in
regional organisations such as the East African Community, the Common Market
for Eastern and Southern Africa (COMESA), the African Continental Free Trade
Area (AfCTA), and the Intergovernmental Authority on Development (IGAD).
The administration will also take advantage of Kenya’s status as tech powerhouse
to further drive economic interest of the country.

1.3.12.2 Anchor State

92. Kenya Kwanza will strengthen Kenya’s role as an anchor State in regional,
continental, and global affairs. We will continue to lead efforts to advance regional
stability and peace, aid global initiatives to counteract violent extremism and
cooperate with other countries as a reliable ally or neighbour. Deploy robust,
creative and engaging foreign policy to raise Kenya’s profile as a regional anchor
State and amplify our partnership with the rest of the world, including Africa,
China, US, Europe, UK and India, among other partners.

1.3.12.3 Global citizenship

93. This entails supporting the work and decisions of international organisations
that Kenya has joined or ratified. These include the African Union, the East African
Community and the UN and its affiliates. Our foreign policy will be global in
scope, but it will have a more pan-Africanist stance, placing more focus on causes
that improve the welfare of Africans worldwide. We will not only deepen our
bonds with our long-standing international and bilateral partners, but also extend
our friendship to anyone with whom we share a mutually beneficial relationship.
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1.3.12.4 Diaspora

94. About three million Kenyans are currently living in various parts of the world
and constitute Kenya’s diaspora community. This population continues to form an
integral part of the Kenyan economy and social fabric. The Government, therefore,
intends to engage the Kenyan Diaspora in a more constructive and productive
manner to unlock and unleash their full potential. This will be through:

1.

1.

ii.

1v.

V1.

ViL.

Viil.

Improving delivery of Government services through decentralising services
and functions of Kenyan missions abroad;

Establishing a diaspora forum which will review progress of national
Government services to the diaspora and make the necessary
recommendations;

Establishing new and enhance trade and investment channels in order to
promote further local investment by Kenyans living in the diaspora;

Facilitating accreditation and endorsement of Kenya’s qualifications and
skills with those of foreign countries for easy access into higher education
and foreign jobs by Kenyans living in the diaspora;

Facilitating the portability of knowledge, skills, innovation and technical
resources available in the diaspora for national development;

Establishing a social welfare system for Kenyans living in the diaspora, by
exploring and implementing the portability of social protection;

Engaging our sportsmen and women and other eminent Kenyans to promote
patriotism and social cohesion in Kenya and globally; and

Promoting the Kenyan brand and appoint brand ambassadors who will
market Kenyan services and products and equally increase the global market
share of these services and products.
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1.4 Implementation Framework

95. The policy priority areas in the Bottom — Up Economic Transformation
Agenda will be implemented through a framework anchored on three pillars
namely; prioritisation, sequencing and financing.

1.4.1 Prioritisation

96. Prioritisation is critical because resources are scarce but also because we do
not have the capacity to do everything at once. Limited resources mean that we
must chose, but choosing one person’s preferences over another can create winners
and losers, thereby undermining the goodwill needed to have everyone pulling in
the same direction. It is, therefore, imperative that transparent objective criteria are
used, and everyone is able to see what is in it for them.

97. The priorities in this plan have been chosen based on the impact on six
objectives which, in our view, hit the most birds with the fewest stones, namely,
bringing down the cost of living, eradicating hunger, creating jobs, expanding the
tax base, improving our foreign exchange balance and inclusive growth. These
criteria led us to five sectors that form the core pillars of this plan. These are:
Agriculture Transformation, Micro, Small and Medium Enterprise (MSME)
Economy, Housing and Settlement, Healthcare, and Digital Superhighway and
Creative Economy.

1.4.2 Sequencing

98. The imperative to alleviate the suffering that Kenyans are undergoing makes
sequencing critical. In the context of severe resource constraints, interventions that
can increase Government revenue quickly, making it much easier to finance other
things. We also have to think about those interventions that have long gestation
periods but very significant impact in a few years’, and only if they are initiated in
good time. These considerations have led us to establish four timeframes as

follows:

e Quick wins. These are interventions that will have economic impact within
six months. Examples include dairy and seasonal crops and resolution of
pending bills.

e Short term. These are interventions that will deliver impact within 6 - 18
months. Examples-include establishing feedlots for cattle and rehabilitation
of crops such as coffee and cashew nuts.

o Medium term. These are interventions that will deliver impact between 18 —
36 months. Examples include housing programmes, Universal Health Care
(UHC), coffee, fruit and nut trees.

o Long term. These are interventions whose impact is expected to be felt
between 3 and S years and beyond, but need to be started in good time.

1.4.3 Financing Principles and Framework

99. Fiscal consolidation. The plan must be financed within a budget deficit target
of 3 percent by financial year 2026/27. This will be achieved by (a) Ensuring that
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revenue projection will not exceed the average growth in preceding three years and
expenditure growth capped at 75 percent of the revenue growth rate, and (b) Budget
neutrality. For new programmes to be financed, the resources must be released by
another programme or project that is either completed or closed.

100. Infrastructure Fund/Bank. An infrastructure fund will be established with
initial capitalisation from privatisation proceeds, with a view to progressively
reducing the financing of commercially viable infrastructure projects from the
budget.

101. Aid resources. Water, health, education and environment/climate change
will be prioritised in the utilisation of grants and concessional loans.

102. Pending bills. To remove pressure of settling pending bills from the annual
budget allocations, a transactions advisor will be engaged to advise on
securitisation of the outstanding bills subject to verification.

Delivery: Value Chain Approach

103. Competition for resources among sectors often undermines rational allocation
of resources, and also wastage due to duplication, fragmentation and lack of
coordination. To mitigate this, the Government has adopted a value chain approach
in budgeting. Under the process, the budgeting for the priority programmes will be
done through a value chain approach under five clusters: i) Finance and Production
Economy; ii) Infrastructure; iii) Land and Natural Resource; iv) Social Sectors; and
v) Governance and Public Administration. This process ensures there is no break
in the cycle in the resource allocations for a value chain. The process also ensures
adequate resources are allocated to any entity along the value chain and helps to
eliminate duplication of roles and budgeting of resources.
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II. RECENT ECONOMIC DEVELOPMENTS AND
MEDIUM-TERM OUTLOOK

2.1 Overview

104. The Kenyan economy continued to expand in 2022, albeit at a slower pace
than the 7.5 percent recorded in 2021. Real GDP is expected to have grown by 5.5
percent in 2022 supported by the services sector despite subdued performance in
agriculture and weaker global growth. The economy is projected to rebound to 6.1
percent in 2023, reinforced by the Government’s Bottom — Up Economic
Transformation Agenda geared towards economic turnaround and inclusive

growth.

105. The coordination between monetary and fiscal policies continued to support
macroeconomic stability with interest rates remaining relatively stable. Year-on-
year overall inflation rate declined for the third consecutive month in January 2023.
Inflation rate eased to 9.0 percent in January 2023 from 9.1 percent in December
2022 and 9.5 percent in November 2022 due to a decline in food prices following
the favourable rains and declining international prices of edible oils. However, this
inflation rate was higher than the 5.4 percent recorded in January 2022.

106. The external sector has remained stable despite the tight global financial
conditions attributed to strengthening of US Dollar and uncertainties regarding the
ongoing Russian-Ukraine conflict. Due to the strong dollar, the exchange rate to
the Kenya shilling, like all world currencies, has weakened but strengthened
against other major international currencies. The current account deficit was
generally stable at 5.2 percent of GDP in the 12 months to November 2022
compared to 5.4 percent of GDP in November 2021 on account of improved
receipts from service exports and resilient remittances. The official foreign
exchange reserves at 4.2 months of import cover in November 2022 continues to
provide adequate buffer against short term shocks in the foreign exchange market.

107. The fiscal policy continues to pursue growth friendly fiscal consolidation to
preserve debt sustainability. This will be achieved through enhancing revenue
collection and curtailing non-core expenditures while prioritizing high impact
social and investment expenditure. As such, fiscal deficit is projected to decline
from 5.7 percent of GDP in FY 2022/23 to 4.4 percent of GDP in FY 2023/24.

2.2 Recent Economic Developments

Global and Regional Economic Developments

108. Global economic outlook has become more uncertain - reflecting the impact
of the ongoing Russia-Ukraine conflict, elevated global inflation, lingering effects
of COVID-19 pandemic, and persistent supply chain disruptions. Global growth is
projected to slow down to 2.9 percent in 2023 from the estimated at 3.4 percent in
2022 mainly driven by sluggish growth in advanced economies. The advanced
economies is projected to decline from the estimated 2.7 percent in 2022 to 1.2
percent in 2023 reflecting slowdown in the growth in the USA, Euro Area and

United Kingdom.
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109. Growth in the emerging markets and developing economies is projected to
rise modestly to 4.0 percent in 2023 from an estimated 3.9 percent in 2022 mainly
driven by recovery of activities in China with the full reopening in 2023. China
economy is projected to improve to 5.2 percent from 3.0 percent in 2022 (Table
2.1). In the sub-Saharan Africa region, growth is projected to remain moderate at
3.8 percent in 2023. This outlook reflects Nigeria’s rising growth in 2023 due to
measures 10 address insecurity issues in the oil sector.

Ta_ble 2.1: Global Economic Growth, Percent

. E C l'l_'!)" - = .l sl 2023**
World (3.1) 6.2 3.4 2.9
Advanced Economies (4.5) 5.4 2.7 1.2
Of which: USA (3.4) 5.9 2.0 1.4
Euro Area (6.1) 5.3 3.5 0.7
Emerging and Developing Economies (2.0) 6.7 3.9 4.0
Of which: China 2.2 8.4 3.0 5.2
India (6.6) 8.7 6.8 61
Sub-Saharan Africa (1.6) 4.7 3.8 3.8
Of which: South Africa (6.3) 4.9 2.6 1.2
Nigeria (1.8) 3.6 3.0 3.2
EAC-5 0.9 6.6 4.7 5.4
Of which: Kenya™™ (0.3) 7.5 5.5 6.1
und \Rwanda, Tanzania and Uganda

- January 2023 WEO

Domestic Economic Developments
110. The Kenyan economy demonstrated remarkable resilience and recovery from
COVID-19 shock due to the diversified nature of the economy and the proactive
measures by the Government to support businesses. The economy expanded by 7.5

percent in 2021, a much stronger level from a contraction of 0.3 percent in 2020
(Figure 2.1).

Figure 2.1: Annual Real GDP Growth rates
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111. The growth momentum continued in the first three quarters of 2022 averaging
5.5 percent despite subdued performance in agriculture and weaker global growth.
The economy grew by 6.7 percent in the first quarter and 5.2 percent in the second
quarter compared to a growth of 2.7 percent and 11.0 percent in similar quarters in
2021.

112. In the third quarter of 2022, the economy grew by 4.7 percent compared to a
growth of 9.3 percent in the corresponding quarter of 2021. Most sectors posted
slower growths owing to the significantly high growth rates recorded in the third
quarter of 2021 that signified recovery from the impact of the COVID-19
pandemic. The growth in the third quarter of 2022 was mainly supported by the
service sectors, particularly; Accommodation and Food Service activities,
Wholesale and retail trade, Professional, Administrative and Support services,
Education and Financial and Insurance activities. The growth was, however,
slowed by declines in activities of the Agriculture, Forestry and Fishing, and
Mining and Quarrying sectors

113. The agriculture sector recorded a contraction of 0.6 percent in the third quarter
0f 2022 compared to a growth of 0.6 percent recorded in the corresponding quarter
of 2021. The slowdown in performance of the sector was mainly attributed to
unfavorable weather conditions that prevailed in first three quarters of 2022. The
decline was reflected in vegetable exports and milk intake by processors. The
sector’s performance was cushioned from a steeper contraction by improved
production in fruits, coffee and cane.

114. The performance of the industry sector slowed down to a growth of 3.4
percent in the third quarter of 2022 compared to a growth of 8.3 percent in the same
period in 2021. This was mainly on account of normalization of activities in the
manufacturing sub-sector after the strong recovery in 2021. Manufacturing sub-
sector expanded by 2.4 percent in the third quarter of 2022 compared to 10.2
percent growth recorded in the same period of 2021. The growth in the industry
sector was supported by positive growths in Electricity and Water Supply sub-
sector and construction sub-sector which grew by 4.7 percent and 4.3 percent,

respectively.

115. The activities in the services sector normalized and remained strong in the
third quarter of 2022 after a strong recovery in 2021 from the effects of COVID-
19 pandemic. The sector growth slowed down to 6.1 percent in the third quarter of
2022 compared to a growth of 11.4 percent in the third quarter of 2021. This
performance was largely characterized by substantial growths in accommodation
and food services, wholesale and retail trade, professional, administrative and
support services and education sub-sectors.

Inflation Rate

116. The year-on-year inflation rate eased for the third consecutive month in
January 2023 but was still above the 7.5 percent upper bound target. Inflation rate
eased to 9.0 percent in January 2023 from 9.1 percent in December 2022 and 9.5
percent in November 2022 due to a decline in food prices as a result of favorable
rains and lower global commodity prices particularly for edible oils and wheat with
the easing of international supply chain disruptions (Figure 2.2). However, this
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inflation rate was higher than the 5.4 percent recorded in January 2022. Overall
annual average inflation increased to 7.9 percent in January 2023 compared to the
6.1 percent recorded in January 2022.

Figure 2.2: Inflation Rate, Percent
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117. Food inflation remained the main driver of overall year-on-year inflation in
January 2023, contributing 5.2 percentage points, an increase, compared to a
contribution of 3.2 percentage points in January 2022 (Figure 2.3). The increase
was mainly attributed to relatively higher prices key food items particularly
cowpeas, maize grain (loose), beans, potatoes (Irish), green grams, and mangoes.

118. Fuel inflation also increased to contribute 2.4 percentage points to year-on-
year overall inflation in January 2023 from a contribution of 1.4 percentage points
in January 2022. This was mainly driven by increases in electricity prices due to
higher tariffs and increased prices of kerosene/paraffin, diesel and petrol on
account of higher international oil prices and scaling down of the fuel subsidy.

119. The contribution of core (non-food non-fuel) inflation to year-on-year overall
inflation has been low and stable, consistent with the muted demand pressures in
the economy, supported by prudent monetary policy. The contribution of core
inflation to overall inflation increased to 1.3 percentage points in January 2023
compared to 0.7 percentage points contribution in January 2022.

Figure 2.3: Contributions to Inflation, Percentage Points
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120. While inflation has been rising and remains high in most economies, Kenya’s
inflation rate at 9.1 percent in December 2022 is much lower than that of some
countries in the Sub-Saharan African region that have double digits® inflation
(Figure 2.4).

Figure 2.4: Inflation Rates in selected African Countries (December 2022)
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Kenya Shilling Exchange Rate

121. The foreign exchange market has largely remained stable despite the tight
global financial conditions attributed to strengthening US Dollar and uncertainties
regarding the ongoing Russian-Ukraine conflict. Due to the strong dollar, the
exchange rate to the Kenya shilling like all world currencies has weakened to
exchange at Ksh 123.9 in January 2023 compared to Ksh 113.4 in January 2022
(Figure 2.5). Against the Euro, the Kenya shilling also weakened to Ksh 133.4
from Ksh 128.4 over the same period. The Kenyan Shilling strengthened against
the Sterling Pound exchange at Ksh 151.3 in January 2023 compared Ksh 153.6 in

January 2022.
Figure 2.5: Kenya Shillings Exchange Rate
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122. In comparison to Sub-Saharan Africa currencies, the depreciation of the
Kenya Shilling exchange rate has remained relatively low at 9.3 percent against
the US Dollar in January 2023 (Figure 2.6). The depreciation rate of the Kenya
Shilling was lower than that of Botswana pula, South African Rand, Namibian
Dollar and Malawi Kwacha. The stability in the Kenya Shilling was supported by
increased remittances, adequate foreign exchange reserves and improved exports

receipts.

Figure 2.6: Performance of Selected Currencies against the US Dollar
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Interest Rates

123. Monetary policy stance remains tight to anchor inflation expectations due to
the sustained inflationary pressures, the elevated global risks and their potential
impact on the domestic economy. In this regard, the Central Bank Rate was raised
from 8.25 percent to 8.75 percent in November 2022 and retained at the same rate

on 30" January 2023. (Figure 2.7).

124. The interbank rate increased to 6.0 percent in January 2023 compared to 4.4
percent in January 2022 while the 91-day Treasury Bills rate also increased to 9.5
percent compared to 7.3 percent over the same period due to tight liquidity

conditions.

Figure 2.7: Short Term Interest Rates, Percent
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125. Commercial banks’ lending rates remained relatively stable in November
2022 supported by the prevailing monetary policy stance during the period. The
average lending rate was at 12.6 percent in November 2022 from 12.2 percent in
November 2021 while the average deposit rate increased to 7.1 percent from 6.4
percent over the same period. Consequently, the average interest rate spread
declined to 5.5 percent in November 2022 from 5.7 percent in November 2021.

Money and Credit

126. Broad money supply, M3, grew by 7.2 percent in the year to December 2022
compared to a growth of 6.1 percent in the year to December 2021 (Table 2.2).
The growth in December 2022 was mainly due to an increase in domestic credit
particularly net lending to the private sector. This growth was however curtailed

by a decline in the Net Foreign Assets (NFA).

Table 2.2: Money and Credit Developments (12 Months to December 2022
Ksh billion)

1. Money supply. M1 (L1+1.2+1.3)
1.1 cwrrency outside banks (MO)
1.2 Demand deposits
1.3 Other deposits at CBK

2. Money supply, M2 (1+2.1)

2.1 Time and savings deposits

Money supply, M3 (2+3.1)

3.1 Foreim currency deposits

TG T e i o 8 VG 0 R i el

(156.9) (306.1)

1. Net foreign assets (11+I.;n
1.1 Central Bank £ ; 537 (37.9) (162.7)
1.2 Banking Institutions 8.5 (110.3) (253.9) (118.9) (143.4) (1.406.7) (129.8)
2. Net domestic assets (2.1+2.2) 3,244.0 3,645.1 4,154.6 401.2 609.4 124 16.7
2.1 Domestic credit (2.1.1+2.1.2¢2.1.3)|  4.245.8 4,876.9 54397 631.1 562.8 14.9 11.5
2.1.1 Government (net) 13433 1,723.6 1,.924.3 380.3 200.7 283 11.6
2.1.2 Other public sector 91.2 100.1 81.9 89 (18.2) 9.8 (18.2)
2.1.3 Private sector 28113 3,0532 3,433.5 241.9 380.4 8.6 125
2.2 Other assets net (1,001.8) | (1,231.8) | (1,185.2) (229.9) 46.6 (23.0) 3.8

Change Percent Change
2020 2021 2022 2020-2021 | 2021-2022 | 2020-2021 | 2021-2022
December| December | December December | December

W

Source of Data: Central Bank of Kenya

127. Net Foreign Assets (NFA) of the banking system in the year to December
2022 contracted by 51.9 percent, compared to a contraction of 21.0 percent in the
year to December 2021. The decline in NFA partly reflected a reduction in reserves
at the Central Bank due to scheduled debt service, and the increase in commercial
bank’s borrowing from foreign sources.

128. Net Domestic Assets (NDA) registered a growth of 16.7 percent in the year
to December 2022, an improvement compared to a growth of 12.4 percent over a
similar period in 2021. The growth in NDA was mainly supported by resilient
growth in credit to the private sector as business activities improved. Growth of
domestic credit extended by the banking system to the Government moderated to
11.6 percent in the year to December 2022 compared to a growth of 28.3 percent
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in the year to December 2021. Lending to other public sector also declined during
the period, mainly due to repayments by County Governments and parastatals.

Private Sector Credit

129. Private sector credit improved to a growth of 12.5 percent in the 12 months
to December 2022 compared to a growth of 8.6 percent in the year to December
2021 (Figure 2.8). All economic sectors registered positive growth rates reflecting
increased credit demand following improved economic activities. Strong credit
growth was observed in the following sectors; mining, ftransport and
communication, agriculture, manufacturing, business services, trade, and
consumer durables. Monthly credit flows (month on month) have also improved
from Ksh 24.8 billion in December 2021 peaking at Ksh 28.0 billion in December
2022.

130. The Government has launched the Hustlers Fund, as an intervention to correct
market failure problems that led to predatory lending. This program aims to lift
those at the bottom of the pyramid through structured products in personnel finance
that includes savings, credit, insurance and investment.

E‘_ig}lre 2.8: Private Sector Credit
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External Sector Developments

131. The overall balance of payments position improved to a surplus of USD
2,245.4 million (2.0 percent of GDP) in November 2022 from a deficit of USD
976.8 million (0.9 percent of GDP) in November 2021 (Figure 2.9). This was
mainly due to an improvement in the capital account despite a decline in the
merchandise account reflecting increased imports of petroleum products owing to
high international crude oil prices.

132. The current account deficit was generally stable at USD 5,771.0 million (5.2
percent of GDP) in November 2022 compared to USD 5,811.6 million (5.4 percent
of GDP) in November 2021. The current account balance was supported by an
improvement in the net receipts on the services account and the net secondary
income balance despite a deterioration in the net primary income balance and
merchandise account.

|
b jo 3




Figure 2.9: Balance of Payment (Percent of GDP)
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133. The balance in the merchandise account declined by USD 1,238.0 million to
a deficit of USD 12,186.7 million in November 2022 mainly due to increased
payments on imports in spite of an improvement in the export earnings (Table 2.3).
In the year to November 2022, exports grew by 12.4 percent primarily driven by
improved receipts from tea and manufactured goods despite a decline in receipts
from horticulture. The increase in receipts from tea exports reflects improved
prices attributed to demand from traditional markets. On the other hand, imports
of goods increased by 11.7 percent in the year to November 2022 mainly due to
increases in imports of oil and other intermediate goods.

Table 2.3: Balance of Payments (USD Million)

Year to November 2022 | Percent of GDP
Percent
Nov-20 | Nov-21 | Nov-22 | Change Change | Nov-21 | Nov-22
Overall Balance 1,565.4 | (976.8) | 2,2454 | 32222 329.9 09 | 20
A) Current Account (4,780.7) | (5,811.6) | (5,771.0) 40.6 0.7 (5.4) (5.2)
Merchendise Account (a-b) (8,597.5)1(10,948.8)|(12,186.7)| (1,238.0) (11.3) (10.2) | (11.0)
a) Goods: exports 3.961.7 | 6,661.9 | 74909 829.0 124 6.2 6.8
b) Goods: imports 14,559.2 | 17.610.7 | 19.677.6 | 2,066.9 11.7 164 17.8
Net Services (c-d) 364.1 574.4 1,678.7 1,104.3 1923 0.5 15
c) Services: credit 3.784.0 | 4594.7 | 6.776.7 2,182.0 47.5 43 6.1
d) Services: debit 3419.9 | 4,020.3 | 5,098.0 1,077.7 | 268 3.7 4.6
Net Primary Incoine (e<f) (1.508.0)| (1449.8) | (1.692.8) | (2430) | (168 | (13) | (1.9
&) Primary income: credit 1514 130.8 95.3 (35.5) (27.1) 0.1 0.1
f) Primary income: debit 1.6594 | 1,580.6 | 1,788.1 207.5 13.1 L3 1.6
Net Secondary Inconme 4960.7 | 6,012.6 | 6,429.8 4173 6.9 5.6 5.8
) Secondary income: credit 5.0282 | 6,129.9 | 6,504:9 3749 6.1 5.7 39
h) Secondary income: debit 675 1174 75.1 (42.3) (36.1) 0.1 0.1
B) Capital Account 123.3 196.1 1,386.3 1,190.2 607.0 0.2 13
C) Financial Account (3,012.2) | (6,696.3) | (6,635.1) | 61.2 0.9 6.2) | (6.0)

Source of Data: Central Bank of Kenya
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134. Net receipts on the services account improved by USD 1,104.3 million to
USD 1,678.7 million in November 2022 compared to a similar period in 2021. This
was mainly on account of an increase in receipts from transportation and tourism
as international travel continues to improve. Net Secondary income remained
resilient and increased by USD 417.3 million during the review period owing to an
increase in remittances. The balance on the primary account widened by USD
243.0 million to a deficit of USD 1,692.8 million in November 2022, from a deficit
of USD 1,449.8 million in the same period last year, reflecting higher interest
related payments on other investments.

135. The capital account balance improved by USD 1,190.2 million to register a
surplus of USD 1,386.3 million in November 2022 compared to a surplus of USD
196.1 million in the same period in 2021. Net financial inflows remained vibrant
at USD 6,635.1 million in November 2022 compared to USD 6,696.3 million in
November 2021. The net financial inflows were mainly in the form of other
investments, financial derivatives and direct investments. Portfolio investments
registered a net outflow during the period.

Foreign Exchange Reserves

136. The banking system’s foreign exchange holdings remained strong at USD
11,407.7 million in November 2022 from USD 13,503.0 million in November
2021. The official foreign exchange reserves held by the Central Bank stood at
USD 7,548.8 million compared to USD 9,306.3 million over the same period
(Figure 2.10). Commercial banks holdings decreased to USD 3,859.2 million in
November 2022 from USD 4,196.8 million in November 2021.

137. The official reserves held by the Central Bank in November 2022 represented
4.2 months of import cover as compared to the 5.6 months of import cover in
November 2021. It, therefore, fulfilled the requirement to maintain it at a minimum
of 4.0 months of imports cover to provide adequate buffer against short term shocks
in the foreign exchange market.

Figure 2.10: Official Foreign Reserves (USD Million)
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Banking Sector

138. The Banking Sector remained stable and resilient in 2022. The sector was
well capitalized with core and total capital adequacy ratios of 16.2 percent and 19.0
percent, respectively, as at end December 2022. These were above the statutory
limit of 10.5 percent and 14.5 percent, respectively. To build resilience, several
banks have consolidated and combined with notable expansion in the region to
exploit emerging opportunities. To stop predatory lending by the Digital Credit
Providers (DCPs), the Central Bank of Kenya (Digital Credit Providers) Regulators
2022 were approved on May 18, 2022. The regulations provided for the CBK to
license and oversight previously unregulated Digital Credit Providers by
September 17, 2022 or cease operation. As at end December 22, 10 applicants had
been granted licenses. CBK will continue with the focus of building a resilient
banking sector with strong business models and governance frameworks.

Capital Markets Development

139. Activity in the capital markets slowed down in December 2022 compared to
December 2021 due to the outflow of investors as advanced economies tightened
their monetary policy amid recession fears. The NSE 20 Share Index declined to
1,676 points in December 2022 compared to 1,903 points in December 2021 while
Market capitalization also declined to Ksh 1,986 billion from Ksh 2,593 billion
over the same period (Figure 2.11).

Figure 2.11: Performance at the Nairobi Securities Exchange
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2.3 Fiscal Performance

140. Budget execution in the first half of FY 2022/23 progressed well. Revenues
continued to record positive growth albeit below target performance. Revenue
performance is expected to pick up in the second half of FY 2022/23 to reflect
improvement in business environment, tax policy measures and enhanced revenue
administration by the Kenya Revenue Authority.
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141. Overall expenditures were above programme target underpinned by increased
expenditure commitments on account of shortfalls recorded in revenue
performance and inadequate liquidity in the Government securities market.
However, ministerial development expenditure targets were not fully met partly
due to low absorption of foreign and domestic financed projects. Disbursement to
the counties was also short of the target for the period to December 2022 (Table
2.4a).

Table 2.4a: Fiscal Performance as at 31st December 2022(Ksh billion)

Dec-21 | Dec-22
Esh. Billion % of GDP
Printed .. Printed Prel.
Prel. Actual | Target Prel. Actual Diavtntion Target  Actual
A. TOTAL REVENUE AND
EXTERNAL GRANTS 1.044.1 1,163.9 1,151.3 (12.5) 8.3% S5.2%
TOTAL REVENTE (1+2) 1,032.2 1.158.2 1.147.0 (11.2) 8.3% 8.2%
1. Ordinary revenue 902.5 1.028.1 983.0 (45.2 7.3% 7.0%
Import Dury 36.8 68.6 67.1 (1.3) 0.5%  0.5%
Excise Duty 123.7 139.0 130.3 (8.7 1.0% 0.9%
Income Tax 106.3 481.7 431.8 20.9) 3.4% k Feli
VAT 249.4 377.0 264.2 (12.8) 2.0% 1.9%
QOther Revenue 66.3 61.8 71.6 2.8 0.4% 0.5%|
2. Ministerial Appropriation in Aid 139.7 130.1 162.1 320 0.9% 1.2%
RDL 16.9 16.6 20.1 3.5 0.1% 0.1%
External Grauts 12.0 5.6 4.3 (1.3) 0.0% 0.0%
B. TOTAL EXPENDITURE AND
NET LENDING 1.364.9 1,448.9 1.468.8 19.9 10.3%  10.5%
1. Recurrent Expenditure 985.2 1,014.6 1,121.4 106.8 7.8, £.0%
2. Development 2347 234.7 206.3 (8.4 1.7% 1.5%
3. County Allocation 145.0 197.7 141.1 (56.6) 1.4% 1.0%
4.CF - 2.0 - (2.0) 0.0% 0.0%|
C. BALANCE EXCLUSIVE OF
GRANTS -332.7 -290.7 -321.8 (31.1) -2.1% -2.3%
D. BALANCE INCLUSIVE OF
GRANTS (Commitment Basis) -320.7 -285.1 -317.5 G2 -2.0%  -2.5%
Adjustments to cash basis 27.1 0.0 845 8435 0.0% 0.6%
D. BALANCE INCLUSIVE OF i
GRANTS (Cash Basis) -193.6 -285.1 -233.0 52.1 -2.0% -1.7%
Discrepancy 18.5 0.0 (13.7 (13.79) 0.0°%  -0.1%
E. TOTAL FINANCING 3122 185.1 219.3 (65.8)| 2.0% 1.6%
1. Net Foreign Financing 12.9 52.1 852 43.1 0.4% 0.7%
2. Net Domestic Financing, 299.3 233.0 124.1 (108.8) 1.7% 0.9%)
Nowminal GDP (Fiscal Year) 12,736.1 | 14,002.5 14,002.5 0.0 100.0% 100.0%

Source of Data: National Treasury
Revenue Performance

142. Revenue collection to December 2022 grew by 11.1 percent compared to a
growth of 27.3 percent in December 2021. This decline in rate of growth is
attributed to the fact that the previous FY’s growth was anchored on a lower base
— a contraction recorded in the FY 2019/20 reflecting the effects of COVID-19
pandemic. As at end December 2022, the cumulative total revenue inclusive of
Ministerial Appropriation in Aid (A-i-A) was Ksh 1,147.0 billion against a target
of Ksh 1,158.2 billion. This performance was Ksh 11.2 billion below the set target.

143. As at December 2022, ordinary revenue recorded a growth of 9.1 percent
compared to a growth of 24.2 percent in December 2021. This growth was also
recorded in all broad categories of ordinary revenue. Specifically, Income tax grew
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by 11.2 percent, Value Added Tax (VAT) by 5.9 percent, Excise taxes by 5.4
percent, and Import duty by 18.2 percent. In nominal terms, ordinary revenue
collection to December 2022 was Ksh 985.0 billion against a target of Ksh 1,028.1
billion. This performance was Ksh 43.2 billion below the target.

144, Ministerial A-i-A inclusive of the Railway Development Levy was Ksh 162.1
billion against a target of Ksh 130.1 billion recording a surplus of Ksh 32.0 billion
and recorded a growth of 25.0 percent growth for the period ending December

2022.

Expenditure Performance

145. Total expenditure and net lending for the period ending December 2022 was
Ksh 1,468.8 billion, which was above the projected amount of Ksh 1,448.9 billion
by Ksh 19.9 billion. Recurrent spending amounted to Ksh 1,121.4 billion;
development expenditure was Ksh 206.3 billion while transfer to County
Governments was Ksh 141.1 billion.

146. Recurrent spending was above the projected target by Ksh 106.8 billion
mainly on account of above target expenditure on operations and maintenance and
contribution to civil servants’ superannuation scheme. Development expenditure
was below target by Ksh 28.4 billion on account of below target disbursements to
both domestic and foreign financed programmes by Ksh 11.4 billion and Ksh 15.2
billion respectively.

147. Fiscal operations of the Government by end of December 2022 resulted in an
overall deficit including grants of Ksh 219.3 billion against a projected deficit of
Ksh 285.1 billion. This deficit was financed through net domestic borrowing of
Ksh 124.1 billion and net foreign financing of Ksh 95.2 billion.

2.4 Fiscal Policy

148. The fiscal policy stance over the medium term aims at supporting the Bottom
- Up Economic Transformation Agenda of the Government through a growth
friendly fiscal consolidation plan designed to slow down the annual growth in
public debt and implement an effective liability management strategy, without
compromising service delivery to citizens. This is expected to boost the country’s
debt sustainability position and ensure that Kenya’s development agenda honours
the principle of inter-generational equity.

149. The fiscal policy also indicates a deliberate convergence path towards the
fiscal targets under the East African Community Monetary Union Protocol that sets
a ceiling of fiscal deficit including grants of 3.0 percent of GDP and deficit
excluding grants of 6.0 percent of GDP.

150. The fiscal policy will target to grow tax revenues above 17.8 percent of GDP
in the FY 2023/24 and above 18.0 percent of GDP over the medium term (Table
2.4b). As part of the economic turnaround plan, the Government will scale up
revenue collection efforts by the Kenya Revenue Authority (KRA) to Ksh 3.0
trillion in the FY 2023/24 and Ksh 4.0 trillion over the medium term. In order to
achieve this, the Government will undertake a combination of both tax

administrative and tax policy reforms.
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151. On the tax administration side, KRA will implement among others, the
following measures:

1.

ii.

iil.

v,

vi.

vil.

Reduction of Value Added Tax (VAT) gap from 38.9 percent to 19.8
percent of the potential by fully rolling out electronic Tax Invoice
Management System (e TIMS);

Reduction of Corporate Income Tax (CIT) gap from 32.2 percent to 30.0
percent of the potential as envisaged in the KRA Corporate Plan;

Integration of KRA tax system with the Telecommunication companies
(Telcos);

Tax base expansion in the informal sector. The potential taxable base of the
informal sector is Ksh 2,800 billion as per the MSME survey;

Implementation of Rental Income Tax Measures by mapping rental
properties; This will be achieved through enhanced field data analysis
mopping up, integration of itax with National Lands Information
Management System and use of a mobile App;

Roll out of measures at the Customs and Border Control leveraging on
technology and enhanced data analytics to enhance revenue per unit, and

Upscaling the technical capacity of KRA through skills, technology and
additional staffing.

152. Going forward, KRA will address some of the challenges hampering
enhanced tax compliance as follows:

1.

il.

1l.

iv.

Missing trader phenomenon/non/under declaration of sales and use of
fictitious input claims through: the full roll out of eTIMS; restriction to
eTIMS compliant invoices for income tax deductions and deployment of
big data analytics to drive compliance interventions;

Unavailability of critical 3rd Party Data: Lack of information from other
Government Entities to support mobilization of tax revenues through:
leveraging on Automation of systems for all key Government entities;
integration of KRA tax systems with critical Government systems to allow
seamless exchange of information for a 360-degree view of the taxpayers’
economic transactions and enhancement of KRA capacity on big data
analytics to drive compliance interventions;

Monitoring of Excisable goods factories to ensure proper monitoring of
production; under-declaration of excisable goods to evade taxes through:
placement of resident officers to monitor production; providing strict time
lines for factories to meet requirements; establishment of a Production
Monitoring Command Centre to monitor production in real time; enforce
all factories to meet all factory requirements by use of metering and
monitoring tools;

Close monitoring of payments from Government to ensure correct taxes are
declared and paid;

The prevalence of counterfeit excisable products and stamps in the market
will be addressed through: formation of a multi-Agency Team to
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investigate source of counterfeits and take necessary action; Data and
intelligence driven field operations to take down counterfeiters; robust and
effective market surveillance; regular reviews and upgrades of the security
features of stamps and rolling out new excise stamps should it be deemed
necessary; and

vi.  Concealment and declaration of imports and smuggling of excisable goods
within the EAC region caused by the differential excise rates in the EAC
region will be addressed through: increase synergy with the Customs
Department on utilisation of scanners to identify excisable goods and
ensure accurate declarations and harmonization of excise rates across the
EAC region.

153. On the tax policy, the Government will implement various tax policy
measures to further boost revenue collection. In addition, to further strengthen
revenue mobilization efforts, the Government will finalise the development of the
National Tax Policy and the Medium-Term Revenue Strategy (MTRS) for the
period FY 2023/24 - 2026/27.

154. The National Tax Policy Framework will enhance administrative efficiency
of the tax system, provide consistency and certainty in tax legislations and
management of tax expenditure. On the other side, the Medium-Term Revenue
Strategy will provide a comprehensive approach of undertaking effective tax
system reforms for boosting tax revenues and improving the tax system over the
medium term. The specific objectives for the MTRS are to:

i.  raise ordinary revenue to GDP from 15.1 percent in the FY 2021/22 to 25
percent by FY 2030/31;

ii. increase tax compliance rate from 70 percent in the FY 2021/22 to 90
percent by FY 2030/31;

iii.  align the tax policy objectives with other Government objectives such as
ease of doing business, trade policies among others; and

iv.  enhance collaboration between the Ministries, Departments and Agencies
(MDAs), County Governments, private sector, civil society and the general
public for enhancement of the domestic revenue mobilization.

155. On the spending side, total expenditures are projected to decline from 23.7
percent as a share of GDP in the FY 2021/22 to 22.3 percent as a share of GDP in
the FY 2026/27. The Government will sustain efforts to improve efficiency in
public spending and ensure value for money by: eliminating non priority
expenditures; retiring expensive and unsustainable consumption subsidies;
reducing tax exemptions; scaling up the use of Public Private Partnerships
financing for commercially viable projects; and rolling out an end-to-end e-
procurement system. In order to ease the burden of pension payments in future, the
Government will continue with implementation of the Super Annuation Scheme
for all civil servants below the age of 45 years that was rolled out in January 2021.

156. The Government will also strengthen public investment management by
implementing the Public Investment Management (PIM) Regulations, 2022. This
will enhance efficiency in identification and implementation of priority social and
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economic investment projects. This will further curtail runaway project costs,
eliminate duplications and improve working synergy among implementation actors
for timely delivery of development projects. To realize these benefits, the
Government will roll-out and sensitize both the National Government and County
Governments on the Regulations; develop and roll-out the Public Investment
Management Information System (PIMIS) which automates the PIM process as
outlined in the Regulations; and institutionalize a joint PIM-PPP planning
framework to ensure that only projects with the highest social - economic returns
are undertaken.

157. The above reforms on the revenue and expenditure side, will result in
reduction in the fiscal deficit including grants from Ksh 833.9 billion (5.7 percent
of GDP) in the FY 2022/23 to Ksh 720.1 billion (4.4 percent of GDP) in the FY
2023/24 (Table 2.4 b). This reduction will result in reduction in the growth of
public debt thereby boosting the country’s debt sustainability position.

Table 2.4b: Fiscal Framework (Ksh billion)

FY 2020121 FY 2021/22 FY 2022/23 FY 2023124 |FY 2024/25|FY 2025/26 |FY 2026/27]
Prel. d Prel. Suppl
Actual Revised lf|Actual  |Budger |Budget Projections
Ksh billions
TOTAL REVENUE 1,803.5| 2,1920| 2,199.8| 24624| 25288 28949 32311 36700 4,195.2
Ordinary revenue 1,562.0| 18515| 18178| 21416 21820 2571.2 2B7BE 32042 37757
Ministerial Approprialion in Aid 2415 3404 2818 3208 336.8 3238 352.5 37s.e 419.5
TOTAL EXPENDITURE AND NET LENDING 2,760.3 | 3,286.1| 3,027.8| 33586 33941 3,663.1 3,991.9 4457.9| 5,089.9
Recurrent 1,813.3| 22273 21353 2271.0| 23498 24593 | 286675 29179| 33852
Development 557.0 6575 540.1 6766 6058 769.3 901.5 10921 1,147.7
County Transfer 399.0 4012 3524 407.0 436.3 4296 4179 44289 552.0
Contigency Fund - - . 40 20 50 50 5.0 50
BALANCE EXCLUDING GRANTS (965.7)| (1,0041)| (828.0)| (896.2) (8653)  (768.2)  (760.8)f  (7B7.9)  (894.7)
Grants 313 628 310 333 314 48.1 49.3 532 68.6
BALANCE INCLUSIVE OF GRANTS (934.4){ (1,031.2) (797.0) I (862.9) (833.9) (7204))  (T11.5)]  (734.8) (826.1)
Adjustmenl to cash basis 5.1 - 118 - - - - - -
BALANCE INCLUSIVE OF GRANTS{cash basis (929.3)| (1,031.2) (785.1)) (662.9)] (833.9) (720.1) (711.5) (T34.6)|  (826.1)
Discrepancy 209 - (37.3) - - - - (0.0) (0.0)
TOTAL FINANCING 950.2 | 1,031.2 7478 862.0 833.9 7201 7115 734.6 826.1
Net Foreign Financing 3233 3431 1425 280.7 395.8 198.6 99.7 1259 169.7
Net Domestic Financing 626.9 688.1 605.3 582.2 438.1 521.5 611.8 608.7 656.4
Nominal GDP (Fiscal year) 11,3703 | 12,646.2 | 12,7361 ] 14,0025 14,521.6 | 16,200.3 | 18,180.2| 20436.9| 22.872.3
As a share of GDP
TOTAL REVENUE 15.9 17.3 17.3 17.6 174 178 17.8 18.0 18.3
Ordinary revenue 137 146 15.1 15.3 15.1 15.8 15.8 16.1 16.5
Ministerial Appropriation in Aid 2.1 27 22 23 23 2.0 18 1.8 18
TOTAL EXPENDITURE AND NET LENDING 244 26.0 23.8 24.0 234 22.5 220 21.8 22.3
Recurrent 159 1786 16.8 16.2 16.2 15.1 14.7 143 148
Development 49 52 42 4.8 42 4.7 5.0 Bd 5.0
County Transfer 35 32 28 29 3.0 2.8 23 22 24
Configency Fund - - - 0.0 0.0 0.0 0.0 0.0 0.0
BALANCE EXCLUDING GRANTS (8.5) (8.7) (6.5) (6.4) (6.0) 4.7) (4.2) (3.9) (3.9)
Grants 03 0.5 02 0.2 0.2 0.3 0.3 0.3 0.3
BALANCE INCLUSIVE OF GRANTS (8.2) (8.2) (6.3) (6.2) (5.7} (4.4) (3.9) (3.6) (3.6)
Adjustment to cash basis J 0.0 - 01 - - - - - -
BALANCE INCLUSIVE OF GRANTS(cash basi (8.2) (8.2) {6.2) (6.2) (5.7) (4.4) (3.9) (3.6) (3.6)
Discrepancy 02 - (0.3) . - - - (0.0) {0.0)
TOTAL FINANCING 8.4 8.2 5.9 6.2 5.7 4.4 39 36 36
Net Foreign Financing 28 27 1.1 20 &0 1.2 0.5 0.6 07
Met Domeslic Financing 5.5 54 4.8 4.2 3.0 3.2 3.4 30 29
Nominal GDP (Fiscal year) 100.0 100.0 100.0 100.0 100.0 100.0 | 100.0 100.0 100.0

Source of Data: National Treasury




2.5 Economic Outlook

158. The economy is expected to grow by 5.5 percent in 2022 and recover in 2023
to 6.1 percent and maintain that momentum over the medium-term (in terms of
fiscal years the economic growth is projected at 5.8 percent in the FY 2022/23 and
6.1 percent in the FY 2023/24). This growth will be supported by a broad-based
private sector growth, including recoveries in agriculture while the public sector
consolidates. From an expenditure perspective, private consumption is expected to
support aggregate demand, supported by the ongoing labour market recovery,
improved consumer confidence, and resilient remittances (Table 2.5 and Annex
Table 1).

159. The growth outlook will be reinforced by the Government’s development
agenda geared towards economic turnaround and inclusive growth. Special focus
will be placed on; increased employment, more equitable distribution of income,
social security while also expanding the tax revenue base, and increased foreign
exchange earnings. The economic turnaround programme will seek to increase
investments in at least five sectors envisaged to have the biggest impact on the
economy as well as on household welfare. These include: Agriculture; Micro,
Small and Medium Enterprise (MSME); Housing and Settlement; Healthcare; and
Digital Superhighway and Creative Industry.

160. In furtherance of the agenda on inclusive growth and innovation in Micro,
Small, and Medium Enterprises (MSMESs), the Government has launched the
Hustlers Fund, as an intervention to correct market failure problems at the bottom
of the pyramid. This program aims to lift those at the bottom of the pyramid
through structured products in personnel finance that includes savings, credit,
insurance and investment. To address the adverse impact of the ongoing drought,
the Government in partnership with the Development Partners and the private
sector under the auspices of the National Steering Committee on Drought Response
has provided response to affected persons, regions and communities. The
Committee will work with both the National and County Governments in
strengthening the national capacity for resilient recovery to protect development
gains from recurrent drought.
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Table 2.5: Macroeconomic Framework

02021 02132 2012113 20234 003 02326 06021
petact |0 o a| Buder %! [BRoPm Besay |BROP22 BPSY) [BROPZI BKS | BROPZ BPSN
Reviced I Budeet
antial percentage chavge, 1nless orlienive indicaled
Naliooal Accounl and Prices
Real GDP 16 68 6.5 58 38 6.1 6.1 62 62 61 6.1 61 62
GDP deflator i 48 62 6.1 6.9 is i8 18 18 39 i9 6.0 6.0
CPl ndex {eop) 63 33 69 i 64 i 34 50 in i0 i} 50 i0
CPl lndex (ave) il hE] 6.8 60 i 38 is i 30 i0 il 50 in
Tems of trade (-deterioration) 36 1l Ll 04 11 06 06 -18 -18 07 0.7 0.6 06
it perceniage of GDP, unless orhenise indicaled
Tuveshuent and Saving
Tnvestouent 201 39 158 19.3 179 | 189 189 189 189 18.6 186 186 186
Ceura] Govemunent i9 17 12 47 39 41 43 48 48 32 3l 49 i9
Other 152 19.1 146 He 14l | M2 M3 14.1 141 134 133 136 136
Gross National Saving 141 19.1 129 W2 13| 16 16 | 135 135 133 133 B2 132
Cenlral Govemment 22 A3 135 0.7 -09 1l 08 1.6 14 11 1l 1.7 1.7
Other 163 HA 143 149 140 125 12§ 19 120 112 12 113 113
Central Government Buidget
Total revemiz 159 171 173 176 174 178 178 178 178 180 180 183 183
Total expanditurz and net lending 44 6 ni M0 54 n4 ni ik no n7 s nl n3
Overall Fiscal Lalance excl. prants 53 43 4.3 64 40 | -6 47 41 42 -7 -39 -39 -39
Overmll Fiscal balance, incl. erans. cash basis 52 0 42 62 A7 | 43 44 | A8 9 -33 -36 -6 36
Primary budzet balance 38 33 -L.6 12 L1 0.3 03 0.7 0.7 0.8 0.1 07 07
Esterual Sector
Current extemal balaoce, including official transfers 50 48 49 00 48| 82 81 | A4 54 53 53 -34 54
Gross reserves in mouths of this ¥r's imports 58 is i8 38 i8 ik i8 i9 58 i9 39 60 60
Memoraudum Ttems:
Nouinel GDP (in Ksh Billiou) nai| nets 1m6] 14000 S| 16290 16250| 16180 ISIS0| 20437 0437| 22ER2 87
Notes: BPS =Budeet Policy Starewent: BROP = Budget Review & Outlook Pager; SGR = Standard Gaupe Railway

Source of Data: The National Treasury

2.6 Risks to the Economic Outlook

161. There are down side risks to this macroeconomic outlook emanating from
domestic as well as external sources. On the domestic front, risks emanate from
climate change resulting in unfavourable weather conditions. This could affect
agricultural production and result to domestic inflationary pressures.

162. On the external front, uncertainties in the global economic outlook have also
increased which could impact on the domestic economy. These risks include: the
possible worsening of the Russia - Ukraine conflict which could heighten the risk
of oil and commodity price volatility and elevated inflationary pressures; lingering
effects of COVID-19 (coronavirus) pandemics; and global monetary policy
tightening, especially in the United States, could increase volatility in the financial
markets.

163. The upside risk to the domestic economy relate to faster than projected
rebound in economic activities that would result in higher Government revenues
providing fiscal space that would support fiscal consolidation. The Kenyan
Government continues to monitor the domestic and external environment and will
take appropriate policy measures to safeguard the economy against the adverse
effects of the risks if they were to materialize
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III. BUDGET FOR FY 2023/24 AND THE MEDIUM
TERM

3.1 Fiscal Policy

164. The fiscal framework for the FY2023/24 and the medium-term budget is
based on the Government’s policy priorities and macroeconomic policy framework
set out in Chapter I and Chapter II. To support the Bottom - Up Economic
Transformation Agenda, the Government will continue with the fiscal
consolidation plan by containing expenditures and enhancing mobilization of
revenues in order to slow down growth in public debt without compromising
service delivery. This is expected to boost the country’s debt sustainability position
and ensure that Kenya’s development agenda honours the principle of inter-
generation equity.

Revenue Projections

165. In the FY 2023/24, revenue collection including Appropriation-in-Aid
(A.LA) is projected to increase to Ksh 2,894.9 billion (17.8 percent of GDP) up
from the projected Ksh 2,528.8 billion (17.4 percent of GDP) in the FY 2022/23.
Revenue performance will be underpinned by the on-going reforms in tax policy
and revenue administration measures geared towards expanding the tax base.
Ordinary revenues will amount to Ksh 2,571.2 billion (15.8 percent of GDP) in FY
2023/24 from the estimated Ksh 2,192.0 billion (15.1 percent of GDP) in FY
2022/23.

Expenditure Projections

166. Government expenditure as a share of GDP for FY 2023/24 is projected to
decline to 22.5 percent, the overall nominal expenditure and net lending is
projected at Ksh 3,663.1 billion from the projected Ksh 3,394.1 billion (23.4
percent of GDP) in the FY 2022/23 budget. The expenditures comprise of recurrent
of Ksh 2,459.3 billion (15.1 percent of GDP) and development of Ksh 769.3 billion
(4.7 percent of GDP).

Deficit Financing

167. Reflecting the projected expenditures and revenues, the fiscal deficit
(including grants), is projected at Ksh 720.1 billion (4.4 percent of GDP) in FY
2023/24 against the estimated overall fiscal balance of Ksh 833.9 billion (5.7
percent of GDP) in FY 2022/23.

168. The fiscal deficit in FY 2023/24, will be financed by net external financing of
Ksh 198.6 billion (1.2 percent of GDP), and net domestic borrowing of Ksh 521.5
billion (3.2 percent of GDP).

3.2 FY 2023/24 and Medium-Term Budget Priorities
169. The FY 2023/24 and the Medium Term Budget framework builds up on the

Government’s efforts to stimulate and sustain economic activity, mitigate the
adverse impact of COVID-19 pandemic on the economy and re-position the
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economy on a sustainable and inclusive growth trajectory. This will be achieved
through implementation of a set of programmes under the Bottom — Up Economic
Transformation Agenda to support economic recovery. The Government through
the Financial Inclusion Fund will inspire growth and innovation in the Micro,
Small and Medium Enterprises (MSME) sector and boost economic growth and
entrance the saving culture among Kenyans. These priority programmes aim at
bringing down the cost of living; eradicating hunger; creating jobs; and provide the
greater majority of our citizens with much needed social security while expanding
the tax revenue base and improving foreign exchange balance.

170. Additionally, public spending will be directed towards the most critical needs
of the country with the aim of achieving quality outputs and outcomes with
optimum utilization of resources. Further, the MDAs will be encouraged to adopt
efficiency in allocation of resources through cost budgeting and reviewing the
portfolio of externally funded projects to restructure and re-align with the
Government priority programmes and reduce non-priority spending.

3.3 Budgetary Allocations for the FY 2023/24 and the Medium-
Term

171. The total budget for FY 2023/24 is projected at Ksh 3,628.8 billion. The
allocations to the three arms of Government including sharable revenues to the
County Governments is summarized in Table 3.1.

Table 3.1: Summary Budget Allocations for the FY 2023/24 — 2025/26 (Ksh
Million)

Financial Years
Approved
$/NO. | Details Original
Budget BPS Projection
2022/23 2023/24 2024/25 2025/26
1.0 National Government 2,119,258.8 2,252,077.2 2,433,399.8 2,611,442.5
Executive 2,050,154.4 2,189,681.4 2,365,634.3 2,538,201.5
Parliament 50,2200 40,4013 41,911.0 43,483.7
Judiciary 18,8844 21,9940 25,854.5 29,7574
2.0 Consolidated Fund Services 869,342.7 991,340.5 1,079,992.6 1,156,863.6
3.0 County Government 370,000.0 385,425.0 380,645.1 105,646.1
Total.....ceveree e SHS. 3,358,6015 | 3,628,842.8 | 3,894,037.5 | 417 3.952.2
0/ Share in the Total Allocation

1.0 National Government 63.1 62.1 62.5 62.6
Executive 61.0 60.3 60.8 60.8
Parliament 15 1.1 1.1 1.0
Judiciary 0.6 0.6 0.7 0.7
2.0 Consolidated Fund Services 259 A 27.7 27.7
3.0 County Government 11.0 10.6 9.8 9.7

Notes**

+ Consolidated Fund Services(CES)is composed of domestic interest, foreign interest and pension
#County Government allocation is composed of sharable allocation

Source of Data: National Treasury
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Criteria for Resource Allocation

172. The budgeting process for the priority programmes will be done through a
value chain approach under five clusters: i) Finance and Production Economy; ii)
Infrastructure; iii) Land and Natural Resource; iv) Social Sectors; and V)
Governance and Public Administration. This process ensures there is no break in
the cycle in the resource allocations for a value chain. The process also ensures
adequate resources are allocated to any entity along the value chain and helps to
eliminate duplication of roles and budgeting of resources.

173. Additionally, the following criteria guided the allocation of resources within
the three arms of Government and among MDAs for FY 2023/24 and over the
medium term:

i. Linkage of Programmes with the priorities that address Bottom-Up
Economic Transformation Agenda;
ii. Linkage of the programme with the priorities of Medium-Term Plan IV of
the Vision 2030;
iii. Degree to which a programme addresses job creation and poverty
reduction;
iv.  Degree to which a programme addresses the core mandate of the MDAs,
v.  Cost effectiveness and sustainability of the programme;
vi. Bxtent to which the Programme seeks to address viable stalled projects and
verified pending bills; and
vii.  Requirements for furtherance and implementation of the Constitution.

174. The baseline estimates reflect the current ministerial spending levels in sector
programmes. In the recurrent expenditure category, non-discretionary expenditures
take first charge. These include payment of public debts and interest therein,
salaries for Constitutional office holders and pensions.

175. Development expenditures have been allocated on the basis of the flagship
projects in Vision 2030, the Bottom - Up Economic Transformation Agenda and
the MTP IV priorities. The following criteria was used in apportioning capital
budget:

a. On-going projects: emphasis was given to completion of on-going capital
projects and in particular infrastructure projects with high impact on
poverty reduction, equity and employment creation;

b. Counterpart funds: priority was also given to adequate allocations for

donor counterpart funds which is the portion that the Government must
finance in support of the projects financed by development partners;

c. Post COVID-I9 Recovery: Consideration was further given to
interventions supporting Post COVID-19 recovery; and

d. Strategic policy interventions: further priority was given to policy
interventions covering the entire nation, regional integration, social equity
and environmental conservation.
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3.4 Details of Sector Priorities

176. Table 3.2 provides the projected baseline ceilings for the FY2023/24 and the
medium-term, classified by sector. The BPS Sector ceilings were enhanced on
account of additional programmes, completion of ongoing projects and additional
expenditures tied to A-i-A revenue collection.

Table 3.2: Summary of Budget Allocations for the FY2023/24 — 2025/26 (Ksh

Million)
Approved
Sector Budget BPS Ceilings OShare In Total Ministerial Expenditure
2022/23 | 2023/24 |  2024/25|  2025/26 [ 2022/23 |2023/24 | 2024/25 |2025/26

AGRICULTURE, RURAL & URBAN DEVELOPMENT

{ARUD) Sub Total | 689595 756033 | B856392| 915752 33 34 35 35
Rec Gross 270597 321881 344819 36,5094 19 n 1 2l
Dev Gross 418998 434152 511573 550658 59 57 6.l b4

ENERGY, INFRASTRUCTURE AKDICT Sub Total | 4077601 | 422,0040 | 4220140 4349340| 192| 187 173| 167
RecCross | 1310100 1130390 1188400 1241190 93 16 15 11
Dev_Gross 67501 3089650  30317:0] 3108150 387 03 359 36.2

GERERAL ECONOMIC AKD COMMERCIAL AFFAIRS

(GECA) Sub Total | 260320 | 51,7253 576960 | 63,0622 12 13 24 24
Rec_Gross 190768 12,6858 132212 139037 14 L5 15 14
Dev_Gross 69552 29,069.5 344688 39,1585 1.0 38 i1 16

HEALTH Sub_Total | 1225193 | 1540120 | 1640860 | 1737670 58 68 6.7 6.7
Rec Gross 685030 803740  B3S120| 677190 49 50 i9 6
Dev Gross S40163|  736380|  B0SM40| 860480 16 95 90 93

EDUCATION Sub Total | 5445195 | 597.187.0 | 6175880 | 6393620 207| 265( 254] 245
Rec_Gross SISA007 | 56287400 5912090 6171530 383 319 312 352
Dev Gross 269188 343130 26,3790 22,090 14 45 il 26

GOVERNANCE, JUSTICE, LAW AKD ORDER (GJLO) |Sub Total | 234408.1| 2298125| 2426320 2530213 1] 2] 100 97
RecCross | 211202 2195909 2295063 | 2388656 160 148 44 136
Dev_Gross 102809 10,2216 13,1258 14,1556 14 13 16 L6

PUBLIC ADMINISTRATION AND INTERNATIONAL

RELATIONS (PAIR) Sub Total | 3568576 | 308,820.0| 3912352| 5108095| 168 137f 161 196
Rec Gross 1779820 ) 1950617 2384374 | 3415405 127 131 150 198
Dev_Gross 1788755 |  1137674] 1527978 1632670 250 148 18.1 190

NATIONAL SECURITY Sub Total | 1778110 | 2192440 | 2426320 | 2284000 84 9.7 100 8.7
RecGross | 1743430 1866380 | 1935570| 1985950 R4 126 121 13
Dev_Gross 34660 326060 490750 29,8050 05 43 58 35

SOCIAL PROTECTION, CULTURE AND RECREATION | Sub_Total | 732135 |  69,092.1| 702977| 68,8457 35 3L 29 16
Rec_(Gross 41,6740 147499 45,6684 45,909.1 30 30 29 16
Dev_(ross 315395 243403 MEN4| 229365 44 32 2 a

EXVIROKMENT PROTECTION, WATER AND

NATURAL RESOURCES Sub Total | 1071782 | 124,568.0 | 1395800 [ 1476660 1 55 57 57
Rec Gross MAS| 2930 3,000 34190 17 19 2 18
Dev Gross 82,650.7 96,6350 1063730 16,1870 116 126 128 135

GRAND TOTAL Sub_Total | 2,119,2588 | 2.252,077.3 | 24334001 | 2,6114428] 1000 | 1000 1000) 1000
Rec Gross | 14039040 14851043 1589646010 175L7954| 662 654| 636] 651
DevGross |  7T1S3548| 7669729 8437540| B8996474| 338 346 364| 349

Source of Data: National Treasury
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Agriculture Rural and Urban Development (ARUD)

177. The Agriculture, Rural and Urban Development (ARUD) Sector comprises
five sub-sectors namely: State Department for Lands and Physical Planning
(SDLPP); State Department for Livestock Development (SDLD); State
Department for Blue Economy and Fisheries (SDBEF); State Department for Crop
Development (SDCD); and National Land Commission (NLC). The Sector is a
significant player in the delivery of various national development agenda namely;
the Kenya Vision 2030, The Kenya Kwanza Plan - Bottom-Up Economic
Transformation Agenda (2022-2027), the Sustainable Development Goals (SDGs)
and Agricultural Sector Transformation and Growth Strategy (ASTGS) among
other national and international policies and obligations. The Sector also plays a
major role in socio-economic development of the country with agriculture
contributing 19.4 percent to the GDP in 2019, 21.0 percent in 2020 and 22.4
percent in 2021.

178. During MTEF period under review 2019/20-2021/22, the Sector implemented
ten (10) programmes and made significant achievement which some are:
registration and issuance of 1.3 million title deeds; development of National Land
Value Index in 22 counties; digitization of land records in 2 land offices; settlement
of 24,089 landless households; insured 90,060 Tropical Livestock Units annually
and Ksh. 1.2 billion paid out as compensation to 18,012 pastoralists; provided crop
insurance for 1,299,363 farmers in 38 counties; distributed 175,545 MT of
agricultural inputs to 843,820 beneficiaries; trained 2,118 youth in agribusiness
skills; incubated 226 SMEs on 28 technologies to increase the level of agricultural
mechanization and agro-processing along the value chains; constructed Sori and
Lwanda K’Otieno fishing landing sites to reduce post-harvest losses, restocked
water bodies with 2,720,000 fingerlings to increase fish production established 36
Aquaponics Systems to entrench fish farming and technology transfer among the
youth in learning institutions; established 252 smallholder aquaculture groups and
supported 4,734 select smallholder farmers with materials for pond construction.

179. During the MTEF period 2023/24-2025/26, the Sector has planned to
implement ten (10) programmes in order to facilitate attainment of food and
nutrition security, agro processing, employment creation and utilization of the blue
economy.

180. The Sector has a total allocation of Ksh. 75.6 billion, Ksh. 85.6 billion and
Ksh. 91.6 billion for FY 2023/24, FY 2024/25 and FY 2025/26 respectively. This
comprises of Ksh. 32.2 billion, Ksh. 34.5 billion and Ksh. 36.5 billion for recurrent
expenditure and Ksh. 43.4 billion, Ksh. 51.1 billion and Ksh.55.0 billion for
development expenditure for the same period.

Energy, Infrastructure & ICT Sector

181. The Energy, Infrastructure and ICT sector is comprised of nine sub-sectors
namely: Road; Transport; Shipping and Maritime; Housing and Urban
Development; Public Works; Information Communication Technology and Digital
Economy; Broadcasting and Telecommunications; Energy and Petroleum. The
Sector plays an important role as an enabler of socio- economic development of
the country. The sector is also instrumental in the realization of international
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obligations such as Sustainable Development Goals (SDGs) and Africa Agenda
2063.

182. During the MTEF period 2019/20-2021/22 the sector implemented
programmes aimed at: developing and modernizing infrastructure; developing and
reviewing of policies, legal and institutional frameworks to increase productivity
and growth; facilitating trade and connectivity; and promoting economic inclusion
in the country. Some of the key achievements realized by the Sector include; 5,324
Km of roads were added to the existing road network; 59 new bridges were
constructed; 333 Km of existing roads were rehabilitated; and 120,144 Km of roads
were maintained; Construction of Phase 2A of the Standard Gauge Railway (SGR)
line from Nairobi to Naivasha (120km); Naivasha Inland Container Depot (ICD)
and enabling infrastructure; Memorandum of Understanding (MoU) with the
Mediterranean Shipping Line was signed resulted in employment of 934 Seafarers;
4289 Seafarers trained; and signed eight (8) MOUs; The National Housing
Development Fund (NHDF) and Kenya Mortgage Refinance Company (KMRC)
were established and operationalized; Kericho Ardhi House and Mathare Nyayo
Hospital were completed; designed, documented and supervised to completion 276
new Government building projects; 660 Government buildings were connected
under the Last Mile County Connectivity Project (LMCCP); Office of the Data
Protection Commissioner was established; 8,900 KM fiber network was laid;
Increased digital terrestrial television coverage from 86 percent in 2019/20 FY to
96 percent in 2021/22FY through the Digital Terrestrial Television Broadcast
Infrastructure; 365SMW power generation capacity was installed; fourteen (14)
geothermal wells and two (2) coal exploration wells were drilled; 415,032 barrels
of crude oil was produced and trucked to Kenya Petroleum Refineries Limited
(KPRL) for storage and 240,000 barrels of crude oil were exported under Early Oil
Pilot Scheme (EOPS); Geoscientific (geological and geophysical) data acquisition
in Blocks L19A and L16 was undertaken; Environmental and Social Impact
Assessment (ESIA) and Front-End Engineering and Design (FEED) for Lokichar
Lamu Crude Oil Pipeline were undertaken;

183. In the medium term period 2023/24-2025/26, the Sector will implement 26
programmes that are able to stimulate inclusive growth in line with the Government
development agenda of the Kenya’s Vision 2030, Fourth Medium Term Plan and
bottom up Agenda.

184. To achieve the implementation of these programmes over the MTEF period
2023/24 - 2025/26, the Sector has been allocated a total of KSh.422.0 billion,
KSh.422.0 billion and KSh.434.9 billion for FY 2023/24, FY 2023/25 and FY
2025/26 respectively. This comprises of Ksh. 113.0 billion, Ksh. 118.8 billion and
Ksh. 124.1 billion for recurrent expenditure and Ksh. 308.9 billion, Ksh. 303.2
billion and Ksh.310.8 billion for development expenditure for the same period.

General Economics and Commercial Affairs Sector

185. The General Economic and Commercial Affairs (GECA) sector comprises
eight sub-sectors namely; Cooperatives; Trade; Micro, Small and Medium
Enterprises (MSMEs) Development; Industry; Investment Promotion; Tourism,;
East African Community and The ASALs & Regional Development. The Sector is
a significant player in the delivery of the Government’s Development Agenda in
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terms of Micro Small and Medium Enterprises, manufacturing, and Agriculture,
The sector also contributes to: employment and wealth creation; promotion of
industrial investments, trade and tourism; cooperative development and savings
mobilization, unlocking the potential of ASALs for accelerated national
development, basin-based development and regional integration.

186. During the period under review, the following key sectoral outcomes were
achieved: Value of whole sale and retail trade increased by 7.8 percent from
Ksh.727.6 billion in 2020 to Ksh.784.7 billion in 2021 contributing to 7.9 percent
of GDP; the value of Kenya’s exports increased by 42.9 percent from Kshs.517
billion in 2019 to Kshs.738.6 billion in 2021; the value of exports to EAC increased
by 38.4% from Kshs.139 billion in 2019 to Kshs.194.4Billion in 2021; the number
of jobs created in the sector rose by 6 percent from 620,000 in 2019 to 658, 700 in
2022; and the number of international tourists rose by 50.3 percent from 580,000
in 2020 to 871,000 in 2021 recording revenue of Kshs.146.5 billion which was 59.8
percent growth from 2020

187. Specifically, the sector achieved the following outputs; calibrated 441 legal
metrology standards and verified 34 instruments at strategic national installations;
58 Constituency Industrial Developments Centres (CIDCs) were refurbished and
70,368 jobs were created through various initiatives implemented by the Kenya
Youth Employment and Opportunities Programme (KYEOP).

188. Additionally, 5,055 Micro Small and Medium Enterprises (MSMEs) were
trained on entrepreneurship and business management; the level of
operationalization of Kenya Commodities Exchange (KOMEX) reached 92%;
resolved 50 NTBs between Kenya and trading partners; resolved 853 counterfeit
cases, value of Exports from the EPZs reached Ksh.253 billion, the amount of
investments both local and foreign attracted reached a level of Ksh.270 billion.
Amount of industrial credit advanced to SMEs through KIE stood at Ksh. 3,233.7
Million.

189. On Cotton revitalization programme, 134,000 acreage of land was put under
cotton production; 2,415 standards were developed and 56,013 products were
certified under SMEs/large firms; 2,332 patents, utility models and industrial
designs and 14,358 trademarks were registered; KITI trained 9,704 students were
trained on industrial and entrepreneurial skills; 84 Conformity Assessment Bodies
(CABs) Accredited; Equipped three (3) industrial research laboratories at KIRDI
Kisumu;

190. Under Tourism, the number of International Conferences and delegates grew
by 40 percent from 218 in 2019 to 292 in 2021 respectively; conducted 17,712
routine Quality assurance audits in Enterprises; Ksh.2,508.5 million granted to
Tourism programmes and projects.

191. Under East African Union, 23 NTBS resolved bilaterally between Kenya and
Tanzania: resolved; 1 Monetary union institution established; 4,870 standards were
harmonized; Namanga and Busia Regional Integration centres were
operationalized; 3 public hearings conducted on EAC Bills; A total of 9 bilateral
frameworks for co-operation with EAC partner states were negotiated and adopted;
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operationalized the EAC Single Tourist Visa to promote EAC as a single tourist
destination.

192. In Trade, 45 business reforms were done to ensure on ease of doing business
in Kenya has improved; various Technical assistance and Capacity building to
Civil Servants of Government of South Sudan were done.

193. The Sector also coordinated the completion and operationalization of the 3
Berths of the Port of Lamu; constructed Nyakoe Market to promote trade;
constructed 7 value addition factories which are at various levels of completion;
processed 14,420 liters of mango pulp and 40,000 liters of mango juice and
339,933 square feet of finished leather respectively. In addition, 15 irrigation
Projects were implemented through which 1,177 hectares were put under irrigation
producing; 10 boreholes were drilled and equipped with solar-powered systems
and 8 water harvesting and storage structures with an approximate capacity of
356,0000 cubic meters of water were completed.

194. The Sector’s Key objectives for the MTEF Period 2023/24 —2025/26 include:
Deployment of a credible macroeconomic framework and growth strategy to
strengthen external creditworthiness, enabling Government to borrow cheaply
externally and end crowding out of private sector from the domestic credit market;
boosting agricultural productivity, enhance market access and value addition;
improve the business environment, access to affordable finance and markets for
MSMEs; aggregate farmers and MSMEs, through cooperatives and SACCOS to
enhance local and international markets access and affordable finance; increase
contribution of manufacturing sector to GDP; to attract, facilitate and enable
private investment capital formation as part of off-balance Government financing

195. Under Cooperatives, the specific interventions for implementing the above
objectives will involve modernize New Kenya Co-operatives Creameries (NKCC);
participation of Co-operatives and SACCOs in Financial Inclusion Fund as
Intermediaries; implement the coffee farm input subsidy-NKPCU; enhance
production capacity of powder milk-NKCC, disburse affordable and accessible
credit to farmers through Coffee Cherry advance revolving fund (CCAREF)-
NKPCU and Operationalize the Co-operative management information system
(CMIS).

196. The Sector will also operationalize Warehouse Receipt System Council-
WRSC; upgrade and modernize warehouse-KNTC; operationalize Kenya Trade
Remedies Agency; operationalization of KOMEX; promote Financial Inclusion by
easing access to the Financial Inclusion Fund (Hustler’s Fund).

197. For Medium, Small and Micro Enterprises (MSMEs) the sector has
prioritized value addition, Innovation & Incubation for MSME; create employment
opportunities through construction and equipping of CIDCs and KYEOP-MSEA;
enhance market access for MSMEs through exposure to local and EAC markets;
advance Industrial credit and provide business advisory services to SMEs-KIE;
provide Credit facilities to Women, Youth and PWDs-UWEZO Fund; capacity
building for MSMES including access to modern management practices.

198. To spur industrial growth and increase the share of manufacturing to GDP,
the Sector will modernize RIVATEX machinery and factory; enhance production
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of cotton for textile and apparel processing-RIVATEX; construction and equipping
of Apparel Value Addition Units (AVAUS)-RIVATEX; modernization of NMC
Foundry plant & CNC & Fabrication workshops; implement Integrated Agro-
Industrial Parks as a Component of PCP; development of Dongo Kundu and
Naivasha SEZs; development of Athi River Textile Hub, Railway siding and
Industrial Sheds-EPZA and Improvement of business climate and ease of doing
business.

199. The Sector will accelerate EAC cross Border Trade through the development
of Jumuiya Cross Border Markets; enhance Free Movement of Persons, goods,
services, labour and capital within EAC; Completion of Mama Ngina Waterfront
Phase 2- KTB; Execute Digital Marketing partnerships in 5 High value Source
Markets; conduct reassurance campaign in the traditional and emerging markets-
Tourism Development and Promotion Directorate; cushion drought-prone
vulnerable households through cash transfers and Build resilience of ASAL
communities and enhance climate adaptation and resilience.

200. To implement these programmes, the Sector has been allocated Ksh. 51.7
billion, Ksh. 57.7 billion, and Ksh. 63.1 billion in FY 2023/24, FY 2024/25 and
FY 2025/26 respectively. This comprises of Ksh. 22.7 billion, Ksh. 23.2 billion,
and Ksh. 23.9 billion for recurrent expenditure and Ksh. 29.1 billion, Ksh. 34.5
billion, and Ksh. 39.2 billion for development expenditures for the same period.

Health Sector

201. The Constitution of Kenya guarantees all citizens the right to quality and
affordable healthcare. To ensure that we have a healthy and productive citizenry,
the Government will continue to prioritize Projects for the Health Sector as
outlined in MTP IV and delivering Universal Health Coverage in collaboration
with County Governments and key stakeholders in order to reduce catastrophic
spending on health. This will be built on a fully publicly financed primary
healthcare, and a universal seamless health insurance system that focuses on the
triple burden of diseases, namely; communicable diseases, non-communicable
diseases and injuries.

202. In the FY 2019/20 to FY 2021/22 significant achievements were realized on
the health sector. Some of the achievement realized over the period are: Human
Immunodeficiency Virus (HIV) prevalence reduced from 4.5 in 2020 to 4.3 in 2022
with a viral suppression of 95.5 percent among those on Antiretroviral Treatment
(ART). Kenya is estimated to have over 1.4 million (1,435,271) people living with
HIV out of which 1.2 million (1,291,110) have been identified and initiated on
lifelong antiretroviral treatment (ART) representing 89.9 percent ART coverage;
the national immunization coverage improved from 84 percent in FY 2020/2021
to 88% in 2021/2022. The Ministry instituted several interventions in response to
COVID-19 pandemic including vaccination, enhanced testing, acquisition of more
critical care facilities and oxygen supply. As at the end of review period 2.7 percent
of the adult population had been fully vaccinated against COVID-19.

203. KNH established Centres of excellence for heart surgery, cancer treatment,
diagnostics and imaging, laboratory medicine, tissue and organ transplantation,
gastroenterology, diabetes and endocrinology centres. On the patient care front,
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KNH has established a diagnostic and reporting centre which incorporates a
medical teleconferencing facility and artificial intelligence tele-radiology centre
which enables relay of radiological images from referring hospitals. In turn, the
images are read, interpreted and reported back timely for clinical decision making.
The KNH completed an Immunogenic Laboratory (HLA Lab) which is a state-of-
the-art laboratory for histocompatibility and genetic testing for solid organ and
bone marrow transplantation. The lab is the first of its kind in East Africa and will
greatly support organ and tissue transplants by testing donor and recipient
matching locally.

204. MTRH invested in a Pressure Swing Adsorption Plant (PSA)/Oxygen
gencrating Plant (OGP). It also operationalized the provision of radiotherapy
services after the successful installation of Linear Accelerator (LINAC) and
Brachytherapy machines which have seen over 15,000 External Beam
Radiotherapy Sessions and over 170 Brachytherapy Sessions done. To support
telemedicine telepathology and operational efficiencies in the provision of
healthcare, MTRH established and equipped a state-of-the-art Data Centre with an
advanced firewall for Big Data security, intelligent switches, high-capacity backup
infrastructure as well as a high availability setup of servers. It also carried out 30
Kidney transplants, done 43,122 Dialysis Sessions and 22 Corneal transplants.

205. KUTRRH launched the Integrated Molecular Imaging Centre (IMIC) and
IMIC Hospitality Centre in 2021, since its operationalization in January 2022 it has
performed 1,169 successful scans as at 30th June 2022, done 24,181 Sessions of
Radiotherapy and Chemotherapy and conducted 13 open heart surgeries. It also
installed a brachytherapy machine for treatment of cancer patients and installed a
20,000-liter liquid oxygen tank. The hospital installed a state-of-the-art
cardiovascular diagnosis and treatment facility.

206. KEMRI developed 9 policy briefs on SARS-COV-2 genome variants and on
prevalence of COVID-19. It also developed first locally manufactured Malaria
rapid diagnostic tests (RDT) & COVID 19 PCR test kits. Single-dose HPV vaccine
research findings were presented in Toronto, Canada and the same was adopted for
roll out by WHO. A total of 3 million Kenyans benefited with a 20% increase in
outpatient attendance and access to health products on average increased from 43%
to 70%. A total of 1,022,078 households are currently on social health insurance
nested in NHIF paid by the Government to a tune of six billion Kenyan shillings.

207. Further the has established a cancer center at Kisii level 5 hospital and the
establishment of regional cancer centers in Nakuru, Mombasa and Garissa. The
Managed Equipment System project has been under implementation for the last 7
years, it has seen selected hospitals offer a fully integrated and sustainable access
to, Theater Services, Central sterile services, Dialysis, ICU and Radiology services.

208. In line with the changing health care innovation the Ministry has continued
to invest in HPTs. In the FY 2021-2022 KEMSA managed to procure health
products and technologies (HPTs) worth KSh.29.097 Billion out of which
KSh.7.946 Billion being Sales items and KSh.21.151 Billion being program items.

209. In the medium-term period, the Sector will prioritize investments towards
achieving Universal Health Coverage by ensuring National Health Insurance fund
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coverage for all Kenyans; investment in primary healthcare system through
establishment of stakeholder managed primary health care funds as strategic
purchasers at each level 4 facility; Build up supply management system, to manage
healthcare workforce and harmonize working conditions and terms. In addition,
the sector will invest in health products and technologies, integrated information
communication and technology systems to enhance telemedicine and health
management information systems; establishment and operationalization of
emergency medical fund and establish a fund to bridge the financial gaps in the
wake of diminishing donor funding in support of key programmes including
HIV/AIDS, TB, Malaria, RH/FP, Vaccines and Nutrition.

210. The key Sector programme priorities for the FY 2023/2024 — FY 2025/26
include: Preventive, Promotive and Reproductive, Maternal, Newborn, Child and
Adolescent Health (RMNCAH) Services; National Referral and Specialized
Services; Health Research and Development; General Administration and Support
Services; and Health Policy, Standards and Regulations. The prioritized
programmes and projects aim at achieving improved accessibility, affordability of
health services, reduction of health inequalities and optimal utilization of health
services across the sector. Additionally, the programmes aim to revitalize and

sustain the aspirations of UHC.

211. To implement these programmes, the Sector has been allocated Ksh. 154.0
billion, Ksh. 164.1 billion, and Ksh. 173.8 billion in FY 2023/24, FY 2024/25 and
FY 2025/26 respectively. This comprises of Ksh. 80.4 billion, Ksh. 83.5 billion,
and Ksh. 87.7 billion for recurrent expenditures and Ksh. 73.6 billion, Ksh. 80.6
billion, and Ksh. 86.0 billion for development expenditure for the same period.

Education Sector

212. Education Sector is comprised of four sub-sectors namely; Basic Education,
Technical Vocational Education and Training, Higher Education and Research,
and Teachers Service Commission. The Sector is a critical player in promoting
political, social, and economic development through education and training to

create a well-equipped citizenry.

213. During the period under review, the Sector realized key milestones towards
improvement of education outcomes. In the Basic Education sub-sector, 9,922,193
students benefited from Free Day Secondary Education; 2,257,963 learners
benefited from the School Feeding Programme and all Students in public
secondary schools provided with medical insurance.

214. In the TVET sub-Sector, 1,023 TVET institutions accredited and 6,505
trainers registered in FY 2021/2022 and an additional 2,757 trainers recruited; 183
Curricula developed, 28 curriculum support material digitized, 102 trainers trained
133 learning guides developed for TVET; 129 technical and Vocational colleges
completed, 101 equipped with training equipment, 60 equipped with basic ICT
equipment, 123 equipped with basic furniture and fittings; 4,541 assessors and
verifiers were capacity built leading to 6,515 candidates from 88 institutions to be

assessed under CBET.

215. Under Universities, 374,597 undergraduates and 347,705 TVET students
were placed over the period; 1,114,650 universities and TVET students were
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awarded loans, bursaries, and scholarships, constructed the Wangari Maathai
Institute. In addition, sixteen (16) high impact research projects were identified,
evaluated and processed for national up scaling.

216. The Teachers Service Commission recruited 15,000 additional teachers at
Secondary level and 22,300 intern teachers. Teachers of Grade 1 to 5 were trained
on competency based curriculum (CBC), 269,489 teacher’s files Digitized and
TSC operations automated; 136,703 new teachers were Registered; 47,942
teachers trained on school based teacher support system (SBTSS) under the SEQIP
Project; and Implemented CBA for teacher 2017 to 2021.

217. The sector has developed key outputs and performance indicators to guide
delivery of its mandate as well as the realization of its vision in the 2023/24-
2025/26 MTEF period.

218. Under Basic Education, the Sector targets to enroll 22,018,508 students in
public primary school and 10,515,171 in Junior Secondary Schools; enrolment of
345,500 SNE learners in Primary Schools; Construction of 2,809  classrooms
and 1,237 laboratories in Junior Secondary; 9,890,880 students to benefit from the
School Feeding Programe; 9,530,000 learners to benefit from sanitary towels;
11,435,589 students enrolled in Public Secondary Schools; Construction of 2,835
classrooms and 474 laboratories in Secondary Schools; Enrolment of 345,500 SNE
learners in Secondary Schools; 50 curriculum designs developed for Grade 10 to
~ 12 and 91,500 institutions assessed for quality and standards.

219. Under TVET, the sector intends to enroll 345,706 trainees in National
Polytechnics; 620,628 trainees to be enrolled in TVCs; 11,535 students to be
enrolled in Special Needs TVCs; 7,500 TVET trainers accredited; S0 CBET
curriculum developed; 7,000 TVET trainers recruited and 87 workshops equipped
in the existing TVCs.

220. Under Universities, the sector targets to enroll 1,936,895 students in
universities; award loans to 1,329,311 students in Universities and TVET through
HELB and support 431 Research projects. The Teachers Service Commission
plans to recruit 30,000 teachers for Primary and Secondary Schools and recruit
60,000 intern teachers.

221. To implement these programmes, the Sector has been allocated Ksh. 597.2
billion, Ksh. 617.6 billion, and Ksh. 639.4 billion in FY 2023/24, FY 2024/25 and
FY 2025/26 respectively. This comprises of Ksh. 562.9 billion, Ksh. 591.2 billion,
and Ksh617.2 billion for recurrent expenditure and Ksh. 34.3 billion, Ksh. 26.4
billion, and Ksh. 22.2 billion for development expenditures for the same period.

Governance, Justice, Law and Order Sector

222. Governance, Justice, Law and Order Sector (GILOS) consists of fifteen (15)
sub-sectors, nineteen (19) Semi-Autonomous Government Agencies (SAGAs) and
several tribunals, each with specific functions and mandates. The Sector is
principally engaged in maintenance of law and order, expansion and accountability
programmes, security coordination, provision of secure Government documents
provision of correctional services to offenders, enhancing the integrity and access
to population registration , immigration services and refugee management,
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installation of surveillance cameras in major cities, expansion of police training
colleges, representing and advising the Government on legal matters, and the roll
out of national legal aid services to indigent persons, registration and regulation of
political parties, provision of prosecution services, protection of witnesses, fighting
corruption and economic crimes, promotion and protection of human rights and
fundamental freedoms, conduct of elections and delimitation of electoral
boundaries, delivery of justice, promote and facilitate the independence and
accountability of the Judiciary and transparent administration of justice, promotion
of gender equality and freedom from discrimination, monitor and investigate
policing operations affecting members of the public among others.

223. During the MTEF review period, 2019/20 -2021/22, the Sector recorded
achievements in various programmes and activities notably: acquisition and
modernization of assorted security equipment, improved police and prison officers’
welfare through provision of additional housing units, enhanced surveillance
system and enhanced corruption prevention measures, police accountability and
establishment of the Judiciary Fund. The Sector also enhanced recovery of
proceeds of crime and the fight against money laundering where Ksh 1.1 billion
worth of assets and cash were forfeited to the state. Contained 53,249 offenders in
humane and safe custody, provided 66,086 social reports to courts, traced and
recovered public funds worth Ksh 20.74 billion, averted loss of public funds Ksh
20.23 billion. Besides, cascading e-passport system to 4 local and 6 foreign mission
stations, registration of 37 million Kenyans into NIMES, 405,868 business entities
registered whilst 3,253 cases filed against the Government were concluded,
prosecuted 1,122,721 cases with an average conviction rate of 92.4%, investigated
and finalized 2366 cases on police misconduct, upgraded integrated political
parties’ management system to enable the public check, register and resign as
members of a political party, and spearheaded enactment of amended Political
Parties Act, 2011.The sector also appointed the chief justice and 42 judges and
additional 823 judicial staff, processed and resolved 4,941 human rights violations
lodged by 5,142 complainants.

224. The Sector priorities during the MTEF period 2023/24 — 2025/26 will be
aligned to programmes and projects as outlined in the fourth draft Medium Term
Plan (2022-2027) of the Kenya Vision 2030. In order to implement the prioritized
programmes, the Sector has a total allocation of Ksh. 229.8 billion, Ksh. 242.6
billion and Ksh. 253.0 billion for FY 2023/24, FY 2024/25 and FY 2025/26
respectively. This comprises of Ksh. 219.9 billion, Ksh. 229.3 billion and Ksh.
238.6 billion for recurrent expenditure and Ksh. 9.9 billion, Ksh. 13.1 billion and
Ksh.14.2 billion for development expenditure for the same period.

Public Administration and International Relations Sector Report

225. Public Administration and International Relations sector is comprised of
twenty Sub- Sectors. They include: the Executive Office of the President; Office
of the Deputy President; State Department for Cabinet Affairs; State Department
for Devolution; State Department for Performance and Delivery Management;
State Department for Parliamentary Affairs; State Department for Foreign Affairs;
State Department for Diaspora Affairs; The National Treasury; State Department
for Economic Planning; State Department for Public Service; Parliamentary
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Service Commission; National Assembly; Parliamentary Joint Services;
Commission on Revenue Allocation; Public Service Commission; Salaries and
Remuneration Commission; Office of the Auditor General; Office of the Controller
of Budget; and Commission on Administrative Justice.

226. During the Medium-Term period 2019/20 - 2021/22, a total of 32
programmes were implemented within the Sector. Key achievements included:
local economic development in 15 counties; implementation of investment Projects
on Health, Trade, Agriculture, Roads and Water sectors in 39 Counties; hosting of
the 9th Edition of Pan-African conference for local authorities and sub-regional
Governments (Africities Summit); enhanced access to public services to over 30
million Kenyans through the Huduma Kenya Service Delivery Platforms; First
digital Kenya Population and Housing Census ; Construction and renovation of
28,712 institutional facilities, awarding of bursary to 2,1 54,783 beneficiaries; and
enhanced public service performance through implementation of performance
management system.

227 Tn the 2023/24-2025/26 MTEF period, the Sector will implement 41
Programmes and with corresponding 107 sub-programmes. These programmes are
aligned to the Post COVID 19 Economic Recovery Stimulus programme (PC-
ERS); Bottom Up Economic Transformation Agenda; and Fourth Medium Term
Plan of Kenya Vision 2030. The identified programmes and projects are expected
to facilitate job creation and poverty reduction during the 2023/24 -2025/26 MTEF
Period.

228. To effectively implement the identified priorities, the sector has a total
allocation of Ksh. 308.8 billion, Ksh. 391.2 billion and Ksh. 510.8 billion for FY
2023/24, FY 2024/25 and FY 2025/26 respectively.

National Security Sector

229. The Sector is key in facilitating a secure and conducive environment for
socio-economic and political development. The Sector entails promoting a
cohesive, egalitarian, technologically efficient and progressive society with a good
quality of life. It is therefore a critical enabler in the realization of the “Big Four”
Agenda.

230. The Sector will continue to address contemporary and emerging threats to
national security that undermine peace and development. These include terrorism,
radicalization, human and drug trafficking, money laundering, cyber-crime and
other socio-economic and political challenges. The Sector will also work on
modalities to strengthen security and safety of public schools, tertiary training
institutions and universities. Further, digitization of services within the sector
especially expansion of the National Integrated Command and Control Centre
(IC3) will enhance security in the Country.

231. In order to implement the prioritized programmes and minimize the above
mentioned threats, the Sector has been allocated Ksh 219.2 billion, Ksh 242.6
billion and Ksh 228.4 billion in FY 2022/23, FY 2023/24 and FY 2024/25,
respectively. This comprises of Ksh. 186.6 billion, Ksh. 193.6 billion, and Ksh.
198.6 billion for recurrent expenditures and Ksh. 32.6 billion, Ksh. 49.1 billion,
and Ksh. 29.8 billion for development expenditure for the same period.
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Social Protection Culture and Recreation Sector Report

232. The Sector comprises of six Sub-Sectors namely: Youth Affairs, Sports and
the Arts; Culture and Heritage; Labour and Skills Development; Social Security
and Protection; and Gender and Affirmative Action. The Sector plays a critical role
towards the achievement of the Fourth Medium Term Plan (2023-2027) of the
Kenya Vision 2030 and the Government priorities programmes and projects. The
Sector also contributes to the fulfilment of various regional and international
obligations including the Sustainable Development Goals (SDGs) and Africa

Union Agenda 2063.

233. The Sector made significant achievements during the MTEF period 2019/20
-2021/22 which include: regimented and trained 86,715 youth in paramilitary and
vocational skills; facilitated 126,643 youth to access loans and grants amounting
to Ksh 2.658 billion for business start-ups, expansion and establishment of cottage
industries; developed policy framework to enhance promotion of safe, orderly and
productive Labour migration; developed standards and guidelines for
implementation of the Policy on Recognition of Prior Learning (RPL) both in the
formal and informal sectors of the economy; provision of cash transfers to 278,945
Orphans and Vulnerable Children (OVCs), 37,023 Persons With Severe
Disabilities and 766,935 Older Persons; supported 22,300 OVCs with education
scholarships through the Presidential Secondary School Bursary Fund; registered
93,080 PWDs in order to access services

234. In the medium term period 2023/24-2025/26, the Sector will prioritize
implementation of the following key strategic interventions; engagement of youth
in leadership and governance initiatives; youth empowerment and employment
promotion; protection of the rights and welfare of Kenyan migrant workers;
Establishment of the Kenya Migrant Workers Welfare Fund and the National
Skills and Funding Council to promote skills development; promotion of youth
Access to Government Procurement Opportunities (AGPO); youth innovation and
talent development; paramilitary training; National Service and Vocational
Training; entrepreneurship skills, operationalization of community youth
SACCOs; cash transfers to Vulnerable Persons; participation in a number of
international sports competitions such as the World Rally Championship among
others: decentralize Sports and Arts Services II and Constituency Sports
Academies; upgrade the Institute of Primate research; install mobile shelves at
National Archives and establishing an integrated heroes database.

235. To implement these programmes, the Sector has a total allocation of Ksh 69.1
billion, Ksh 70.3 billion and Ksh 68.8 billion for FY 2023/24, FY 2024/25 and FY

2025/26 respectively.
Environment Protection, Water and Natural Resources Sector

236. Environment Protection, Water and Natural Resources (EPWNR) Sector
consists of six (6) sub-sectors namely: Environment; Forestry; Water Sanitation;
Irrigation; Wildlife and Mining. The Sector has twenty-seven (27) Autonomous
Agencies and Semi-Autonomous Government Agencies (SAGAs). In addition, the
sector has the following entities: National Environmental Complaint Committee
(NECC); National Environment Tribunal; Hydrologist Registration Board, and
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Wildlife Clubs of Kenya (WCK). The Sector plays a critical role in Kenya’s
economy in securing, stewarding and sustaining the environment and natural
capital of the country.

237. In the MTEF period under review, 2019/20 to 2021/22, the sector made
significant achievements some of which are; finalization of policies and legal
frameworks, installation of automated weather equipment, increased forest and tree
cover, improved access to water services and national sanitation coverage,
increased areas under irrigation and reclamation, improved wildlife management
and security, and improved mineral revenue collection. These achievements were
attributed to the Government prioritization of the sector and partnerships with
different stakeholders.

238. In the MTEF period 2023/24 - 2025/26 the Sector has prioritized programs
and sub programs intended to promote sustainable utilization and management of
natural resources for socio-economic development.

239. The total Allocation for the Sector is Ksh. 124.6 billion, Ksh. 139.6 billion
and Ksh. 147.7 billion comprising of Ksh. 27.9 billion, Ksh. 31.2 billion and Ksh.
31.48 billion for recurrent expenditure and Ksh. 96.6 billion, Ksh. 108.4 billion
and Ksh. 116.2 billion represent development expenditure allocation for the same
period respectively.

Programme Performance Information for FY 2023/24 - FY 2026/27 MTEF
Period

240. Annex Table 4a provides a summary of expenditures by programmes for the
FY 2023/24— 2026/27 period. Annex Table 4b provides a detailed report with
information on programmes outputs, key performance indicators, and the set
targets for the FY 2023/24 — 2026/27 period.

3.5 Public Participation/ Sector Hearings and Involvement of
Stakeholders

241. Public participation and involvement of stakeholders in the medium-term
budget process is a Constitutional requirement. In fulfilment of this requirement,
while preparing the 2023 Budget Policy Statement (BPS), the resolutions adopted
by Parliament on the previous Budget Policy Statements were taken into account.
Annex 3 explains how the resolutions by Parliament on the 2021 BPS and 2022
BPS have been taken into account in the 2023 BPS and the reasons thereof.
Additionally, Sector Working Groups (SWGs) were convened to develop the
sector reports, which were subjected to public hearings for the FY 2023/24 and
medium-term budget were held between 11" and 13" January, 2023. Annex Table
5 provides a summary of policy issues raised during the Public Hearings and the
responses.

242. Further, the draft 2023 BPS was uploaded onto the National Treasury website
on 18" January, 2023 inviting the public and stakeholders to share comments. As
required by the Public Finance Management Act (PFM) Act, 2012, the document
was further shared with the various stakeholders including:
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Institutions listed in the PFM Act, 2012 which include: the Commission on
Revenue Allocation; County Governments; Controller of Budget;
Parliamentary Service Commission and the Judicial Service Commission;

Institutions that constitute the Macro Working Group which include: the
National Treasury, State Department of Planning, Central Bank of Kenya,
Kenya Revenue Authority, Kenya National Bureau of Statistics, Kenya
Institute of Public Policy Research and Analysis and Commission on
Revenue Allocation;

Cabinet Secretaries and Principal Secretaries of all Government Ministries
and the Office of the Attorney General; and

Office of the Council of Economic Advisors and Office of Fiscal Affairs
and Budget Policy at the Executive office of the President.

243. The comments were considered in finalizing this document. A summary of
the comments received from the various stakeholders and the public and the actions
taken are summarized in Annex Table 6.

621
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IV. COUNTY FINANCIAL MANAGEMENT
DIVISION OF REVENUE

AND

4.1 County Governments’ Compliance with Fiscal Responsibility
Principles

4.1.1 Compliance with the Requirement on Development Spending
Allocations

244.  County Governments are required to allocate a minimum of 30 percent of
their budget over medium-term to development expenditure as provided for under
Section 107 (2) (b) of the PFMA, 2012. All the County Governments except
Nairobi City County and Kiambu complied with this legal requirement and
allocated at least 30 percent of their approved budget to development in FY
2021/22 (Figure 4.1).

Figure 4.1: FY 2021/22 Budgeted Development Expenditure as a Percentage
of Total County Expenditure
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245.  Even though most County Governments allocate a minimum of 30 percent
to development expenditure, a majority of them do not meet this requirement in
terms of actual expenditure on development. During the FY 2021/22, only 12
County Governments were able to utilize at least 30 percent of their total
expenditure on development. The County Government of Marsabit spent 41.8
percent, Uasin Gishu 37.1 percent and Nakuru 35.3 percent. On the other hand, a
total of 35 County Governments spent less than 30 percent on development in FY
2021/22. Nairobi City County Government had the lowest expenditure at 10.7
percent while Narok and Garissa Counties spent 12.6 percent and 12.5 percent
respectively (Figure 4.2).
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Figure 4.2: FY 2021/22 Actual Development Expenditures as a Percentage of
Total Expenditure
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4.1.2 Compliance with the Requirement on Expenditure on Wages and
Benefits

246.  County Governments are required under Regulation 25(1) (b) of the PFM
(County Governments) Regulations, 2015 to ensure that expenditure on wages and
benefits does not exceed 35 percent of their total revenue. A report by the
Controller of Budget on review of County Government’s budget implementation
for FY 2021/22 shows that only 11 County Government’s expenditure on wages
and benefits were within the legal threshold. The County Governments of Tana
River, Mandera and Isiolo had the lowest expenditure on wages and benefits at
28% percent. The report further revealed that 36 County Governments spent
beyond the legal threshold. Machakos spent 62 percent followed by Garissa at 60
percent and Kisii at 58 percent (Figure 4.3). County Governments are called upon
to put in place measures that can move them towards meeting the legal threshold
as provided by law.

Figure 4.3: FY 2021/22 County Governments’ Actual Expenditures on Wages
and Benefits as a Percentage of Total Actual Revenue .
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4.2 Enhancement of County Governments’ Own-Source-Revenue

247.  During the FY 2021/22 County Governments were able to raise a total of
Ksh 35.9 billion in Own Source Revenue (OSR) against an annual target of Ksh
60.4 billion (Figure 4.4). This represents 59 percent of the annual OSR target in
FY 2021/22. Only four County Governments were able to collect more than one
hundred percent of their annual OSR target in FY. These County Governments are
Turkana, Migori, Lamu and Vihiga Counties.

Figure 4.4: FY 2020/21 Actual Revenue Collected by the County Governments
as a percentage of Annual Revenue Target
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248. A report of the County Governments by the Commission on Revenue
Allocation on Comprehensive Own Source Revenue Potential and Tax Gap
published in June 2022, estimates the revenue potential of all the 47 County
Governments at Ksh. 215.6 billion against the current OSR collections of Ksh 35.9
billion in FY 2021/22. In order to improve on their OSR collections, the report
recommends the adoption of automatic and cashless payments systems as well as
streamlining of taxation and fees structure by the County Governments. In
addition, the report recommends the need to strengthen collaboration and data
sharing between different organizations and departments within and outside the
County Governments in order to enable the Counties to monitor their revenue base,
evaluate their revenue raising activities and adopt an evidence-based approach to
OSR policy decision making.

249. In order to support the County Governments to enhance their Own Source
Revenue, the National Treasury in consultation with the County Governments and
other stakeholders developed the National Rating Bill and the County
Governments (Revenue Raising Process), Bill. The objective of the National
Rating Bill is to unlock more revenues for the County Governments from property
taxes. On the other hand, the County Governments (Revenue Raising Process), Bill
outlines the process to be followed by counties in exercising their power under
Articles 209 and 210 of the Constitution to impose, vary or waiver taxes, fees,
levies and other charges.
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250.  Since the two bills lapsed in the 12th Parliament, the National Rating Bill
has been republished by Parliament while the County Governments (Revenue
Raising Process), Bill has been resubmitted to Cabinet to consider and approve its
re-submission to the 13th Parliament for enactment into law.

251. Contribution in Lieu of Rates (CILOR) are rates payable to the County
Governments in respect of public land as provided for under the Valuation for
Rating Act (Cap 266); Rating Act (Cap 267) and the Valuation for Rating (Public
Land) Rules. Prior to devolution, the defunct local authorities received CILOR
from the Central Government for public land within their jurisdiction. However,
since devolution, only Laikipia County Government received CILOR from the
National Government through a supplementary budget. This is mainly due to
inadequate legal framework for claiming CILOR, widespread lack of up-to-date
valuation rolls to support imposition of property rates and counties being
unfamiliar with payment of CILOR procedures. The National Treasury together
with the other stakeholders are working on the modalities of how the outstanding
CILOR will be paid to the respective counties.

252. As part of the implementation of the National Policy to Support County
Governments enhance their Own Source Revenue, the Commission on Revenue
Allocation (CRA) in collaboration with the National Treasury and other
stakeholders is in the process of developing a model tariffs and pricing policy. The
County Governments are expected to customize this model policy to develop their
respective tariffs and pricing policy in line with Section 120 of the County
Government Act, 2012. The tariffs and pricing policy will form the basis for
levying fees and charges by the County Governments.

4.3 Prudent Management of Fiscal Risks

4.3.1 Pending Bills

253. According to Section 94 (1) (a) of the PFM Act, 2012, failure to make any
payments as and when due by a State organ or a public entity may be an indicator
of a serious material breach or a persistent material breach of measures established
under the Act. In this context, Article 225 of the Constitution read together with
Section 96 of the PFM Act gives the Cabinet Secretary responsible for Finance
powers to stop transfer of funds to the concerned State organ. A special audit by
Office of the Auditor General (OAG) verified eligible pending bills by County
Governments amounting to Ksh 48.1 billion as at 30th June, 2020. In addition, Ksh
108.1 billion worth of pending bills was found to be ineligible for payment due to
lack of documentation to support services rendered or work done.

254. Areport by the Controller of Budget (CoB) indicates that by 21st December
2022, Counties had settled Ksh. 22.9 billion (47.6% of the eligible pending bills)
leaving an outstanding balance of Kshs. 25.1 billion.

255. Inrelation to the ineligible pending bills, the Intergovernmental Budget and
Economic Council (IBEC) through a resolution of 18th June 2019 instructed all
County Governments to establish an Ineligible Pending Bills Committee to verify
these bills. Once verified, it was resolved that the arrears should be prioritized and
paid. As at 21st December, 2022, a total of Ksh. 1.8 billion of the ineligible pending
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bills had been paid by the County Governments, leaving a balance of Ksh. 106.2
billion.

256. In order to control accumulation of pending bills, a number of mechanisms
have been put in place. In a Circular No.2/2022 dated 24th March 2022, the
National Treasury required all Governors and County Executive Committee
Members (CECMs) for Finance to urgently ensure outstanding pending bills are
paid as soon as possible so as to comply with the PFM act and most importantly
avoid disrupting the operations and other financial obligations of the county
Government due to stoppage of monthly disbursements. Other measures geared at
ensuring that there is no further accumulation of pending bills include:

a) All Counties are to regularly report on pending bills in accordance with the
financial reporting template by the Public Sector Accounting Standards Board
(PSASB). Further to this, the National Treasury issued a Circular Ref:
AG.3/83/1/Vol.VII (22) dated 11th May 2022 to all CECMs for Finance on
Year End Closing Procedures for Financial Year 2021/2022. According to this
Circular Part 3.15 (ix), County Governments are required to disclose in a note
to the financial statements, details of all pending bills, including the date,
beneficiary, description and amount and the reason why the amount was not
settled by the due date.

b) The CoB will continue to provide regular updates on the progress made on
settlement of eligible pending bills; and,

c) County Governments are to provide monthly payment plans for outstanding
pending bills which aim at settling the pending bills on a First-In First-Out
basis.




¢

Table 4.1: Payment of 30% June 2020 Audited Pending Bills by County
Governments as at 215 December 2022

Counfy Nawe | Eligible Pending Bills | Amount Paid so far | Balance Ineligible Pending Bills | Amount Paid so far | Balance Total Outstanding

Baringo 404,682,061 171,302,733 233370306 §7,709.448 - 37,109 448 191 088,754
Bomet 575277293 540,142,991 33,134,302 177,803,997 - 177,603 997 212,938,299
Bungoma 180,568,664 247,016,877 13,331,787 102,669,258 - 102,669,235 136,221,045
Busia 735,462,434 497,454,533 238,007,881 160,041,266 - 160,041,266 398,049,147
ElgeyoMarakwet 07,230,631 62,848,774 34.401,857 11651517 - 11,657,317 46,039,374
Eabu 376,983,675 189,645,683 §7,339,990 260,720,398 119,943,882 140,776,756 228,116,746
(anissa 1,173,876,512 622,602,867 551,173,645 4.428,629,128 - 4428 629,228 4979902,873
Homa Bay 325,179,684 186,039,857 39,140,127 400,219,060 - 400,219,060 639,359,187
Isiolo 963,669,236 562 336,466 101,332,710 208912399 - 208,912,392 610,243,169
Kajado 1,389,961,092 420,893,632 969,067,260 1,627,807,464 - 1,627,807 464 2,596,874,14
Kakamesa 1,198,949 826 1,015 335,470 183,594,356 151,246,426 9,507,390 24],5.39,035 425,033 392
Kericho 1,259,577 667 544,182,280 713,395,387 268911420 - 268911420 984,306,807
Fiambu 3,365,130 484 53,055,801 3,312,074,683 §81,170,421 36,081,899 25,088,522 4,137,163,203
ik 610,833,144 464,842,712 145,992,432 581,760,751 - 581,780,751 717,773,183
Kirnyaza 983,032,372 493,636,354 489375 818 404,719,011 - 494,719,011 084,094,829
Kisa 738,725,971 466,730,539 291 995,438 516,389,488 - 316,369,488 808,384,926
Kisumu 1,064 082,741 358,541,319 305341422 $17,392.020 - £17,392,020 1322933442
Kind 1,068,323,966 625,807,830 442,316,116 1,652,024,506 27,769.948 1,624 254 538 1066,770,674
Kwals 30,393,083 - 30,395,083 2929346192 - 029,346,202 1959,741,373
Ladipia 857,616,477 387,029,211 470,387,266 1,187.938976 137,228,268 1,050,710.708 | 1321297974
Lanm 166,052,981 163,862,932 2,190,049 126,554 441 99,256,363 271,298,076 20,488,125
Machakos 1,829,505,555 1,104322,827 725,182,728 519,735,508 - 519,755,508 1,244 .938,236
Makueni 300407 810 180,416,891 19,990,919 11,921 955 258,823,377 |- 246,901,622 |- 216,210,703
Mandera 195,606,061 195,606,061 - 11,731,110 - 211,7131110 21,5310
Marsabit 427,125,191 219,826,370 207,599,421 561,882,902 | 561,882,902 769,782,323
Meru 1,645,514,751 1,489,716,033 135,798,696 251,142,350 - 252,142,530 407,041,246
Migori 606,362,615 582,590,952 23,771,633 791,428,051 490,545,104 300,852,947 34,654,580
Mombasa 3629363378 2.228.797,144 1,400,368 434 173,639,125 - 173,639,723 1,674.208.159
Murang'a 391,589,896 488,702,066 102,887,830 1,683.941,778 5,291,985 1,675,649,793 1,778,537,623
Nairobi City 10,609,369,860 975251721 9634118139 75,142.481.171 - 75142480171 | 84776399310
Nakun 504,223 508 422,996,705 $1,128 803 309,433,561 309,435,561 390,664,364
Nandi 995,961,375 738,865,932 261,095,423 414863941 - 424,863,941 683,939,364
Narok 911,620,629 237,684,009 674,136,620 983,780,638 - 983,780,638 | 1,657.917,258
Nyamira 278,105,607 275,698,124 2407483 67438141 67,438,141 69,843,624
Nyandarua 1,104,557,249 434,771,239 669,780,010 49,222 118 - §49.221218 1,519,002,228
Nyed 471,332,318 455,817,132 21,514,566 20,307,236 - 20,507,256 42,001,822
Samburu 100,097,274 95476412 4,620,862 638,141,800 485,194,368 152,947 431 157,568,294
Siaya 239440377 211,364,138 17,876,439 69,732,233 . 69,732,233 97,608,674
Taita'Taveta 713,199,641 649,923,111 63,276,530 192,854,197 - 192,834,197 236,130,727
Tana River 394,862,915 139,064,907 455,198,008 1,663,178,3235 - 1,663,178.325 1,118,976,533
Tharaka -Nithi 619,348,506 396,653,397 222,695,109 244,280,602 - 244,289,602 466,984,711
Trans Nzola 619,607,036 349,360,530 70,246,526 372,066,151 - 372,066,151 442,310,677
Turkana 472,120,183 316,914,391 155,205,793 583,037,816 - 585,037,816 740,243,609
Uasin Gishu 494,813,441 453,581 311 41,233,730 140,036,169 125575115 14,481,054 55,714,784
Vikiza 1,278,738,001 §44.279.73 308,458,269 410,172,194 - 410,172,194 718,630,463
Wajr 329,022,136 - 329,022,136 1.335,524,264 - 4,335,524.264 4,664,346,400
West Pakot 673,361,710 607,434,712 65,926,998 153,836,323 16,516,318 137,320,207 203,147,205
Total 48,131,700,143 12,868,672,065|  25,137,028,078 108,052,703,970 1835034170 | 106217670790 | 131,334,699,869

Source of Data: Office of the Auditor General and Controller of Budget
4.3.2 Statutory Remittances

257.

Most of the County Governments owe money to the various pension funds

(LAPTRUST, LAPFUND and County Pension Fund) which have accumulated
over the years. Some County Governments are not reflecting these pension
liabilities in their pending bills stock hence posing a great risk that these liabilities
may not be prioritized for payment. There is need for the County Governments to
take stock of all the pension liabilities and ensure proper recording in the stock of
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County pending bills. In addition, Counties should pnontlz,e the settling of these
liabilities to ensure County staff do not retire without a pension.

4.4 Division of Revenue between the National and County
Governments

4.4.1 Performance of Shareable Revenue

258.  Ordinary revenue collected over the years has been below target except for
FY 2021/22 when the target was surpassed as indicated in Figure 4.5.

Figure 4.5: Estimates of Ordinary Revenue vs. Actual Revenue (Ksh trillion)
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Source of Data: National Treasury

4.4.2 Division of Revenue for FY 2023/24

259. Based on ordinary revenue projection of Ksh 2,571.2 billion in FY 2023/24,
Ksh 2,177.9 billion has been allocated to National Government, Ksh 385.4 billion
to County Governments as equitable revenue share to the two levels of
Government and Ksh 7.9 billion to the Equalization Fund. The allocation to County
Governments’ equitable revenue share of Ksh 385.4 billion in FY 2023/24 is
informed by the following prevailing circumstances:

a) The proposal to increase the equitable share to Ksh 385.4 billion in the FY
2023/24 is equivalent to 24.5 percent of the last audited accounts (Ksh.
1,573.42 billion for FY 2019/20) and as approved by Parliament. The proposed
allocation therefore meets the requirement of Article 203(2) of the
Constitution. This allocation of Ksh 385.4 billion represents 15.0 percent of the
projected revenue in the FY 2023/24 and is higher than the initial proposal of
Ksh 380.4 billion or 14.8 percent of projected revenue in the FY 2023/24 and
complies with the minimum allocation as per the requirements of Article
203(2) of the Constitution. This therefore implies there could be a resource gap
of Ksh 5.0 billion during the disbursement process.
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b)

c)

d)

17,

High level of debt financing, requirement in the contest of limited avenue to
financing from domestic and international financial markets.

Increased Government expenditure need relating to drought intervention,
fertilizer subsidy and the Hustlers Fund;

In the medium term, sharing of resources will be pegged on the financing
constraints and not on the budget. Availability of resources is key and it should
be remembered that National Treasury did not disburse Kshs 29.6 billion to
County Governments in the FY 2021/22 due to financial constraints. This
amount was however disbursed to the County Governments in FY 2022/23;
and

The fact that the National Government continues to solely bear shortfalls in
revenue in any given financial year while County Governments continue to
receive their full allocation despite the budget cuts affecting the National
Government entities.

Based on the proposal on the division of revenue, County Governments

will therefore receive a total of Ksh 385.4 billion in FY 2023/24 as equitable share
of revenue raised nationally (Table 4.2).

Table 4.2: County Governments’ Equitable Revenue Share (Ksh Million)

Budget ltem 2019/20  |2020/21  |2021/22  |2022/23  (2023/2
Baseline (i.e. allocation in the previous FY) 3140000 316500 316500  370,000{ 370,000
1. Adjustments for revenue growth 2,500 - 361000 - 15,000

2. Revenue Share (RMLF, Level-5 Hospital Grant,
Compensation for foregone user fees and
Rehabilitation of Village Polytechnics - - 174000 - -

Transfer of Library Services

425

Computed Equitable Revenue Share Allocation 316500 | 316500 | 370,000 370,000 385425

Source of Data: National Treasury

260. In addition to their proposed equitable share of revenue, County
Governments will receive the following additional conditional allocations:

e From the National Governments’ equitable revenue share, conditional
allocations amounting to Ksh 454 million for construction of county
headquarters and Ksh. 5.9 billion for leasing of medical equipment and Ksh
4.7 billion for the aggregated Industrial Parks programme (Table 4.3);

e Equalization Fund to the marginalized areas amounting to Ksh 7.9 billion;
and

e Ksh 33.2 billion from proceeds of external loans and grants.
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Table 4.3: Division of Revenue Raised Nationally for FYs 2020/21 — 2023/24
(Ksh Million)

Type/Level of allocation 2020/21 |2021/22 |2022/23 |2023/24
National Government 1,533,700 1,398,799| 1,764,516 2,177,867
Of Which

Leasing of Medical Equipment 6,205 7,205 5,200 5,862
Supplement for construction of County Headquarters 300 332 163 454
Aggregated Industrial Parks Programme 4,700
Equalization Fund 6,500 6,825 7,068 7,867
County Equitable share 316,500| 370,000 370,000 385,425
Total Shareahle revenue 1,856,700| 1,775,587| 2,141,585 2,571,159|

261. Table 4.4 shows the disaggregation of total proposed transfers to the
Counties.

Table 4.4: Disaggregation of County Governments’ Allocation (Ksh Million)

Type/Level of Allocation 2019/20 [2020/21  |2021/22  |2022/23  |2023/24
County Equitable Share 316500 | 316500 370,000 370000 38542
Additional conditional allocations, of which
Leasing of medical equipment 6,205 6,205 7,205 5,200 5,862
Supplement of construction of county headquaters 300 300 33 454 454
Aggregated Industrial Parks Programme 4,700
Allocations from loans and grants 3900( 30204 32334 3138 3,19
Total County Allocations 362,095 | 353,200 409871| 407,036 | 429,633

4.5 Horizontal Allocation of Revenue among the County
Governments FY 2023/24

262. Horizontal allocation of revenue among the County Governments for FY
2023/24 is based on the Third Basis, which was considered and approved by
Parliament in September, 2020. The third basis takes into account the following
parameters: Population (18 percent); Health Index (17 percent); Agriculture Index
(10 percent); Urban Index (5 percent); Poverty Index (14 percent); Land Area
Index (8 percent); Roads Index (8 percent); and Basic Share Index (20 percent).
The County Governments equitable shares for FY 2023/24 are as shown in Table
4.5.
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4.6 Intergovernmental Fiscal Transfers

263. Article 202 (2) of the Constitution provides that County Governments may
be given additional allocations from the National Government’s share of revenue,
either conditionally or unconditionally. Management of intergovernmental fiscal
transfers is provided in the PFM Act, 2012, its Regulations and National Treasury
Circular No. 8 of 2017 on “Guidelines for the Management of Intergovernmental
Fiscal Transfers in Kenya”. National Government ministries are responsible for
development of grant frameworks and conditions to be met by counties. The
Accounting Officers in the respective ministries are responsible for the review and
approval of financial and non-financial reports prior to submission to the National
Treasury.

4.6.1 Additional Allocations

264. InFY 2023/24, the National Treasury proposes to allocate Ksh 11.1 billion
as additional allocations (Conditional and Unconditional) from the National
Government share of revenue and Ksh 33.2 billion as additional allocations from
proceeds of loans and grants to County Governments. In order to operationalize
the national government’s programme on aggregated industrial parks, each county
government has been allocated Ksh 100 million as a conditional grant in FY
2023/24. This new conditional grant from the National Government’s share of
revenue translates to Ksh. 4.7 billion to all the 47 County Governments. The
additional conditional allocations are meant to support specific national policy
objectives to be implemented by County Governments. (Table 4.6).
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Table 4.6: Additional Allocations to County Governments for FY 2023/24

Additional Unconditional Allocations from the National Government Share

of revenue

Additional Allocation Amount in Ksh
Court Fines from County Legislations 108,660,979
Total 108,660,979
Additional Conditional Allocations from the National Government Share
of revenue

Construction of County Headquarters 454,000,000
Leasing of Medical Equipment 5,862.000,000
Aggregated Industrial Parks Programme 4,700,000,000

Total

11,016,000,000

Additional Conditional Allocations Financed from proceeds of loans and
grants from Development Partners for Financial Year 2023/24

Additional Allocation

Amount in Ksh

IDA (World Bank) credit (National Agricultural and Rural
Inclusive Growth Project (NARIGP)

3,150,000,000

IDA (World Bank) credit National Agricultural Value
Chain Development Project NAVCDP)

8,250,000,000

IDA (World Bank) - Kenya Climate Smart Agriculture

2,160,000,000

(Financing Locally- Led Climate Action (FLLoCA)
Program -County Climate Institutional Support (CCIS)
Grants

Project (KCSAP)

IDA (World Bank) credit: Water & Sanitation 5,350,000,000
Development Project

DANIDA Grant - Primary Health Care in Devolved 577,500,000
Context

IDA (World Bank) Credit 517,000,000

IDA (World Bank) Credit
(Financing Locally- Led Climate Action (FLLoCA)
Program — County Climate Resilience Investment Grant

6,187,500,000

Sweden- Agricultural Sector Development Support 72,797,253

Programme (ASDSP) IT

German Development Bank (KfW)- Drought Resilience 765,000,000

Programme in Northern Kenya (DRPNK)

World Bank - Emergency Locust Response Project (ELRP) | 2,302,630,288

World bank - Kenya Informal Settlement Improvement 3,269,530,746

Project (KISIP II)

Kenya Livestock Commercialization Project (KELCLOP) 344,300,000

Aquaculture Business Development Project (ABDP) 245,879,120

TOTAL 33,192,137,407

Source: The National Treasury
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4.6.2 Equalisation Fund

265. The Equalisation Fund is established under Article 204 of the Constitution
with an allocation of one-half percent of all revenue collected by the National
Government each year on the basis of most recently audited accounts of revenue
received as approved by the National Assembly. The Fund was initially
operationalized using guidelines on administration of Equalisation Fund published
in gazette notice No. 1711 of 13th March 2015. However, the High Court ruling
on petition No. 272/2016 on 5th November, 2019 quashed the guidelines. This in
effect disbanded the Equalisation Fund Advisory Board (EFAB) and stopped any
further expenditures from the Equalisation Fund.

266. In line with the High Court ruling, the National Treasury through a multi-
agency committee developed the PFM (Equalisation Fund Administration)
Regulations 2021 which were approved by Parliament in October 2021. The
Regulations provide for: (i) guidance on the administration and management of the
Equalisation Fund; (ii) the completion of ongoing projects under the first policy;
and (iii) implementation of new projects under the second policy and subsequent
policies.

267. The Equalisation Fund Advisory Board has now been fully constituted in
accordance with Regulations 4 and 5 of the PFM (Equalisation Fund
Administration) Regulations 2021. The Board is currently working to implement
the Regulations and ensure completion of projects as identified by the first policy
and the implementation of programmes in the second and subsequent policies.

4.7 Emerging Issues and Policy Interventions

4.7.1 Transfer of Functions and Cooperation between National and
County Governments

268. Articles 187 and 189 of the Constitution provides for the transfer of
functions and powers between levels of Government as well as cooperation
between the National and County Governments. To operationalize these
provisions, Parliament enacted the Intergovernmental Relations Act (IGRA), 2012
to establish a framework for consultation and cooperation between the National
and County Governments and amongst County Governments. The IGRA also
provides for the mechanisms for the resolution of intergovernmental disputes
pursuant to Articles 6 and 189 of the Constitution, and for connected purposes.

269. In order to bring clarity on transfer of functions and cooperation between
and amongst either level of Government, the National Treasury in collaboration
with other stakeholders is in the process of developing a legislation for
operationalization of Articles 187 and 189. The draft amendment bill to the PFM
Act, 2012 is currently being processed for submission to the public for comments.
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In addition to the amendment bill, the National Treasury in collaboration with other
stakeholders will develop the relevant policy to anchor the legislation.

270. The enactment of this law by Parliament will facilitate the financing of
transferred functions and cooperation between the two levels of Governments. It
will also provide for cooperation among counties that intend to implement inter-
county projects.

4.7.2 Integrated County Governments Revenue Management System

271. The County Governments continue to use unintegrated revenue
management systems with high administrative costs and revenue leakages. There
is need therefore to fast track the development and implementation of the integrated
County Governments revenue management system to ensure that the County
Governments use a uniform system that seals revenue leakages and provides value
for money invested in it.

4.7.3 Sharing of Mineral Royalty Revenue with County Governments
and Communities

272. The Mining Act 2016 provides for the sharing of revenues arising from
mineral royalties amongst the National Government, beneficiary counties and
communities. Whereas a framework for sharing of the mineral royalty revenue
among the National Government, County Governments and communities was
developed, the Attorney General’s office advised that there was need to develop
the regulations to the Act to provide the mechanism for the transfer of these mineral

royalties to the communities.

273. In this regard, the Cabinet Secretary, Ministry of Mining, Blue Economy
and Maritime Affairs has already constituted a taskforce to develop the regulations
that will unlock the disbursement of revenue from mineral royalties to the
communities as envisaged by the Mining Act 2016. In addition, the National
Treasury is proposing for the allocation and disbursement of mineral royalties due
to the County Governments to be provided through the County Governments
Additional Allocations Act as an unconditional grant.

4.7.4 Transfer of the Library Services Function

274. Even though library is a devolved function, the attendant pay roll of
approximately Ksh. 425 million has not yet been transferred to the County
Governments. Library Services being a devolved function under the Fourth
Schedule of the Constitution, the attendant resources should be disbursed to
County Governments as equitable share. For the first three FY's, this amount will
be included in the equitable share allocation for the 33 County Governments
starting from FY 2023/24 in a phased approach: - 100% for FY 2023/24, 75% for
FY 2024/25 (balance of 25% to be shared as equitable share) and 25% for FY
2025/26 (balance of 75% to be shared as equitable share). However, after the three
FYs, the 33 County Governments will be required to integrate the salaries of these
staff into their pay roll, after which the entire Ksh 425 million will be available for

76 E 2023 Budget Policy Statement




sharing as equitable share among the 47 County Governments. This is in line with
the constitutional principle of transferring resources to devolved functions.

4.7.5 Revenue from Court Fines emanating from County Legislation

275. During its 17th Ordinary Session held on 3lIst May, 2022,
Intergovernmental Budget and Economic Council (IBEC) considered and adopted
a report and a framework for sharing the funds arising from the contravention of
county Government legislation. The report showed that funds raised from
contravention of County Legislation are retained by the Judiciary and transferred
to the National Treasury. The County Governments had proposed the sharing of
fines and penalties collected by the courts as Own Source Revenue (OSR) for the
County Governments. It was noted however, that the current legal regime requires
that all revenue collected by the Judiciary be sent to the Consolidated Fund. The
Council had therefore proposed that such monies arising from County legislation
be transferred back to counties.

276. 1t is against this backdrop that the IBEC Legal Committee was tasked with
the responsibility of developing a framework to enable transfer of funds emanating
from court fines relating to county legislation from the exchequer to the County
Revenue Funds. Following the adoption of the framework, the National Treasury
wrote to the Attorney General requesting for gazettement of the approved
framework for collection and transfer of court fines imposed under county
legislation from the National Government to the County Governments.

277. The Attorney General on his part advised that what the framework
envisages to be achieved can only be done by way of appropriation or by enactment
of an Act of Parliament specifically excluding the fines and penalties raised from
contravention of county legislation from Consolidated Fund and Payable to the
County Revenue Fund. In this regard, the National Treasury is proposing to
exclude the court fines emanating from contravention of County Government
legislation from the Consolidated Fund using the County Governments Additional
Allocations Act. If this proposal is adopted by Parliament, Ksh. 108.7 million
emanating from contravention of County Government legislation will be
transferred to the ten County Governments whose laws were contravened in the
FY 2023/24. This amount consists of court fines raised in the FY 2019/20, 2020/21
and 2021/22.

4.7.6 County Governments Public Finance Management

278. The National Treasury in the financial year 2022/2023 through a Multi-
Agency Taskforce identified challenges faced by County Governments in the
management of public finance. These challenges include weak linkage between
planning and budget formulation, high outstanding pending bills, low development
budget absorption, under-performance in own-source revenue, failure to use the
prescribed financial systems (such as IFMIS, IPPD among others), non-adherence
to fiscal responsibility principles, pilferage of public resources, inadequate
understanding of the Office of the Controller of Budget’s role in approval of county
requisitions, high wage bill, weaknesses in human resource management, weak
oversight by County Assembly and a weakened internal audit function among
others.
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279.  The Task Force proposed measures to address these challenges including:
development of a national legislation on planning to guide planning at both levels
of Governments; integration of national and county planning; development of a
national resource mobilization strategy; operationalization of all IFMIS modules
including pending bills, accounts receivables; monitoring and evaluation;
development of a standardized framework for assets valuation in counties; fast-
tracking the processing of Auditor General’s reports in the County Assemblies and
the Senate to strengthen oversight in the management of public finance functions
in counties; customization of human resource policies by the Ministry of Public
Service in consultation with the Public Service Commission , IGRTC and County
Governments; amendment of various Sections of PFMA, 2012 and continuous
capacity building of County Governments officials on all PFM related areas.

280.  Going forward, the National Treasury together with the relevant institutions
will implement the Taskforce’s recommendations on County Governments public
finance management with a view to resolving some of these challenges in order to
improve public finance management in County Governments to foster and promote
success in the devolved system of governance in the country.
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ANNEX 1: ADHERENCE TO FISCAL RESPONSIBILITY
PRINCIPLES

In line with the Constitution, the Public Finance Management (PFM) Act, 2012,
the PFM (National Government) Regulations, 2015 and in keeping with prudent
and transparent management of public resources, the Government has adhered to
the fiscal responsibility principles as set out in the statute as follows (Table 1):

Table 1: Performance of Fiscal Responsibility Indicators

FY202001|  FYaoni2 FY 2022123 FY 2023024 FY 2024/25 FY 2025126 FY 2026027
Revised ~ Prel Supp!
Prel Actual| Budget  Actual | Budget {Budget| BROP'22|BPS 23| BROP22| BPS'23| BROP 22| BPS 23 BROP22] BPS'23
Ksh. Billons

1.0 Total Expendiure & Met Lending 2169 3286| 3028| 3399) 394| 3641| 3p63| 3970 3%02| 44M 4458 504 5000
1.1 Total Miristerial National Gowt Expenses tpta|  otms| 1981|2156 2463) 228¢) 2309| 25%2| 281| 28%| 2895| kM| 32
Total Recurest 108 221| 21| 23| 2365| 2440 2476| 2668| 26%0| 29%6| 2087 33| 3%
CFS {rierest & Pensions) 61 w3l 77 seo| ees|  ser| 9o1| 10s8| 1080 1.455) 1457{ 1281] 1276
Ministerial Recurrent 111 1464] 1409) 1404| 1407| 1473| 1485] 1610| 1610 1781 1781 2410 2409
ofWages & Salaries 9 5| 50| 57| 40| 60D| 60| B45| 48] 03| 703 95| 95
Wages as % National Government Revenues/f asul  omsnl mow| 27| 25| 208u| 20.0%| 226%| 26%| 25%| 20.5%| 249%) %%
Development 50 0| sl ol eer| e[ sd4| em| 92| 1093 1M5] 11%2| 11%0
Development as % Ministerial NG expenditures soo%|  sooml 28| sagu| d08%| 358%| 35T 64%| G69%| J00%| %85k Jefk| 361
12 Counly Aocafon 399 ol m| 7| w6l 7| 40| 47| 48] w2| 43| S| 52
Equilable share 46 | w0l | 40| 0| 35| 0| 81| 45| 406) SME| 5
Conditional Grants 5 H 12 mon n 4 apoou wow wmoow
2.0 Tofal Revenues 1,804 20| 2200 2462| 25| 20%8| 2895| 3231) 32| 36N 1670 41%) 419
3.0 Total National Govesrment Revenues (ncl. A-+A) wst|  1gm| 1m9| 20| 24%| 25i8| 2509) 2851| 2850 3265| 264\ Ig61| 3680
40 Nafional Govermmart Domesfic Borrowing {nef) 627 oos| 60s| o6 4| aer| 52| 50| 6f2) 585|608 63| 656

Source: The National Treasury

a) A minimum of 30 percent of the national Government’s budget allocated
to the development expenditure over the medium term.

Consistent with the requirements of the law, the National Government’s allocation
to development expenditures has been above the 30 percent of its Ministerial
expenditures. In the FY 2021/22, development expenditures as a total expenditure
was 32.0 percent meeting the set threshold. In the fiscal outlays presented in this
BPS, the National Government continues to observe this requirement. The
allocation to development expenditures is projected to increase to 35.7 percent in
the FY 2023/24 and remain above the recommended threshold over the medium
term as shown in Figure 1 and Table 1.
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Figure 1: Development Expenditures as a Percent of Total National
Government Budget
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b) The National Government’s expenditure on wages and benefits for its
employees not to exceed 35 percent of the national Government equitable

share of the revenue.

The law requires that the National Government’s expenditure on the compensation
of employees (including benefits and allowances) shall not exceed 35 percent of
the National Government’s equitable share of the revenue raised nationally plus
other revenues generated by the National Government pursuant to Article 209 (4)
of the Constitution. In conformity to this regulation, the National Government
share of wages and benefits to revenues was 28.0 percent in the FY 2021/22, and
is projected at 25.3 percent in the FY 2022/23, and to further decline to 24.9 percent
by FY 2026/27 (Figure 2).

Figure 2: Wages as a Percentage of National Government Revenues
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¢) Over the medium term, the National Government’s borrowings shall be
used only for the purpose of financing development expenditure and not
for recurrent expenditure.

The Government is committed and continues to adhere to the principle as per the
PFM Act section 15(2) (c¢) which requires that national Government's borrowed
resources be used only for purposes of financing development and not for recurrent
expenditure. In the FY 2021/22, a total of Ksh 540.1 billion was spent on
development expenditure. This amount is projected to increase to Ksh 605.1 billion
in FY 2022/23, Ksh 769.3 billion in FY 2023/24 and Ksh 1,147.7 billion over the
medium term.

d) Public debt and obligations shall be maintained at a sustainable level as
approved by Parliament for National Government

The National Treasury raises resources through borrowing to finance development
projects as approved by parliament in the National budget as per the PFM Act
Section 15(2) (c) principle of ensuring that the national Government's borrowings
is used only for purposes of financing development expenditure and not for
recurrent expenditure.

The PFM Act requires that the National Treasury maintains public debt and
obligations at sustainable levels at all times. Kenya’s debt remains sustainable but
categorized as facing high risk of debt distress (IMF Country Report No. 22/383).
As shown in Table 2, the Present Value (PV) of external debt-to-export and Public
and Publicly Guaranteed (PPG) of debt-service-to-exports indicators remain above
the thresholds over the medium-term projection period. However, compared to the
last DSA assessment, the PV of external debt to exports has improved due to faster
recovery of the tourism sector and the boost to exports as a result of higher export
prices in 2022.

Table 2: External Debt Sustainability Analysis

Indicators . Thresholds * 2028 = 2022 "’~ -Lf;;{"'*’fi LERE 2RI '_'«‘f:.U.:'-.'-'-'?'
PV of debt—to-GDP ratio 40 274 | 266 |268 |261 [256 |251
PV of debt-to-exports ratio 180 256.1 | 221.5 | 208.6 195.9 186.5 179.8
PPG Debt service-to-exports 15 235 22.6 20.5 29.6 21.2 19.2
ratio
PPG Debt service-to-revenue | 18 15.3 15.7 15.2 22.3 16.5 15.2
Ir_atio
* Projection

Source: IMF Country Report No. 22/383, December 2022

The PV of total public debt to GDP ratio remains above the 55 percent benchmark

until 2025 as shown in Table 3.
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As the economy recover from global shocks and fiscal consolidation continues,
Kenya’s debt indicators are expected to improve. However, Kenya debt
sustainability is vulnerable to exogenous shocks e.g., export and exchange rate.

e) Fiscal risks shall be managed prudently

Kenya’s risk remains high due to volatile international commodity prices, tighter
external financing conditions, elevated inflation and continued drought. The
Government continues to respond to these adverse impacts through fiscal measures
such as fertilizer subsidy and provision of certified seeds to farmers to enhance
agricultural productivity. In addition, the Government will continue with the fiscal
consolidation programme which is expected to reduce debt vulnerabilities and
ensure a stronger debt sustainability position going forward. To manage fiscal risks
prudently as required, the Government has improved its macroeconomic forecasts
and regularly reviews the impact of macroeconomic projections and their
implications on the budget. Potential fiscal risks arising from contingent liabilities,
including from Public Private Partnership projects among others are taken into
account and a contingency provision made to cushion the economy from
unforeseeable shocks. Further, the recently established Fiscal Risk Committee will
play a key role in identification, quantification and management of fiscal risks
going forward.

f) A reasonable degree of predictability with respect to the level of tax rates
and tax bases shall be maintained, taking into account any tax reforms
that may be made in the future

On the principle of maintaining a reasonable degree of predictability with respect
to the level of tax rates and tax bases, the National Tax Policy that is being finalised
will guide tax reforms and ensure certainty in taxation. Further, the Government
continues to carry out tax reforms through modernizing and simplifying tax laws
in order to lock in predictability and enhance compliance within the tax system.
Further, the Government is in the process of developing a Medium-Term Revenue
Strategy (MTRS) that will outline revenue-raising tax policy and administrative
reforms to be undertaken over the medium-term.

The Government will continue to maintain stable tax rates and build confidence in
the Kenyan tax system, enhance compliance and improve predictability while
improving tax administration. The Government will also use tax policy initiatives
to address areas where the tax base has been eroded, to strengthen revenue
mobilization.
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ANNEX 2: STATEMENT OF SPECIFIC F ISCAL RISKS
Introduction

1. The Kenyan economic growth recovered from the effects of COVID-19
pandemic to record a growth of 7.5 percent in 2021 from a contraction of 0.3
percent in 2020. Growth momentum was disrupted in 2022 by multiple shocks
including a severe drought that affected most parts of the Country and the Russia-
Ukraine conflict that has seen disruption in global trade with increased fuel,
fertiliser, and food prices. The economy is projected to rebound and grow by 6.1
percent in 2023 from the estimated growth of 5.5 percent in 2022. There are
however, downside risks to the macroeconomic outlook envisaged in this 2023
BPS emanating from domestic as well as external shocks.

2. For prudent management of risks, the PFM Act, 2012 requires the preparation
of a “Statement of Fiscal Risks. Thus, this section provides an assessment of fiscal
risks that the Kenyan economy is exposed to that may affect the achievement of
the macroeconomic targets and objectives detailed in this BPS. The fiscal risks
arise from assumptions that underlie fiscal projections, the dynamics of public
debt, and operations of state corporations, contingent liabilities, financial sector
vulnerabilities and natural risks. Emergence of these risks could make it difficult
for the Government to actualize and sustain macroeconomic policies detailed in
this BPS. Thus, this section also details the measures that the Government is
implementing to mitigate such risks.

Risk in Changes in Macroeconomic Assumptions

3. Macroeconomic variables play a key role in the formulation of the budget. The
Kenyan economy is estimated to have grown by 5.5 percent in 2022 and is
projected to grow by 6.1 percent in 2023 and maintain that momentum over the
medium-term. Inflation rate is expected to gradually ease towards the Government
target range while the external sector is expected to remain stable despite the tight
global financial conditions. The macroeconomic projections in this BPS may be
altered by the uncertainties in the economy as a result of the projected global
economic slowdown and volatile financial markets. The unexpected changes in
these outcomes may pose risks to both revenue and expenditure as projected. Table
1 summarizes the likely impact of changes in the 2023 BPS outcomes on the fiscal
projections.

Table 1: Fiscal Sensitivity to Key Macroeconomic Variables, FY 2023/24 —
2026/27 (Ksh billion)

Revenue Expenditures Budget Balance

2023124 | 2024725 | 202526 | 2026/27 | 2023124 | 2024725 | 2023126 | 2026/27 | 2023/24 | 2024725 | 2025026 | 2026/27
Reduction in real GDP (%) by 1.0
% point -112 | -125 | -138 -154 6.1 -6.8 1.6 -1.6 5.1 -5.7 6.2 -6.9
Increzsz in inflation rate (*6) by
1.0 %: Point 11.2 125 13.8 15.4 6.4 7.1 8.0 8.0 4.3 54 5.9 6.6
Depreciation in exchange rale
(Ksh/USS) by 10% 20.3 22.6 243 27.2 18 30 33 i3 173 19.6 20.9 235
Increase in valuz of imported
soods (USS) by 10% 12.1 -13 -14 -1.6 0.0 0.0 0.0 0.0 12.1 -1.3 -1.4 -1.6
Al shocks Combined 33.6 111 22.7 254 3.1 34 37 37 30.5 17.7 19.0 214

Source of Data: National Treasury
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4. Stress test (Table 1) shows that if the projected real GDP growth in 2023 was
to reduce by one percent (from 6.1 percent to 5.1 percent), revenues would decline
by 11.2 billion more than the decline in expenditure by Ksh 6.1 billion resulting to
an increase in fiscal deficit of 5.1 billion in FY 2023/24. Going forward, this shock
would result to a decline in revenues and expenditures of Ksh 12.5 billion and Ksh
6.8 billion in FY 2024/25, Ksh 13.8 billion and Ksh 7.6 billion in FY 2025/26 and
Ksh 15.4 billion and Ksh 7.6 billion in FY 2026/27, respectively. The fiscal deficit
would worsen as we move from FY 2023/24 towards FY 2026/27.

5. A shock of a one percent increase in the projected inflation rate for 2023, from
6.5 percent to 7.5 percent, would result in an increase in revenues and expenditures
by Ksh 11.2 billion and Ksh 6.4 billion respectively in FY 2023/24, reducing the
projected fiscal deficit by Ksh 4.8 billion. Revenues and expenditures would also
increase by Ksh 12.5 billion and Ksh 7.1 billion in FY 2024/25, Ksh 13.8 billion
and Ksh 8.0 billion in FY 2025/26 and Ksh 15.4 billion and Ksh 8.0 billion in FY
2026/27, respectively. This would further decline the fiscal deficit by Ksh 6.6

billion in FY 2026/27.

6. A 10 percent depreciation of the Kenya shilling to the dollar would increase
revenues and expenditures by Ksh 20.3 billion and Ksh 2.8 billion respectively in
FY 2023/24 thereby reducing the projected fiscal deficit by Ksh 17.5 billion.
Subsequently in FY 2024/25, FY 2025/26 and FY 2026/27 revenues would
increase by Ksh 22.6 billion, Ksh 24.3 billion and Ksh 27.2 billion respectively
while expenditures would increase by Ksh 3.0 billion, Ksh 3.3 billion and Ksh 3.3
billion respectively. Fiscal deficit would reduce by Ksh 19.6 billion, Ksh 20.9
billion and Ksh 23.5 billion over the same period.

7. A shock of 10 percent increase in the value of imported goods would increase
revenues by Ksh 12.1 billion in FY 2023/24, and then decline by Ksh 1.3 billion,
Ksh 1.4 billion and Ksh 1.6 billion in FY 2024/25, FY 2025/26, and FY 2026/27
respectively. The shock would not significantly affect expenditures in the outer
years.

8. Overall, if all the four shocks were to hit the economy concurrently, revenues
would increase by Ksh 33.6 billion, Ksh 21.1 billion, Ksh 22.7 billion and Ksh
254 billion in FY 2023/24, FY 2024/25, FY 2025/26, and FY 2026/27
respectively. On the other hand, expenditure would increase by Ksh 3.1 billion,
Ksh 3.4 billion, Ksh 3.7 billion and Ksh 3.7 billion over the same period. The
combined shocks reduce the fiscal deficit more in the FY 2023/24. On net basis,
the fiscal deficit would decline by Ksh 30.5 billion in FY 2023/24 and Ksh 21.4

billion by FY 2026/27.
Assessment of Past Forecast Accuracy of Underlying Assumptions and
Budgetary Aggregates

9. Overall, the macroeconomic assumptions underlying the recent budgets and
actual budget outturn have generally been below target with minimal deviations as

shown in Figure 1.

841 2023 Budget Policy Statement




Figure 1: Deviations in Macroeconomic and Fiscal Aggregates
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10. Over the period 2018/19-2021/22, the average deviation between the assumed
and provisional actual real GDP growth rates was -0.7 percentage point with a
standard deviation of 0.9 percentage point. With respect to inflation assumptions,
the standard deviation was at 0.8 percentage point over the four years, with the
largest deviation being recorded in FY 2021/22 at 1.4 percent mainly due to the
unanticipated inflationary pressures resulting from the adverse effects of the
Russia-Ukraine conflict (Table 2). Due to the strong dollar, the exchange rate to
the Kenya shilling like all world currencies weakened to Ksh 114.1in FY 2021/22
compared to Ksh 107.6 in FY 2020/21.

11. The actual performance of fiscal aggregates against their targets was mainly
below target. Total revenue between FY 2018/19 and FY 2020/21 fell short of its
target mainly on account of underperformance in ordinary revenue. However,
revenues were above target by Ksh 7.9 billion in FY 2021/22 with the ordinary
revenues recording an over performance of Ksh 66.4 billion. The average deviation
of total expenditure and net lending between FY 2018/19 and FY 2021/22 was an
underspending of Ksh 182.5 billion. This shortfall was mainly due to lower
absorption in development expenditures by Ksh 92.5 billion.

12. The lower-than-projected spending on development expenditure poses a risk
to the fiscal program, going forward. In order to prevent this risk from
materializing and improve efficiency of public investments, the National Treasury

—
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froze initiation of new capital projects until the completion of the ongoing ones.
The Public Investment Management Unit will ensure that all capital projects are
planned, appraised and evaluated before funds are finally committed in the budget.

Table 2: Deviations in Macroeconomic and Fiscal Aggregates
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13. The Kenyan economy recovered from the effects of COVID-19 Pandemic to
register a growth of 6.5 percent in the FY 2021/22 from a growth of 3.6 percent in
FY 2020/21. The economy is projected to slow down to 5.8 percent in FY 2022/23
with a 95 percent confidence level ranging between 8.1 percent and 3.6 percent at
0.9 percent standard deviation. The slowdown in growth is due to the multiple
shocks that affected the economy in the second half of 2022. The economy is
projected to improve and grow by 6.1 percent in FY 2023/24 and at a growth range
of around 8.4 percent and 3.9 percent using the same standard deviation at 95
percent confidence interval (Figure 2).

14. There is a 95 percent chance that the forecasted total revenue of Ksh 2,512.7
billion in FY 2022/23 will be within the actual revenue range of Ksh 2,990.6 billion
and Ksh 2,034.7 billion and a 50 percent possibility between Ksh 2,678.5 billion
and Ksh 2,346.9 billion with a standard deviation of Ksh 226.3 billion. The
Projected revenue of 2,897.7 billion for FY 2023/24 will fall at an actual range of
Ksh 3,375.6 billion and Ksh 2,419.8 billion at 95 percent confidence interval.

15. The forecasted expenditure of Ksh 3,390.0 billion in FY 2022/23 has a 95
percent chance to range between Ksh 3,708.1 billion and Ksh 3,071.8 billion with
a 193.0 billion standard deviations. The expenditure is projected to increase further
in FY 2023/24 to Ksh 3,641.0 billion and to range between Ksh 3,959.2 and Ksh
3,322.8 billion at 95 percent confidence interval. The fiscal deficit at a standard
deviation of 163.6 billion, will therefore fall between Ksh 931.8 billion and Ksh
458.6 billion in FY 2023/24 at a 95 percent confidence interval.
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SPECIFIC FISCAL RISKS

16. This section covers specific fiscal risk that Kenya faces and elevates the
importance of effective risk management. The specific fiscal risks include:

a) Fiscal Risks Associated with Public Debt,
b) Crystallization of Contingent Liabilities;
c¢) Fiscal Risks Related to Devolution; and
d) Other fiscal risks.

a) Fiseal Risk Associated with Public Debt

17. Performance of the economy has a direct correlation with the debt
sustainability. Poor performance of the economy deteriorates the debt indicators
thus unsustainability while the reverse is true. However, the Government strategy
to revive the economy and its commitment to fiscal consolidation will lead to
improvement of the debt ratios.

18. Market pressures due to war in Ukraine and the monetary tightening in the
USA and Europe have limited access to international market. The inflation rates
have led to high interest rates and this has hindered the Government in performing
liability management operation on its debt portfolio. However, the Government
will continue to monitor the financial conditions before performing any liability
management operations whose aim is to lengthen the maturity structure and reduce
the refinancing risks in the debt portfolio. Limited access coupled with illiquid
international market may hinder the Government’s plan to refinance the 2024
sovereign bond maturities. Governments to strategize for alternatives to avoid
defaults. The on-going implementation of reforms in the domestic debt market are
aimed at improving efficiency and deepen the market to cushion the Government
against the downsides of the risks stemming from external factors.
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19. The risk of continuous increase in the cost of debt service as a result of Kenya
Shilling depreciating against major currencies as 50 percent of the debt portfolio is
from external sources. The rising interest rates both in the domestic and external
market has an implication on the Governments' overall debt service. A large
proportion of revenue will be used to service debt while denying Kenyans other
priority expenditures. Uncertainty in the movement of interest rates have led to
contraction of new debt on short term maturities thus increasing the refinancing
risk.

20. Government’s exposure to fiscal risks and contingent liabilities arising from
State Owned Enterprises are recorded off balance sheet. Materialization of these

liabilities may pose severe fiscal difficulties in the budget year. The Government

will continue monitoring the liabilities and will be able to mitigate the risk before
they materialize.

b) Crystallization of Contingent Liabilities

21. Contingent liabilities are potential liabilities that may occur depending on the
outcome of uncertain future events. They are not reflected in the BPS financial
position but are adequately disclosed. However, a contingent liability is only
recorded in the financial statements if the contingency is probable and the amount
of the liability can reasonably be estimated. Contingent liability can be explicit or
implicit. Explicit contingent liabilities are specific Government obligations
established by law or a contract authorized by law. The Government is legally
mandated to settle such an obligation when it becomes due. On the other hand,
implicit contingent liabilities represent a moral obligation or expected burden for
the Government not in the legal sense but based on public expectations and
political intervention.

22. Contingent liabilities are frequently not recorded directly in the budget and
thus are not subjected to” budgetary oversight. These could lead to poor
quantification of Contingent Liabilities and the possibility of large unplanned
expenditures if the guarantee crystallizes. The Government will monitor these
contingent liabilities to avoid fiscal difficulties in the budget year in the event they
materialize in State Corporations/State Owned Enterprises (SOEs)

i.  State Corporations/State Owned Enterprises (SOEs)

23. State Corporations can be a major source of fiscal risk to public finances if
they underperform financially. While Government has a stake in state-owned
enterprises and other Government investments in public companies, its contractual
obligations may be limited. However, due to the strategic nature of those state-
owned enterprises and public companies given the national interest and the overall
impact of their failure on the economy, the Government may be morally obligated
to bail out those state-owned enterprises and public companies in financial distress.
This may pose serious fiscal risk and challenge to budget implementation.

24. Further, Government may be required from time to time to provide budgetary
allocations for Government of Kenya strategic investments, subscriptions, equity
participation and other financial support. The Government has already received
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requests from Regional, International Bodies and other Government Linked
Corporations for financial support for GOK strategic investments, subscriptions,
equity participation and other financial support.

25. The total outstanding Government guaranteed debt to SOEs and Government
linked entities amounted to Ksh 1,081.8 billion as of 30" June, 2022. This includes:
Direct GoK loans of Ksh 120.8 billion, on-lent foreign loans of Ksh 796.0 billion
and Direct commercial domestic loans of Kshs. 165.1 billion, SOEs also had a
contingent liability of Ksh 135.6 billion.

26. Debt stricken state corporations constitute a potential source of fiscal risk.
However, the Government is cautious in issuance of guarantees and other support
measures to state corporations upon such requests. However, as the principal owner -
of all State Corporations the Government is the natural underwriter of the risks
they face. During the review period FY 2022/23 the stock of risk exposure is
estimated to be Ksh 2,751.8 billion, where Ksh 2,661.1 billion is from SOEs, and
90.6 billion is from Government linked Corporations (GLCs).

27. In order to mitigate the fiscal risks among the State Corporations or State-
Owned Enterprises, the Government:

1. Has established a High-Level Fiscal Risk Committee (FRC) at the National
Treasury with a view of identifying, evaluating, and reporting and to a deeper
extent proposing strategies for mitigating and tackling the same.

1. Will strengthen corporate governance of State Corporations through the
Mwongozo guidelines and subsequent training in the area of governance. This
will involve establishment and operationalization of audit committees and risk
management frameworks for Government entities including State
Corporations;

iii. Will utilize the Government Information Management Information System
(GIMIS) to oversight SOEs by ensuring the Government has comprehensive
and consolidated data on SOEs to ensure timely identification, monitoring,
mitigation, and reporting of fiscal risks from SOEs. More modules are being
inbuilt to have a better chance of arresting fiscal risks in SOEs before they
materialize; and

iv. Will restructure State Corporations/State Owned Enterprises (SOEs) through
amendment to State owned Enterprises (SOE) privatization Act 2005 aimed at
reducing demand for Government resources and facilitate privatization of
SOEs.

ii. Public Private Partnerships (PPP) Projects

28. The Government has identified a number of key sectors including water,
housing, roads, trade and industry in which it wishes to work with the private sector
through the Public Private Partnerships framework. The PPP Directorate envisages
mobilizing Ksh 50 billion within the FY 2023/24, based on the current projects in
the PPP pipeline. To achieve this, all projects will be screened for commercial
viability as PPPs, before being considered for implementation within the National
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Budget. Accordingly, the sectors of focus that the PPP Directorate will be looking
for private capital, are in:

a. The Water sector - The Government intends to roll out water and irrigation
projects in the next five years working together with the private sector. The
National Treasury in collaboration with the Ministry of Water, has already
identified major dams which will be launched for procurement through the PPP
Model.

b. The Housing sector - There exists a deficit of approximately 2 million units of
housing stock. The Government plans to work the private sector to raise
production from the current rate of 50,000 to 200,000 units a year in order to
reduce the deficit. In the PPP arrangement, the Government will provide land
and bulk infrastructure such as water, sewer and power to reduce the cost of
housing production and to ensure affordability of houses to the bottom of the
pyramid.

c. Roads sector - The Government plans mobilize private sector resources to
develop and expand key trunk networks in the country, in particular, the
Mombasa - Nairobi — Malaba road corridor. This is intended to alleviate
congestion, improve safety and enhance connectivity to boost trade and
investment.

d. Trade and Industry sector - The Government plans to use the PPP model to
deliver industrial parks and Special Economic zones across the country. In this
arrangement, the Government will provide the private sector with appropriate
land and create necessary incentives, through fiscal tax measures and special
power tariffs, to stimulate private sector investment into SEZs.

e. Energy Sector — Transmission Lines: The Government of Kenya in partnership
with Africa50 through a PPP framework intends to pilot transmission line PPPs
by way of the financing, design, construction, operation and maintenance of
the 400KV, 165km - Loosuk — Lessos Transmission Line and the 220KV,
72km — Kisumu-Musaga Transmission Line. The Project will also incorporate
associated infrastructure such as electricity substations.

There are potential fiscal risks stemming from the Public Private Partnership (PPP)
Projects including possible breaching of contract obligations, unfunded additional
obligations and those stemming from movements in inflation and exchange rate.
To mitigate these risks, the Government will reduce implementation bureaucracy,
strengthens PPP institutions, improve governance, promote the framework for
balancing risk with affordability and value for money, while guaranteeing rapid
service delivery through cutting down execution timelines, and promoting local
content for greater national value capture in PPPs. The PPP Directorate will be at
the centre of PPP programme design and implementation going forward, and will
play a central role in public investment programming and design, alongside the
Public Investment Management function at the National Treasury.
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iili. Pension Liabilities

29. The Government has made a strong commitment to social protection across
the population. Included in the plan is a pension arrangement that covers the
workforce in both formal and informal payrolls. Of those in formal employment, a
majority of them serve in the public service and their pension is administered under
the broad framework of the Public Service Pension Scheme (PSPS) in the Pensions
Department of the National Treasury. The benefits accrued under the Scheme are
therefore budgeted for and drawn directly from the Consolidated Funds Services
(CFS). With the increasing number of retired officers, dependants, and the
increased life expectancy rate, the pension wage bill has been rising exponentially
posing a fiscal risk.

30. In the FY 2021/22, the Government allocated Ksh 120 billion to the Defined
Benefit Pension Scheme. The Government increased the budget allocation to the
scheme from Ksh 120 billion to Ksh 146 billion in the FY 2022/23 to reduce the
fiscal risk associated with the unexpected increase in pension payment. The
Government plans to further increase allocation to the scheme in the FY 2023/24
and over the medium term as shown in Table 3. To further mitigate the fiscal risk,
the Government will ensure timely remittance of the required contribution to
defined contribution schemes to reduce possible litigation costs and encourage
appropriate investment choices.

Table 3: GoK Contribution to PSSS FY 2023/24 to FY 2027/28

Financial | PSPS Projected PSSS Projected Total
Year Payments GOK contributions (Ksh Millions)
(Ksh million) (Ksh million)

2023/2024 | 163,529,546,177 28,464,677,993 191,994,224,170
2024/2025 | 179,858,290,795 31,311,145,793 211,169,436,588
2025/2026 | 183,819,909,875 34,442,260,372 218,262,170,247
2026/2027 | 188,413,369,604 37,886,486,409 226,299,856,013
2027/2028 | 191,008,609,713 41,675,135,050 232,683,744,763

31. In line with the Government policy to avail services online and through mobile
platforms, the Government will scale up the modernization of pension services by
amongst others re-engineering the Pension Management Information System
(PMIS) to make it a modern ERP system with an end-to-end integration with all
actors in the public pension ecosystem including the pensioners themselves. This
will enable pensioners to interact with the Pensions Department through mobile
and computer APPS for ease of administration.

¢) Fiscal Risks Related to Devolution

32. County Treasuries are required under Section 107 of the PFM, Act 2012 to
manage their public finances in accordance with the principles of fiscal
responsibility. Among the fiscal responsibility principles set out in Section 107 (2)
is the requirement for the County Treasury to manage its fiscal risks prudently. A
number of fiscal risks that require prudence in its management by the County
Governments are as follows;
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i.  High expenditure on personnel emoluments contrary to Regulation 25 (1)
(b) of the Public Finance Management (County Governments) Regulations,
2015 that sets the limit of the County Government’s expenditure on wages
and benefits at 35 percent of the County’s total revenue.

ii. Below target Own Source Revenue Collections that results to unfunded
budget deficits and accumulation of pending bills negatively affecting
service delivery to the citizens

iii.  County Governments continue to report high levels of pending bills that
remain unpaid and have a negative impact on the business community as
well as the economy in general.

iv.  Low actual development expenditure which is not in line with the County
Governments approved budgets and contrary to Section 107(2) (b) of the
Public Finance Management (PFM) Act, 2012, that provides that over the
medium term, a minimum of thirty percent of the County Government
budget shall be spent on the development expenditure.

d) Other Fiscal Risks

i. Natural Disasters and Man-made Hazards

33. In the recent past, Kenya has been exposed to multiple disasters ranging from
floods, desert locust invasion, COVID-19 and drought. The compounding effects
of these disasters have had severe impact on lives, livelihoods and the economy.
To strengthen the country’s disaster risk management frameworks, the
Government will fast track development and implementation of Disaster Risk
Financing Management Framework in line with the PFM Act, 2012, and
establishment of a Disaster Expenditure, Monitoring and Reporting Framework to
strengthen data collection and reporting on disaster expenditures as well as
enhancing fiscal transparency and efficiency in the budgetary process. The
Government will also enhance coordination of disaster risk management and
system, and early warnings, information and knowledge management.

ii. Climate Change Related Fiscal Risks to the Economy

34. Climate change has become a pressing issue globally, and like other
economies, the Kenyan economy is vulnerable to its ravaging impacts. To
minimize the economic and fiscal risks of climate change phenomenon, the
Government will continue to pursue a low carbon- climate resilient development
path. Climate financing has emerged as an important means of implementation for
climate change and for promoting sustainable development and financial sector

development.

35. To enhance financial flows from the Green Climate Fund (GCF), the
Government will continue to implement the National Green Climate Fund
Strategy, which provides an elaborate framework of coordinating and attracting
resources from the GCF. The Government will also implement the Financing
Locally-led climate Action (FLLoCA) Program in collaboration with County
Government and development partners to manage climate risks. To further deepen
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green financing, the Government will implement the Green Finance Programme
geared towards transitioning to a low-carbon, climate resilient and green economy.

iii. Money Laundering

36. In order to fight money laundering, the Government will continue to promote
financial integrity and cyber security surveillance in the financial services sector
through improved capabilities to detect, mitigate, report and respond to cyber
threats and Anti Money Laundering and Combating the Financing of Terrorism
(AML/CFT) surveillance. This initiative will be achieved through: implementation
of the AML/CTF National Risk Assessment Report 2021; the National AML/CFT
Strategy and the Mutual Evaluation report 2022; development of sub-sector
specific cyber security frameworks in line with National Cyber Security
Framework.
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Annex Table 1: Macroeconomic Indicators

02021 0 022123 20134 2014125 025126 2026127
Approved Suppl . . : : .
Prel Act | ", PrelAct| Budeet BROP??. BPS?3 |BROP?? BPS23 |BROP?? BPSZ | BROPZ?  BAX
Revised Budeat
aial percenrage change, nnless othenvise indlcated
National Account and Prices
Real GDP 36 68 63 i8 i 6l 6l 62 6.2 6l 6.1 62 02
GDP deflator i 18 62 6l 69 if 58 48 48 59 39 60 60
CP1 ludex (eop) 6.3 il 69 i3 64 34 hE] 50 50 50 i 30 i0
CP1 Tndex (avg) 51 54 68 60 70 i$ 38 0 i i bl 50 i0
Terms of trade (-deterioration) -6 Ll 1.1 04 11 06 D6 -18 18 0.7 A7 06 06
Money aud Credit (end of period)
et domestic assets Iy | o 188 94 39 | 100 100 | W06 106 | 19 119 106 104
Net domestic credit to the Govemment 7l 196 263 131 99 100 107 108 113 96 101 109 99
Credil 1o the rest of e economy 11 108 123 128 203 116 112 15l 148 17.6 173 124 128
Broad Mouey, M3 (percent change) 64 14 74 01 1o | 22| oue 16 | 124 124 119 119
Reserve mouey (percent change) 4 14 134 47 84 IR 1 U D S (I 123 118 118
i percentage of GDP, unless otherwise indiected
Tuvestmeut and Saving
Investuent so1 | 19 1ss | 193 19 | 189 188 | 189 189 | 186 186 186 86
Cential Govenunent 19 41 42 47 19 47 15 18 18 i1 i3 19 19
Other 152 19.1 146 146 111 142 143 141 14 134 133 136 136
Gross National Saving 141 191 129 | M2 1| 136 136 | 1S 133 133 133 132 132
Central Govermment 12 430 -3 A1 A9 L 03 16 14 2 1l 17 11
Other 163 44 145 149 140 125 128 119 120 112 112 113 113
Central Government Budget
Total revenuz 139 171 173 176 174 178 178 178 178 180 180 183 185
Tolal expenditurz and net lending 44 256 b 8 Mo 144 24 n3 I8 n0 na 18 n3 13
Overall Fiscal balance excl. aranis 83 83 65 -64 6.0 46 47 -l -2 37 -39 -39 -39
Overall Fiscal balance. inel. erants. cash basis -2 S0 42 62 37 43 4] a8 39 33 -36 -36 35
Statistical discrepancy 02 00 03 00 0.0 00 00 00 00 00 00 00 00
Overall Fiscal balance, incl. rants, cash basic- adj. descrepaney | 82 | 80 62 | 62 S1| 43 44| 38 9| A -6 36 -36
Primary budzet balance 38 -3 -6 .12 -1l 03 03 0.7 0.7 08 01 07 0
Nel domestic borowiug 53 id 48 42 30 30 12 32 34 29 i L 2
External Sector
Exports value, soods and services 10.2 e 14 126 124 | 130 130 | 129 129 | 124 124 121 1
Tmports value, 2oods and services 190 176 193 197 186 | 191 191 | 186 186 | 177 177 172 m
Current exlenal balance, inclnding official transfers 6.0 48 A9 S50 48 | 42 41| M -id -33 43 -54 -
Gross reseves i months of next vr's imports 52 53 i 57 i3 i3 33 37 i i6 i6 i3 i
Gross reserves i mouths of this w's imports 38 58 s 8 i 58 if ig i 39 59 6.0 60
Public debt
Nowminal central 2ovemment deb {eop). gross 6.7 684 674 673 648 | 621 611 9.5 597 363 6.7 540 32
Nominal debt (zop). net of deposits 8 | 639 6.1 | 634 6LL | 388 889 | S5 36T | BT 0 LTS
Dowmestic (ar0ss) ps | M5 oB7 | M7 s | ons 2| R 22| NI 3T el
Domestic (net) 26 300 04 08 88 | B4 %9 296 92 02 1.0 293 o
Extemal 332 139 337 316 323 294 300 | 269 74 43 ] 04 ik}
Memorandum Hews:
Notinal GDP (in Ksh Billioa) 3l 066 16| 1 1432| 16290 16290 | 18180 18180 20437 20437 nim N8
Nominal GDP (in USS Million) 105677 | 114595 101617 | 114898 117984 | 126508 126508 | 136689 136689 | 148463 18463 | 159927 1909

Notes: BP$ = Budset Poliey Statewszut, BROP = Budget Revieny & Outlook Paper: SGR = Standard Gauge Railway

Source: National Treasury
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tions, Ksh Billion

Annex Table 2: Government Fiscal Opera

Notes: BPS = Budsal Policy Starement: BROP = Budeet Review & Outlook Paper: SGR = Standard Gauge Railway

202021 | 200122 202223 2023024 202405 02506 202627
Pelad [ORON Polac | Bugt O | mRoP  BRes BOPZ  BIS | BROPR BISD | BROPZ  BRSD
TOTAL REVENUE 18035 | 21020 21998 | 24624 15288 | 28977 189 | 32311  3MWLL | 360 36D | 40952 41982
Oidinary Revenue 156207 [ 18515 10170 | 2ML6 21920 | 25660 25712 | 2876 28786 | 33041 342 | 37757 3737
Income Tax 6941 | 8367 8767 | 9973 10043 | L1965 L1985 | 13057 13057 | 15000 LS00l | LTB4S LIS
Import dury (net) 1084 | 1159 1183 | 1449 M59 | 1733 1733 199.4 199.4 W00 2200 2581 258
Exelse duty 263542889, . asap | o272 72 | 337 A9 4011 4011 4600 4600 5215 5215
Value Added Tax 4108 | 5141 sE1 | 5847 SR | 33 7033 804.7 8047 9262 9262 | 10613 10613
Iuvestmen! income 451 a7 83| us 355 31 31 ui £ £ L 423 423
Otber §id 912 14l | 560 1214 | 1051 1103 1331 1331 Ho8 1408 1381 158.1
Ministerial Appropriation in Ald 415 | 3404 2819 | 308 3368 | 31T 38 35 IS 3758 358 | 4195 4195
|EXPENDITURE AND NET LENDING L7693 | 12861 30278 | 33586 33041 | 36410 3E6R1 | 39702 39909 | 44342 44570 | 50964 50800
Recurrent expendinue 18133 [ 22273 21353 | 22700 23499 | 34223 24593 | 26463 26675 | 29164 19179 | 33903 33852
Laterest payments 4931 |- 6053 5780 | 6906 6758 | TS 7IA) 8119 5336 8534 8852 | 9847 980.0
Doumestic iaterest 888 | 42 4568 | 34 574 | 6048 6183 660.4 6809 7238 7308 | 7925 7879
Foreign luterest 1063 | 1261 1211 | 1372 1384 | MET 1469 1515 1527 159.6 1544 192.1 1821
Peasions & Other CFS 1129 [ 1373 1224 | 1506 M53 | 1706 1706 1929 1929 76 216 | 2303 2503
Pensions 103 | 1328 1193 | 1460 1407 | 1659 1659 188.1 188.1 25 28 2444 444
Otler CFS 26 5 12 16 45 16 46 19 19 5.1 sl 59 39
Coatribution to Civil Service Pension Fuud 33 M 64 | B 319 25 285 33 313 34 344 457 457
et lssues/Net Expeudirure LOSLT={=L2312 12100 | L1784 12641 | 12503 12706 | L3828 13823 | 15404 15410 | 1828 18424
O/ Wages & Salusies 4930 | 5251 S350 | 532 5306 | 6000 6000 6453 6453 7034 7034 9149 9149
Free Secandary education 594 624 64 | 1028 616 059 1089 1101 Hol 10, 1101 116.7 1167
Free Primary Education 120 120 120 | 216 M5 n3 ni 214 134 14 234 M3 48
[EBC 49 H2 M2 165 199 6.5 63 69 69 69 69 73 73
Defeus and NIS 1577 | 1571 1738 | 1T43 1909 | 1900 1700 1700 1700 170.0 1700 176.8 1768
Others 3012 | 4381 3992 | 2047 4200 | 3122 3324 3868 003 4838 4911 5558 5554
Misisterial Recument AL S | 2205 1975 | 2255 2317 | a5 IS m3 2273 3396 1396 | 2668 2668
Ministerial Recument ALY - NMS 58 32 oo oo on - 0.0 0.0 00 00 00 00 00 00
Development aud Net lending 5510 | 6575 5401 | 6766  GOSB | 7964 7603 9015 S0LS | L0703  LOSLI | LM496 L1477
Demestically finsnced (Gross) 3900 | 4113 32 | 3Mm6 3840 | 4218 3005 4815 4815 612 612 6241 6241
QMW Domestically Financed (Net)NMS 3082 -|-28L5- - 2004 | 2874 2900 | 31 2918 367.3 3673 4864 5064 4842 4842
Mivisterial Development ALA 527 794 6 | 719 507 933 933 1106 1106 1419 119 1333 1333
Foreign firanced 1670 | 2394 1619 | 47 1932 | Moo 3537 390.0 3500 4B mr | s 127
Net lending 00 00 00 23 147 172 172 232 23 196 196 00 0.0
Equalization Fuud 00 68 00 7l 139 75 8 9 79 78 9.6 128 10
County Tranfers W0 | 4013 3524 | 4070 4363 | 4173 4296 4175 179 15 g 3516 3520
Equitable Shace 3462 | 3700 o4 | 3700 3996 | 3800 3sSd 3502 3806 052 4056 S146 5151
Couditional Allocarion 328 32 120 | 310 367 373 412 373 73 313 373 370 30
Contingency Fund 0.9 00 0.0 40 10 50 50 50 50 50 50 50 50
Fiscal Balance (eommimment basis excl grants) 9657 |-10541 8280 | 8962 8653 | 7433 762 | 7302 7608 | 7642 om0 | 80L2 8947
Grants 313 629 310 | 333 g 481 481 493 493 532 532 686 6.6
Fiscal Balance (incL grants) 9344|1032 7970 | 8629 8339 | 6952 MO0 | 686 LS | U0 146 | 8326 Bl6L
Adjustient to Cash Basis 5 0.0 119 00 0.0 00 0o 00 00 00 00 00 0.0
Fiscal Balance (incl. grants) Cash Busis 9293 |-103L1  7BSL | 8629 8330 | 6953 7200 | -6B98 L5 | TILO M6 | 8326 61
Statistical diserepancy 09 0.0 373 | 00 00 00 0.0 00 0.0 0.0 0.0 00 0.0
TOTAL FINANCING 501 | 10312 778 | 820 8aie | 6952 7200 6898 LS 7110 746 | 8326 8261
et Foreiga Financing 3333 | M3l M25 | 2807 MSE | 1986 1986 9.7 99.7 1259 1259 169.7 160.7
Disbuserments 4516 | 5452 70 | S8 6195 | 612 6M2 3811 3811 154 4154 | 4810 4510
Commercial Finacing 43 | 143 o0 | 1056 100 | W0 200 0.0 0.0 0.0 o 00 00
O/W Expon Credit 67 0.0 0.0 0.0 0.0 00 0.0 0.0 00 00 00 0.0 00
Sovereizn Bond & Otlier Comaiercial Finuncing 076 | 1243 00 | 1056 1100 70 2700 0 0.0 00 00 0.0 00
Total Project loans (AIA + Revense) 1687 | 1576 1920 | 2865 1869 | 3368 3388 3716 vl 4154 1154 1810 4510
a/w: Project loass (ALA) 1048 | 1344 926 | 1849 124 | uor 29l 30 2630 2893 2893 3076 3076
Project Loais Revenue 524 511 86 | 1016 TS 99.7 99,7 1146 1146 1261 126.1 1734 1734
Project Loans SGR_Phase |_ALA 15 0.0 0.0 0o 00 00 0.0 00 00 00 00 0.0 0.0
Project Loaus SGR _ Phase 2A_ATA 69 00 00 00 0.0 00 00 00 00 0.0 00 0.0 00
Use of IMF SDR Allocaion 22 408 473
Progmanune Loans 1686 | 1632 1350 [ 1207 2753 654 654 33 i3 0.0 00 0.0 00
Debl regayment - Prineipal 1283 | 22021 <1845 | 11 .38 | 4756 4556 | 2815 2813 | 2895 2805 | L3113 313
Net Domestic Financing 6269 | 6881 6053 | 5822 4381 | 4966 S5 390.2 6118 850 6087 6629 6564
Memo items )
Grass Debl (Stock) TE966 | 85790  §5791 | 54420 94129 | 104235 101331 | 108134 108446 | 15140 115792 | 123584 124053
Exiema] Debit 39995 | 42907 42007 | 45715 46865 | 47677 48BA1 | 48874 49548 | 50030 51107 | 51208 57604
Donestic Debt (gross) 36970 | 42883 43883 | 48705 47264 | 53355 S50 | 59260  SES98 | 6310 64685 | 7274 TIM9
Domestic Db (nel) 30407 | 38258 37460 | 43282 40841 | 47934 47056 | $3836 53174 | 59686 59960 | 66951  6smas
Figancing gap 158 0.0 92 | o0 00 0.0 00 0.0 00 o0 00 0o 0
Nomigal GDP 113703 | 128443 12,7361 | 14,0025 145206 | 162903 162903 | 181802 181802 | 104369 204369 | 228723 228123
Sonrce: The Nutional Treasury
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Annex Table 3: Government Fiscal Operations, Percent of GDP

2020:21 W27 202213 02324 0245 025126 202627
Prel. Act ;:’f‘:d": Prel. Act | Budes impplBuded BROP?2 BPS23 | BROP22  BPS23 | BROP21  BPSH BROP22  BPS23

TOTAL REVESLE 159 11 113 176 174 173 174 17.8 174 180 180 18.3 183
Onlinniy Revewue 137 144 151 153 151 158 158 158 158 i6.1 161 165 1635
Tieome Tax 6.l 63 69 11 69 T4 T4 ] 2 13 3 76 76
Topont dury (net) 1.0 0y 09 10 10 1.1 1l 11 1l 11 L1 L1 1l
| Exeise duty Lo il 20 ¥ | 0 22 Ly X 22 13 23 13 13
Value Added Tax 36 AD 41 12 40 43 13 44 44 45 4.5 16 46
Tuvesnent incouie 0 03 03 0.2 02 03 02 02 02 0.2 0.2 02 2
Other 05 07 08 06 08 0.6 07 07 0.7 0.7 07 0.7 07
| Ministerial Appropiiation iu Aid A 17 12 k| 13 10 E1 ] 1.9 19 18 13 18 18
EXPENDITURE AND NET LENDING 44 56 X3 ] 0 234 4 115 i ] .0 7 218 13 23
Recurmeul expenditare 159 173 16.8 162 16.2 {EL] 151 6 147 143 143 18 148
Interest panens 44 17 45 19 47 46 48 43 16 13 13 13 43
Domestic iterest 34 37 16 40 33 L) 19 i6 7 15 16 i3 4
Foreign lnterest 09 1o 0 10 0 09 09 08 [ 08 08 0s 08
Pensions & Other CFS 10 11 10 L1 10 1o 1.0 11 L1 11 11 1l 11
Peusions 1.0 10 0.9 10 1.0 Lo 1.0 1.0 1.0 1.0 10 Ll Ll
Ohher CFS 00 0.0 0.0 00 [ 1] 00 00 0o 00 0o il 00 0o
Contribution to Civil Service Pension Fund 0o 02 02 02 02 01 02 0.2 02 02 3 02 2
Net lssuesNet Expendinire L 94 93 84 87 71 18 76 16 15 15 81 8l
O/W: Wages & Salaries 43 41 41 s T 37 3.7 13 35 34 - 34 4.0 10
Free Secondary education 03 0.5 05 0.7 03 06 06 06 0.6 ] 03 03 0.3

Faee Primasy Education ol 0.1 0l 02 0.l 0l 0l ol ol 0.1 0l 0. 0l
Defense aud NIS 14 12 14 12 12 10 1.0 09 0ne 08 05 0s 0.8

Others 26 34 il a1 1 1.9 0 il 1 24 24 24 3,
Ministerial Recnrent AIA 13 1.8 1.6 1.6 1.6 14 13 13 13 12 12 1.2 12
Ministerial Reewirent AIA - NMS 0.1 0.0 00 0.0 00 00 00 0.0 0.0 i} 0.0 o0 0.0
Developuient and Xet lendiog 19 51 12 48 th 49 47 50 50 52 33 50 50
Domestically finavced (Gross) kR 32 30 e 16 26 24 26 26 30 il o 7
O Domsstically Fisneed (NethNMS 23 i 23 2.3 20 20 1.8 20 3 24 a3 1l i |
Ministerial Development ALY 0.7 06 06 05 0.6 06 06 0.6 0.6 0.7 0.7 0.6 0.6
Foreien fusauced 13 19 i 2l 13 =i 3 e | X 21 1 a3 12
Net lending 0.0 00 00 00 0.1 ol ol 0l 0l LIA] [} oo 0.0
Equalizatiou Fund 00 0l 0.0 0.l 0l 00 00 ] 0.0 0.0 0.0 01 00
Counfy Tranfers is . | 8 1L 30 16 16 3 13 12 ik ] 14 14
Equitable Share N} 29 7 16 18 12 24 11 11 0 0 13 i}
Conditional Allocation 05 0z 0l 03 03 02 03 0l 0.2 02l 2 0.2 02
Contingeucy Fuud oo 0.0 0.0 0.0 00 0o 0.0 (1] [iX1] 0.0 0 0.0 0.0
Fiseal Balance (comuitment basis excl. grants) -85 K 635 64 60 A6 A1 41 -4 A7 -39 -39 -9
Gragly 03 05 0.1 0.2 0.2 03 0.3 03 03 03 03 03 03
Fiscal Balance (incL grants) 82 -80 -63 6.2 -5T -3 4 AR A9 A3 -34 A6 -36
Adjustinient to Cash Basis 0.0 00 0.l 00 00 0.0 0.0 0.0 0.0 0.0 0o 00 00
Fiscal Balance (fucl. grauns) Cash Basis -52 -50 6.2 2 B 43 =4 -18 -9 E R -36 -6 -36
Statistical diserepaney 02 09 -03 0.0 ] 00 0.0 00 0.0 0.0 00 0.0 00
TOTAL FINANCING 84 80 L 6.2 37 43 44 1B 39 b 36 16 A6
Nel Foreign Finaucing 23 7 11l 1 17 12 12 0.5 03 0.6 06 0.7 07
Disbuserments 40 41 26 A7 43 41 41 21 | L] 10 11 21
Comwereial Fiuanciog L0 1.0 0.0 03 08 11 L7 0.0 00 0.0 0.0 0.0 0.0
O Export Credit 0l 0.0 00 00 00 0.0 0.0 00 00 o (1] 0.0 00
Sovereimn Bond & Other Commercial Financing g 10 0.0 0.8 03 L7 1.7 0.0 00 0.0 00 0.0 00
Total Project loans (ALA + Revewue) L5 0 L5 el 13 21 11 a1 a1l 20 20 a1 2l
a'w: Project loans (ALA) 0.9 1.0 ) 13 08 L3 1.5 14 14 14 L4 1.3 13
Praject Loans Revenne 03 06 035 07 0.5 0.6 06 0.6 0.6 0.6 06 0% 08
Project Loans SGR_Phase I_ AIA 0.0 0.0 0o 0.0 0o 0.0 00 0.0 o0 0.0 0o 00 00
Project Loans SGR. _ Pliase 24_AIA 0l 0.0 00 0.0 00 00 00 0.0 00 00 o 0.0 00
Use of INF SDR. Allacation 00 03 03 0.0 03 0.0 00 0.0 0.0 0.0 00 00 0.0
Prograume Loans 15 13 L1 09 19 04 04 0.0 0.0 0.0 00 00 00
Delit repayment - Principal -11 16 14 17 15 -19 19 15 .15 -14 -14 -14 EF
Net Domestic Fiuancing FL 54 13 42 X u % 4 12 4 19 0 20 b

Mewa items

Gross Dela (Stock) 677 9.8 674 614 1.8 62.1 622 595 7 563 5.7 40 542
Exterual Debt B2 M7 317 126 123 04 300 269 274 43 250 4 nl
Dounestie Debi (zr0ss) £ 5] EMN | 33 48 35 8 32 126 312 s N7 il6 3
Domestic Debi {ver) 6 305 194 09 253 294 289 296 32 i B0 133 %)
Financing rap 01 00 04 00 0.0 00 00 0.0 0.0 0.0 0.0 04 0.

Nomiual GDP 100.0 100.0 100.0 100.0 1000 100.0 100.0 100.0 100.0 1000 100.0 1000 100

Source; The Natioual Tréaswy

Yigles: BPS = Budeet Policy

BROP = Budper Review & Outlook Paper; SGR = Standard Gauge Railway
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