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BUDGET SUMMARY FOR THE FISCAL YEAR 2025/26 AND
SUPPORTING INFORMATION

I. BACKGROUND

1. The Constitution of Kenya, 2010 and the Public Finance Management
(PFM) Act, 2012, require the Cabinet Secretary responsible for finance to
submit to the National Assembly the Budget Estimates of the Government
for the next financial year at least two months before the end of the financial

year.

2. To comply with legal requirements, the National Treasury and Economic
Planning has prepared this Budget Summary along with additional
documents to support the FY 2025/26 and the Medium-Term Budget. This
Budget Summary encompasses:

i) Policy framework for the FY 2025/26 and the Medium-Term Budget;

iy A statement outlining the actions undertaken by the National
Government to execute the recommendations provided by the National
Assembly regarding the budget for prior financial years;

iii) Highlights of the FY 2025/26 Budget;

iv) An explanation of how the fiscal responsibility principles and financial
objectives are being met over the medium-term;

v) A memorandum from the Cabinet Secretary regarding the resolutions
passed by the National Assembly concerning the 2025 Budget Policy
Statement;

vi) Information regarding loans, guarantees and other liabilities;

vii) Revenue allocations to County Governments from the National
Government's share, as outlined in Article 202 of the Constitution,
including both conditional and unconditional transfers;

viii) Estimates of revenue and expenditure for State Corporations for the
FY ending 30™ June, 2026; and

ix) All estimated revenue by broad economic classification.




II. POLICY FRAMEWORK FOR THE FY 2025/26 AND THE

A. Macroeconomic Policy Underpinning the FY 2025/26 Budget
Global Economic Outlook

1. The FY2025/26 and Medium-Term Budget is being developed in the
context of a slowdown in the global economy, influenced by policy shifts and
€merging uncertainties related to escalating trade tensions and heightened
policy-induced volatility. Global growth is projected to slow down to 2.8
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heightened uncertainty, and deteriorating sentiment. The heightened risks
to the outlook stems from recent shifts in international trade policy,
particularly the introduction of new import tariffs by the USA and reciprocal
actions by other countries, Furthermore, the intensification of geopolitical

2. In advanced economies, growth is anticipated to decline from an
estimated 1.8 percent in 2024 to 1.4 percent in 2025, followed by a slight
recovery to 1.5 percent in 2026. The forecasts for 2025 reflect subdued
growth in the United States and the Euro area attributed to increased policy
uncertainty, ongoing trade tensions, subdued demand outlook, stemming
from slower-than-expected consumption growth and persistent high energy
prices especially in the Euro area.

3. In emerging markets and developing economies, growth is projected to
slow down to 3.7 percent in 2025 and 3.9 percent in 2026 from 4.3 percent
in 2024. This anticipated decrease is attributed to the effects of recently
implemented tariffs, which counterbalance the stronger carryover from
2024, alongside the prevailing uncertainty, geopolitical tensions, and the
tightening of financing conditions. Economic activity in the Middle East s

expected to pick up, as disruptions to oil production and shipping ease, and
the impact of ongoing conflicts lessens.

4. At the regional level, growth in Sub-Saharan Africa is projected to decline
slightly to 3.8 percent in 2025 from 4.0 percent in 2024 before recovering to




4.2 percent in 2026. Countries that have diversified their economies beyond
oil and commodities are expected to experience stronger growth while
resource-intensive countries, particularly oil exporters, face challenges such
as high inflation and macroeconomic imbalances.

Domestic Economic Developments and Outlook

5. The Kenyan economy has remained resilient and registered an average
growth of 5.0 percent per year for the period 2022 to 2024. This growth is
well above the world average growth of 3.3 percent and 3.8 percent for the
sub-Saharan African region, over the same period. This performance reflects
sound and deliberate policies implemented during the period and the beauty
of a well-diversified economic structure. The economy has thus been able to
withstand severe impacts of domestic and external shocks.

6. The economy is estimated to have slowed down in 2024 from 5.6 percent
in 2023, primarily due to reduced economic activities in the first three
quarters and a decline in private sector credit growth. This slowdown was
exacerbated by climate-related shocks, a challenging business environment
following anti-finance bill protests, and decreased public spending from
ongoing fiscal consolidation. Despite these challenges, the economy has
shown resilience as the Government implements strong policy measures to
address persistent global and domestic shocks.

7. The Government's interventions have led to notable success, with overall
inflation dropping below the target midpoint of 5.0 percent since June 2024,
primarily due to significant reductions in energy and food prices. Inflation
declined to 4.1 percent in April 2025 from 5.0 percent in April 2024 and a
peak of 9.6 percent in October 2022. The Central Bank of Kenya has
gradually eased monetary policy by lowering the Central Bank Rate from
13.0 percent in August 2024 to 10.0 percent in April 2025, in response to
low inflation and a stable exchange rate. This approach aims to lower interest
rates, encouraging banks to lend more to the private sector and stimulate
economic activity.

8. The foreign exchange market has remained stable since March 2024
despite increased global uncertainties, effects of a stronger U.S. Dollar and
geopolitical tensions in the Middle East and Eastern Europe. The Kenya
Shilling exchange rate was weaker at the turn of 2024 but strengthened




against the U.S. Dollar from mid-February 2024 following an issuance and
buy-back operations of the June 2024 Eurobond. The exchange rate has
since stabilized against other major international currencies. In April 2025,
the exchange rate against the US dollar averaged at Ksh 129.5 compared to
an average of Ksh 159.7 in January 2024, an appreciation of 18.9 percent.

9. Taking into account economic factors, growth is anticipated to reach 5.3
percent in 2025 and 2026, driven by enhanced agricultural productivity, a
resilient services sector, and the ongoing implementation of BETA priorities.
Agricultural productivity will benefit from favourable weather conditions and
Government interventions, Reforms in the ICT sector are expected to
enhance growth in financial services, health, and public administration. The
accommodation and restaurant subsectors will thrive due to government
initiatives promoting international conferences, cultural festivals, and wildlife
safaris. Furthermore, the industrial sector will contribute to growth
supported by reduced production costs and eased exchange rate pressures,

While ongoing Government’s initiatives aimed at value addition are expected
to further stimulate industrial growth,

Macioeconomic Assumptions Underlying the Budget for FY
202! /26 and the Medium-Term

10. The macroeconomic assumptions for Kenya's FY 2025/26 budget and
medium-term outlook are outlined below:

i) Real GDP is projected to grow at 5.3 percent in 2025/26 and be
sustained over the medium-term largely driven by enhanced

agricultural productivity, a resilient services sector, and ongoing
implementation of priorities under BETA agenda;

i) Inflation is projected to remain within the target range of 5+2.5
percent;

iii) Interest rates are anticipated to decline further, aligning with

monetary policy, and are expected to remain stable in the medium
term to foster increased lending and economic activity;

iv) Exchange rate is expected to remain stable and competitive over the
medium-term;

V) Favourable weather conditions are anticipated to boost agricultural
productivity in the medium term;



vi) Total revenue is projected at 17.2 percent of the GDP in FY 2025/26
and increase to 18.1 percent over the medium-term; and

vii) Total expenditures are projected at 22.0 percent of GDP in FY
2025/26 and decline to about 21.1 percent of GDP over the medium-
term in line with the fiscal consolidation policy.

Consolidating Gains Under Bottom—Up Economic Transformation
Agenda for Inclusive Green Growth

11. Substantial advancements have been achieved over the past two years,
notwithstanding a challenging domestic and external landscape. The
Government’s initiatives under the Bottom-Up Economic Transformation
Agenda (BETA) have resulted in significant successes, including a robust
recovery in macroeconomic fundamentals, which continue to strengthen.

12. Over the medium-term, the Government will consolidate the gains
realized under the BETA for inclusive green growth with a special focus on
the following six (6) objectives: bringing down the cost of living; eradicating
hunger; creating jobs; expanding the tax base; improving foreign exchange
balances; and inclusive growth. Emphasis will be placed on investment in
BETA's core pillars and enablers will be prioritized, utilizing a value chain
approach for effective implementation. The five core pillars include
Agricultural Transformation, Micro, Small and Medium Enterprise Economy,
Housing and Settlernent, Healthcare, and Digital Superhighway and Creative
Economy.

13. The value chain approach aims to enhance production, add value and
improve market access while attracting both local and foreign investments.
The priority BETA value chains include: (i) Leather and leather products; (ii)
Textile and apparel; (iii) Dairy; (iv) Edible oils (sunflower, canola, palm oil,
coconut, soya); (v) Tea; (vi) Rice; (vii) Blue economy; (viii) Minerals
including forestry; and (ix) Construction/building materials. Additional value
chains consist of: (i) Maize; (ii) Potatoes; (iii) Pyrethrum; (iv) Beef; (v)
Coffee; (vi) Apiculture (bees); and (vii) Indigenous poultry.




B. Fiscal Policy Framework for the FY 2025/26 and the Medium-
Term Budget

14. The fiscal policy for the FY 2025/26 and Medium-Term Budget aims to
support the Government’s priority programmes under the Bottom - Up
Economic Transformation Agenda (BETA) and the MTP IV through a growth
oriented fiscal consolidation plan. The plan targets to reduce the annual
growth of public debt and implement a robust liability management strategy,
ensuring that service delivery to citizens remains unaffected. The goal is to
enhance the country’s debt sustainability position. Fiscal consolidation will
be supported by continued efforts to mobilize domestic revenue, rationalize
expenditure while safeguarding essential Government programmes and
social spending.

15. The fiscal policy aims to progressively reduce the fiscal deficit from 5.3
percent of GDP in the FY 2023/24 to 2.7 percent of GDP in the FY 2028/29
through enhanced domestic revenue mobilization and expenditure reforms.
The Present Value (PV) of debt-to-GDP ratio is also expected to decline
towards the debt anchor of 55 percent, supported by fiscal consolidation and
implementation of reforms.

16. In the FY 2025/26 budget, total revenues including Appropriation-in-
Aid (A-i-A) are projected at KSh 3,316.9 billion (17.2 percent of GDP) from
KSh 3,067.7 billion (17.6 percent of GDP) in the FY 2024/25 Supplementary
Budget 2 (Table 1). Of this, ordinary revenue is projected at KSh 2,757.0
billion (14.3 percent of GDP) from KSh 2,580.9 billion (14.8 percent of GDP)
in the FY 2024/25 Supplementary Budget 2.

17. The overall expenditures and net lending are projected at KSh 4,239.9
billion (22.0 percent of GDP) in the FY 2025/26 from KSh 4,007.5 billion
(23.0 percent of GDP) in the FY 2024/25 Supplementary Budget 2. The FY
2025/26 comprise: recurrent expenditure of KSh 3,119.2 billion (16.2
percent of GDP); development expenditure of KSh 643.9 billion (3.3 percent
of GDP); transfers to County Governments of KSh 474.9 billion and
Contingency Fund of KSh 2.0 billion, respectively.

18. Reflecting the projected expenditures and revenues, the fiscal deficit
including grants is projected at KSh 876.1 billion (4.5 percent of GDP) in the
FY 2025/26 budget compared to the projected fiscal deficit of KSh 887.2
billion (5.1 percent of GDP) in the FY 2024/25 Supplementary Budget 2.
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'19. The fiscal deficit in the FY 2025/26 will be financed by a net external

financing, of KSh 284.2 billion (1.5 percent of GDP) and a net domestic
financing of KSh 591.9 billion (3.1 percent of GDP).

20. Over the medium-term, emphasis will be placed on revenue
mobilization through a combination of tax administration and tax policy

reforms that include:

i) Implementation of the National Tax Policy and Medium-Term
Revenue Strategy 2024/25- 2026/27;

ii) Strengthening tax administration for enhanced compliance through
expansion of the tax base, minimizing tax expenditures, leveraging
on technology to revolutionize tax processes, sealing revenue
loopholes and enhancing the efficiency of tax system; and,

iii) Focusing on non-tax revenues that Ministries, Departments and
Agencies can raise through the services they offer to the public.

21. On expenditure reforms, the Government will continue implementing
measures aimed at strengthening expenditure controls and enhancing the
efficiency and effectiveness of public spending. These measures will include:

i) Rationalization and reduction of non-essential expenditures;

ii) Utilization of the launched end-to-end e-procurement system to
maximize value for money and enhance transparency in procurement
processes;

i) Scaling up the use of the Public Private Partnerships (PPPs)
framework for commercially viable projects to attract private sector
participation in service delivery;

iv) Revamping of the public service pension administration through
digitization and re-engineering of the pension management system;
and

v) Expediting State-Owned Enterprises (SOE) reforms.
22. To strengthen Public Finance Management, the Government is:

i)' Entrenching the zero-based budgeting to re-orient the budgeting and
| expenditure framework of the Government;

if) Fast tracking migration from cash basis to accrual basis of accounting;



iii) Implementing the Treasury Single Account to improve cash
management; and

iv) Operationalizing the Assets and Inventory Management Modules in
the IFMIS for all MDAs to facilitate optimal assets utilization.

23. On deficit financing, to meet its borrowing requirements, the
Government will continue to mobilize resources from both domestic and

external sources guided by the 2025 Medium-Term Debt Management
Strategy (MTDS). The 2025 MTDS aims to:

[) Reducing refinancing risks by reducing short maturities debt while
lengthening the total portfolio Average Time to Maturity (ATM) by
deepening the domestic bond market through issuance of more

medium-to long-term instruments as the main source of domestic
financing;

i) Reducing the interest rate risk by increasing the average time to
refixing and reducing the amount of debt with variable interest rates;

iif) Reducing the foreign exchange risk by diversifying debt held in
foreign currencies; and

iv) Promoting intergenerational equity.

24. Over the medium-term, the Government’s total revenue including A-i-A
Is projected to rise from 17.2 percent of GDP in the FY 2025/26 to 18.1
percent of GDP in the FY 2028/29 from 17.6 percent of GDP in the FY
2024/25 Supplementary Budget 2 (Table 1). Of the total revenue, ordinary
revenue is projected to rise from 14.3 percent of GDP in the FY 2025/26 to

15.5 percent of GDP in the FY 2028/29 from 14.8 percent of GDP in the FY
2024/25 Supplementary Budget 2.

25. Total expenditure is projected to decline from 23.0 percent of GDP in
the FY 2024/25 Supplementary Budget 2 to 22.0 percent of GDP in the FY
2025/26 and further to 21.1 percent of GDP in the FY 2028/29. Of the total
expenditures, recurrent expenditure is projected to decline from 16.9
percent of GDP in the FY 2024/25 Supplementary Budget 2 to 16.2 percent
of GDP in the FY 2025/26 and further to 14.7 percent of GDP in the FY
2028/29. Development and net lending expenditures are expected to remain
stable and above 4.0 percent of GDP over the medium-term.
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26. Given the commitment to contain expenditures and boost revenues,
fiscal deficit including grants is projected to progressively decline from 5.1
percent of GDP in the FY 2024/25 Supplementary Budget 2 to 4.5 percent of
GDP in the FY 2025/26 and further to 2.7 percent of GDP in FY 2028/29.

C. Risks to the Macroeconomic and Fiscal Policy Outlook

27. Kenya's growth outlook is premised on a stable macroeconomic
environment over the medium-term, but there are several risks from both
domestic and external factors. External risks include rising trade tensions
and protectionism, which may hinder economic activity, along with increased
financial market volatility and tighter financial conditions. Geopolitical
tensions, such as ongoing conflicts in the Red Sea and Ukraine, could lead
to new supply shocks affecting global recovery, resulting in higher food,
energy, and transportation costs. Additionally, a slower-than-expected
decline in core inflation in major economies, driven by persistent labour
market tightness and renewed tensions in supply chains, could also trigger
a rise in interest rate expectations and a fall in asset prices.

28. In the domestic context, extreme weather phenomena, including
droughts and floods, have the potential to adversely affect agricultural
productivity, compromise infrastructure integrity, heighten food insecurity,
and contribute to an increase in waterborne diseases. Furthermore, slower-
than-anticipated global economic growth, particularly in key export markets,
may lead to a decline in Kenya's export performance, tourism revenues, and
remittance inflows. Additionally, escalating global fuel prices are likely to
accelerate imports. Tight global financial conditions, stemming from a
delayed return of global inflation to targeted levels, could further complicate
Kenya's efforts to fulfill external financing requirements. Nevertheless, the
government's dedication to fiscal consolidation and its focus on coricessional
borrowing are anticipated to alleviate these challenges.

29. Upside risks to Kenya's domestic economy include the accelerated
implementation of structural reforms under BETA and the Fourth Medium-
Term Plan (MTP 1V). Early improvements in global financing conditions,
along with lower international fuel and food prices, could strengthen Kenya’s
external balances. A faster-than-expected economic rebound would lead to
higher government revenues, creating fiscal space to support consolidation
efforts. Continued coordination between monetary and fiscal policies is

11



expected to contribute to a stable macroeconomic environment, which is
essential for promoting investment, savings, and economic growth.

30. The Government is actively monitoring both domestic and international
conditions and will implement suitable policy measures to safeguard the
economy against potential adverse effects should these risks materialize.
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III. STATEMENT OUTLINING THE ACTIONS UNDERTAKEN BY THE
NATIONAL GOVERNMENT TO EXECUTE THE
RECOMMENDATIONS PROVIDED BY THE NATIONAL

ASSEMBLY REGARDING THE BUDGET FOR PRIOR FINANCIAL
YEAR(S)

31. Section 38 (1) (f) of the PFM Act, 2012 requires the National Treasury
to submit a statement detailing the actions undertaken by the National
Government to address the recommendations put forth by the National
Assembly with respect to the budget for the preceding financial year or
years. In this statement, we outline several initiatives implemented by the
National Government in response to the National Assembly resolutions

concerning the FY 2024/25 Budget, and FY 2024/25 Supplementary
Estimates No. 1 & 2.

A. Status of Implementation of the Recommendations by the
National Assembly on the FY 2024/25 Budget

32. Below are the resolutions and the current implementation status

regarding issues related to the National Treasury during the a pproval process
of the FY 2024/25 Budget:

Resolution 1: That, The Caliinet Secretary for the National Treasury
to ensure that the vcrified pending bills are progressively
prioritized for payment within the approved fiscal framework and
report to the National As:ambly on a quarterly basis.

33. Action taken: The Government of Kenya remains steadfast in its
commitment to addressing pending bills, which encompass both historical
and current financial obligations owed to Kenyan citizens. The resolution of
these bills aligns with the Government’s broader mission of fostering
economic stability and bolstering public confidence in financial governance.

34. In pursuit of this commitment, the Cabinet authorized the
establishment of the Pending Bills Verification Committee (PBVC) through
Gazette Notice No. 13355 dated September 26, 2023. The Committee was

tasked with verifying and recommending for payment those bills that are
legitimate and payable.

35. Since its inauguration, the Committee has analyzed a total of 65,627
pending bills, which are valued at KSh 518.7 billion. The analysis of these
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bills was conducted based on their status, sectors, categories, and
recommendations for settlement.

Resolution 2: That, The Cabinet Secretary for the National Treasury
to ensure that the Integrated Financial Management Information
System (IFMIS) is reengineered to include constituency-based
geographical location of development projects before submission
of FY 2025/26 BPS.

36. Action taken: The Integrated Financial Management Information
System (IFMIS) has implemented a Standardized Chart of Accounts that
includes a segment for Geographical Location, which is utilized during the
budgeting process. This feature has already been configured in the current
system to allow for the disaggregation of data by Geographical Location,
including Constituencies. Furthermore, the National Treasury, in its
Guidelines for the Finalization of the FY 2025/26 Budget, has mandated that
MDAs reflect the geographical locations of their projects.

Resolution 3: That, by 30" December, 2024, the Cabinet Secretary
for the National Treasury and the Cabinct Secretary for Interior and
National Administration to develop the oposal to restructure the
National Drought Management Authorily to the National Disaster
Management Authority with a mandate to coordinate all
government effort in disaster management.

37. Action taken: The Government is in the process of harmonizing
coordination of disaster response. In addition, the Government is in the
process of restructuring State Owned Enterprises with a view to eliminating
duplication of functions and enhancing efficiency in their operations. The
aforementioned resolution will be implemented within the wider reforms in
State Corporations.

Resolution 4: That, the Cabinet Secretary for the National Treasury
to ensure that the fiscal consolidation effort is not targeted at the
social safety net programmes that are designed to cushion
vulnerable members of the society.

38. Action taken: The National Treasury, in its efforts to implement fiscal
consolidation, has ensured that social spending aimed at protecting
vulnerable members of society is safeguarded from budget rationalization.
To demonstrate the Government’s commitment, the Government has
increased the number of beneficiaries under the Cash Transfer Programme
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and enhanced funding for this initiative. The Government has also enhanced
funding to the Hunger Safety Net Programme, the School Feeding
Programmes, the Primary Health Care Fund, the Emergencies, Chronic &
Critical Iliness Fund, the National Drought Emergency Fund and the
Equalization Fund.

Resolution 5: That, the Cabinet Secretary for the National Treasury
while issuing the Budget circulars for the FY 2025/26 and the
Budget Policy Statement and Budget Estimates shall require all
State Departments to specify Gender Responsive interventions in
each vote.

39. Action takeri: The National Treasury, while issuing the Guidelines for
preparing the FY 2025/26 and the Medium-Term Budget, required MDAs to
identify gender-related expenditures. To effectively mainstream Gender
Responsive Budgeting in the budget process, the National Treasury, in
collaboration with the State Department for Gender and the National Gender
and Equality Commission, is preparing guidelines, updating the Standard
Chart of Accounts (SCOA), and implementing a comprehensive capacity-
building exercise to ensure the full rollout of GRB over the Medium-Term.
The Government has also enhanced funding for the National Gender and
Affirmative Action to KSh 4 billion in the FY 2025/26 Budget.

Resolution 6: That, by 30" September, 2024, the Cabinet Secretary
for the National Treasury to enhance the Appropriations in Aid
(AIA) for the National Transport and Safety Autliority by granting
approval for retention of revenues from Transfe i« 7 Motor Vehicles
given the withdrawal of exchequer funding to iive Authority.

40. Action taken: During the preparation of the FY 2024/25
Supplementary Estimates No. 2, the National Treasury increased the AIA for
the NTSA by KSh 2.35 billion to acknowledge the new revenue streams in
accordance with the resolution of the National Assembly.

Resolution 7: That, by 30*" September, 2024, the Cabinet Secretary
for the National Treasury in collaboration with the State
Department for Broadcasting and Telecommunications should
ensure that the necessary book reconciliations regarding the
Japanese loan are coricluded and consequently expunged from the
liabilities of the Kenya Broadcasting Corporation.
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41. Action taken: the National Treasury is in the process of reconciling
the loan facility to Kenya Broadcasting Corporation by the Japanese
Government and will provide a report to the National Assembly once the
exercise is concluded.

B. Status of Implementation of the Resolutions of the National
Assembly on the FY 2024/25 Supplementary Estimates No. 1

42. During the approval of the FY 2024/25 Supplementary Estimates No. 1,
the National Assembly made the following resolutions which we have
addressed as indicated in the subsequent paragraphs.

Resolution 1: That, by 31 December, 2024, the National Treasury
provides a comprehersive report on the sources and expenditures
of all AIA for the: National Government by Ministry, Department and
Agencies (MD/s). The report should also contain practical
proposals for the review of legal frameworks governing the
collection and usage of various AIA to provide an overarching legal
framework for governing this critical source of revenue.

43. Action taken: The FY 2024/25 and the FY 2025/26 itemized Budget
Estimate books contain a comprehensive overview of all A-I-As, detailing
their sources and the corresponding expenditures.

Resolution 2: That, by 31%* December, 2024, the National Treasury
should submit to the National Assembly legal instruments and
mechanisms for transmitting excess AIA collections to the
exchequer for reallocation to needy areas or reducing i@ fiscal
deficit. Further, the Committee recommerids policy measures for
contairiment of the proliferation of non-tax levies, fees ar charges
including the requirement for approval by the National Asscmbly in
the vaiiation in those levies, fees and charges.

44. Action taken: Section 45 (2) of the Public Finance Management Act,
CAP412A requires MDAs to surrender surpluses to the Consolidated Fund. In
this regard, the National Treasury will enhance compliance with this provision
by sweeping all excess funds to the Consolidated Fund at the close of every
financial year.

45. In addition, the Government will be rolling out the Treasury Single
Account across Government to ensure visibility of all Funds in MDAs to
enhance cash management.
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Resolution 3: That, before 31t December, 2024, the National
Treasury to submit to the National Assembly the recommendations
on the review of legal frameworks, or laws governing SOEs to
require the remission of excess funds to the exchequer for
application to needy areas or reduction of public debt.

46. Action taken: In light of the Cabinet Decision dated 21 January 2025,
a Multi-Agency Technical Working Committee has been established to
execute the State Corporations’ Reforms as sanctioned by the Cabinet. This
Committee includes representatives from the Executive Office of the
President, the State Department for Public Service, the Office of the Attorney
General/State Law Office, the State Corporations Advisory Committee, and
the Inspectorate of State Corporations.

47. The reforms are being implemented in two phases, with the entire
process expected to be completed by the end of FY 2024/2025. As of now,
in phase one, the Multi-Agency Technical Working Committee has
accomplished the following tasks:

i) An analysis of the enabling legislation of the affected State
Corporations has led to the drafting of appropriate amendments,
including a new legislative framework designed to facilitate the
implementation of the reforms;

ii) A comprehensive evaluation of staff complements, competencies, and
the strategic placement or deployment of affected personnel is being
undertaken. This process ensures that individuals are effectively
reassigned to pertinent entities or allocated to other MDAs. The
objective is to facilitate a seamless transition for all staff while
mitigating the risk of job losses;

iii) Documentation of the assets and liabilities of the impacted entities in
relation to the reforms, along with the necessary actions required to
implement these reforms effectively;

iv) A joint Cabinet Memorandum regarding the finalization of phase one
of the State Corporations’ reforms is prepared for the Cabinet's
consideration. The Cabinet Memorandum seeks the Cabinet's approval
for the implementation of Phase one (1) of the State Corporations'
reforms and requests direction:
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a) Attorney General and all Cabinet Secretaries for affected State
Corporations to facilitate full implementation of the reforms
under the jurisdiction.

b) Office of the Attorney General to fast track the enactment of the
legal amendments to support the implementation of the reforms,

c) Cabinet Secretary for Public Service and Human Capital
Development to fast track the proposed deployment of staff, and

d) Cabinet Secretary for National Treasury and Economic Planning
to make provision for budgetary allocation during FY 2025/26
budget to fund voluntary early retirement, for employees who
may opt not to be redeployed to new assignment to be
considered for voluntary early retirement.

48. It is envisaged that the Multi-Agency Committee will complete
implementation of State Corporations’ reforms, as approved by the Cabinet,
by the end of the FY 2024/25.

49, The reforms will have a dual fiscal impact. Firstly, once Cabinet approval
is obtained for the implementation of the reforms, the Government will
allocate budgetary resources to fund voluntary early retirement for
employees who choose not to be redeployed to new assignments but wish
to be considered for voluntary early retirement. Secondly, upon the
successful completion of the reforms, the Government will achieve
substantial budgetary resource savings. The extent of the estimated
resource savings will be assessed after the completion of the reforms.

50. Resolution 4: That, to enhance transparency and
accountability in the next budget cycle, SAGAs should bring an
itemized budget to the respective Departmental Committees. This
itemized budget should detail all expenditure categories and
projected costs allowing for direct oversight and detailed analysis
of specific budget items by the National Assembly.

51. Action taken: The itemized budgets for SAGAs have been submitted
herewith alongside the FY 2025/26 Budget as resolved by Parliament.

Resolution 5: During the preparation of 2025 BPS in accordance to
fiscal responsibility principles as set out in Section 15 (2) (a) of the
PFM Act CAP 412A, the National Treasury shall ensure that at least
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30% of the National Budget is allocated to development
expenditures.

52. Action taken: The Ministerial Development Budget Estimates of the
National Government for the fiscal year 2025/26 account for 28.3 percent of
the total Ministerial Budget Estimates, while the Recurrent Budget Estimates
represent 71.7 percent. This allocation is slightly below the legal requirement
of at least 30 percent for the Development Budget.

53. To address this issue, the National Treasury will implement expenditure
realignments to ensure that, over the medium term, at least thirty percent
of the National Budget is allocated to Development Expenditure, in
accordance with the fiscal responsibility principles outlined in the Public
Finance Management Act, CAP 412A.
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IV. HIGHLIGHTS OF THE FY 2025/26 BUDGET

A. Proposed Expenditure Estimates for FY 2025/26 Budget

a) Overall expenditures in the FY 2025/26 and the Medium-Term

Budget

54, The overall total gross expenditure for the FY 2025/26 is projected at
KSh 4,239.9 billion. The allocations to the three Arms of Government,
along with the sharable revenues designated for the County Governments,

are summarized in Table 2.

Table 2: Summary of FY 2025/26 Budget (KSh Million

Supplementa 2025 Revised Variance
Approved  [ryEstimates [ Approved Budget |Between Budget
Estimates No.2 BPS Estimates | Estimates and
SNo. |ltem FY 2024125 FY 2025726 2025 BPS
| [National Government 2,232,756,5 | 2,346,553.7 | 2,523,474.1 | 2,497,546.0 (25,928.1)
Executive 2169385.8 | 2280548.5| 2447236.1| 24283950 (18841.1)
Parlament 40.865.5 42,580.4 49.488.2 424882 (7.000.0)
Judiciary 2.505.1 234248 26.749.8 26,662.8 (87.0)
Consolidated Fund Services 1,237,233.8 | 1,242,735.5 | 1,366,994.9 | 1,337,324.8 (31,670.2)
County Gove rnme nt 9,171 | 418,259.0 |  405,069.4 |  405,069.4 <
Toliluiniiinali: 3,861,107.3 | 4,007,548.1 | 4,297,538.4 | 4,239,940.2 (57,598.3)
% Share in the Total Allocation
1 |National Government 51.8 58.6 58.7 58.9 450
Executive 56.2 36.9 56.9 513 27
Parlament Ll 1.1 1.2 1.0 122
Judiciary 0.6 0.6 0.6 0.6 0.2
2 |Consolidated Fund Services 32.0 310 319 315 55.0
3 |County Government 10.1 10.4 9.4 9.6
Notes**
1.0 Consolidated Fund Services(CFS) is composed of domestic interest, foreign interest and pension &Salaries for State Officers
2.0 County Government allocation is composed of sharable allocation |

Source: The National Treasury

i) Allocation to the Executive

55. In the FY 2025/26 Budget, the Executive Arm of Government has been
allocated KSh 2,428.4 billion. This allocation consists of a recurrent budget
of KSh 1,724.0 billion and a development budget of KSh 704.4 billion.
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ii) Allocation to Parliament

56. In the FY 2025/26 Budget, Parliament has been allocated KSh 42.5
billion. This allocation comprises KSh 41.1 billion for Recurrent and KSh
1.4 billion for Development expenditures.

iii) Allocation to the Judiciary

57. In the FY 2025/26 Budget, the Judiciary has been allocated KSh 26.7
billion. This allocation comprises KSh 0.8 billion for the Judicial Service
Commission, KSh 23.8 billion for Recurrent and KSh 2.0 billion for
Development under the Judiciary.

iv) Allocation to Consolidated Fund Services

58. In this FY 2025/26 Budget, the Consolidated Fund Services (CFS) has
been allocated KSh 1,337.3 billion. This includes allocations to cater for
domestic interest payment of KSh 851.4 billion and foreign interest
payment of KSh 246.3 billion, Pension, salaries & allowances of KSh
239.6 billion.

v) Allocation to County Governments

59. The Division of Revenue Bill, 2025 allocates County Governments KSh
405.1 billion as an equitable share from the nationally raised revenue. This
amount excludes additional allocations, both conditional and unconditional,

to County Governments, which total to KSh 69.8 billion, including loans
and grants.

b) Resource Allocation to the Bottom-Up Economic
Transformation Agenda (BETA)

60. The FY 2025/26 and the Medium-Term Budget will continue in
emphasizing the execution of the Bottom-Up Economic Transformation
Agenda (BETA). The Agenda is designed to facilitate economic revitalization
and promote inclusive growth, by enhancing investments in at least five
sectors envisaged to have the largest impact to the economy and household
welfare. These sectors include:

i) Agricultural Transformation;
i) Micro, Small and Medium Enterprise (MSME) Economy;
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iii) Housing and Settlement;
iv) Healthcare; and
v) Digital Superhighway and Creative Economy.

61. To enhance the feasibility of these programmes the Government will
execute strategic interventions focusing on the following key enablers:
Infrastructure; Manufacturing; Blue Economy; the Services Economy;
Environment and Climate Change; Education and Training; Women Agenda;
Youth Empowerment and Development Agenda; Social Protection; Sports,
Culture and Arts; Governance; and Foreign Policy and Regional Integration.

62. The budgeting process for priority programmes will be conducted
through a value chain approach organized into five clusters: Finance and
Production Economy; Infrastructure; Land and Natural Resource; Social
Sectors; and Governance and Public Administration. To implement the
Bottom-up Economic Transformation Agenda (BETA), the Government has
identified nine (9) key value chain areas for implementation, namely: i)
Leather; ii) Cotton; iii) Dairy; iv) Edible oils; v) Tea; vi) Rice; vii) Blue
economy; viii) Natural Resources (Including Minerals and Forestry); and ix)
Building Materials.

63. The implementation of the BETA Priorities will be executed through five
clusters. In light of this KSh 338.3 billion has been allocated in the FY
2025/26 Budget as indicated in Table 3 below:

Table 3: Suimmary of Allocations to BETA Clusters

S/No | Clusier Ksh Million
1 Finance and Production Economy 46,027.7
2 Governance and Public Administration 31,601.0
3 Social Sectors 111,226.9
4 Land and Natural Resources 25,179.9
5 Infrastructure 124,289.1
Total 338,324.6

c) Allocation to Key Thematic Areas in FY 2025/26

64. The summary of the allocations under the key thematic areas is
indicated in Table 4.

23



Table 4: Allocations to Key Thematic Areas (KSh Million)

S/No |Thematic Areas KSh. Million

| |Agricuture and Food Security 44114.1
2 |Transport 37,9343
3 |Roads 190,309.3
4 [Energy 61,098.1
5 |Housing & Urban Development and Public Works 119,799.6
6 |Information, Communication and Technology 13,201 .4
7 [National Security 425,338.0
§  |Governance and Justice 41,1114
9 |Education Sector 659,804.0
[0 |Health Sector 132,404.9
[ [Manufacturing and Industrialization 18,686.3
12 |Social Protection and Affrmative Action 43,166.5
13 [Equiy, Poverty Reduction, Women and Youth Empowerment 107,200.4
14 |Sports Culure, Recreation and Tourism 32,260.8
[5  |Environmental Protection, Water & Natural Resources 100,938.1
TOTAL 2,027,367.3

65. The details of the key allocations in the FY 2025/26 budget are provided

in Annex Table 3.
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V. ADHERENCE TO FISCAL RESPONSIBILITY PRINCIPLES

66. In line with the Constitution, the Public Finance Management (PFM) Act,
2012, the PFM regulations, 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 statutes as follows:

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

67. The National Government’s allocation for development expenditure in
the FY 2025/26 Budget is 28.3 percent and is projected to exceed the
recommended threshold over the medium-term. This allocation is slightly
below the legal requirement of at least 30 percent for the Development
Budget.

68. To address this issue, the National Treasury will implement expenditure
realignments to ensure that, over the medium term, at least thirty percent
of the National Budget is allocated to Development Expenditure, in
accordance with the fiscal responsibility principles outlined in the Public
Finance Management Act, CAP 412A.

b. The National Government’s ¢xpenditure on wages and benefits
for its employees not to erceed 35 percent of the National
Government equitable share of the revenue.

69. In compliance with this regulation, the National Government’s allocation
of wages and benefits to revenues is projected at 27.0 percent (excluding
transfers to Semi-Autonomous Government Agencies) of the National
Government’s equitable share of revenue in the FY 2025/26.

c. 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.

70. 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. Further, this borrowing is

25




carried out within the context of the Medium-Term Debt Strategy (MTDS)
for the FY 2025/26 approved by Parliament.

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

71. The law requires the National Treasury to maintain public debt and
obligations at sustainable levels at all times. According to the latest Debt
Sustainability Analysis (DSA) conducted in November 2024, Kenya’s public
debt and obligations remain sustainable, albeit with high risk of debt distress.

72. While overall debt and external debt risk of distress ratings remain high,
Kenya's debt indicators are expected to improve supported by Government'’s
fiscal consolidation efforts over the medium-term to reduce debt related
risks. To support public debt sustainability, the Government will prioritize the
use of concessional funding and implement Liability Management Operations
(LMOs) to lengthen the maturity profile of public debt,

73. Sustained fiscal consolidation is expected to lower debt stock to more
prudent levels over the medium-term. In this regard, the PV of overall debt
to GDP is projected to decline from the current 63 percent to 56.2 percent
over the medium-term (Table 5).

Table 5: Kenya's Public Debt Sustainability

Indicator Benchmark 2024 2025 2026 2027 2028 2029
PV of publicdebt 55.0 63.0 |640 |63.7 |612 5886 |teo.
to GDP

Source: The national Treasury & IMF Country Report

e. Fiscal risks shall be managed prudently.

74. Kenya’s risk remains high due to volatile international commodity
prices, tighter external financing conditions, elevated inflation and continued
drought. The Government established a Fiscal Risk Committee which will
continue playing a key role in identification, quantification and management
of fiscal risks going forward. In addition, the Government through the
recently established pending bills verification committee will minimize
accumulation of arrears to suppliers; and with continued fiscal consolidation
programme, debt vulnerabilities will be reduced and ensure a stronger debt
sustainability position going forward. The Government will also continue
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reviewing its macroeconomic forecasts to ascertain the impact of the
macroeconomic projections and their implications on the budget. Potential
fiscal risks arising from contingent liabilities, including from Public Private
Partnership projects among others, are considered and a contingency
provision made to cushion the economy from unforeseeable shocks.

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.

75. On the principle of maintaining a reasonable degree of predictability
with respect to the level of tax rates and the tax base, the National Treasury
will implement the Medium-Term Revenue Strategy (MTRS) that contains
revenue-raising tax policy and administrative reforms to be undertaken over
the medium-term. Further, the Government continues to carry out tax
reforms through modernization and simplification of tax laws to lock in
predictability and enhance compliance within the tax system. The main
objective being to raise adequate tax revenues, predictable tax environment
and minimize tax expenditures.

27
















































































































































































































































