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Forervord

The global economic recovery remains uncertain. Developments in the Euro zone and the US
are likely to cause another round of economic crisis lhat could have major ramifications to
the economies in the region including Kenya.

On the domestic front, our economy has shown sigrrs of stabilizing following recenl pressures

occasioned by external shocks and strong domestic demand. The Shilling has recovered

following a rapid depreciation in the third quarter of20ll, and inflation has declined since

November 2011. The severe drought in the Horn of Africa and the combination of high

international food and oil prices contributed to a marked widening of the current account

deficil. Despite these, most sectors of the economy continued to expand in 20 I I , and we now

estimate real GDP growth to be 4.5 percent in 201I and to rebound to 5.2 percent this year.

While our economic fundamentals remain sound, we need to build on this resilience to

accelerate growth, create more jobs, and pul a meaningful dent to poverty and inequality.

Going forward, we need to reinvigorate our economic and structural relbrm agenda coupled
with up scaling investment in economic infraslruclure so as to provide lhe private sector more
latitude to grow and provide a firm platform for moving our economy to middle class status
sooner than later. We are convinced it is private investment that creates the income and the
resources that will see us conquer illiteracy, diseases, malnutrition, challenges of supply of
clean water and all the other faclors that stand in the way to poverty elimination.

The FY 2012113 will witness the ushering of a new dawn as to how we will now govem
ourselves and manage our political and socio-economic affairs. County governments will be

operationalised afler the next general eleclion. Therefore. the fiscal lramework presented in
this 2012 Budget Policy Statement provides a strong basis for building our common future
under the new constitutional dispensation. It provides the means for us to transit to a

sustainable public finance path. continue spending on infrastructure and implementation of
the new constitulion, while protecting social spending for more inclusive growth.

With the coming on board ofcounty governmenls, the FY 2012/13 budget is expected to be a
transitional budget, one with expenditure pattern that forms the basis for equitable division of
revenues before an equitab]e allocation based on a new formula is phased in. To achieve the
aspirations of the Kenyan people of a better Kenya as envisaged under the Constitution calls
lor greater transparency and high quality management of public finances at both levels of
govemmenl. that is, county and national governmenls. This is fundamentally necessary if we
are to ensure fiscal discipline and saleguard the stability ofour economy and our nation.

N. ROBINSON N. GITIIAE. EGII. ]\{P.
\{INISTI,,I{ F'oI{ }-INAN('I.]
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Legal Ilasis for the Publication ofthc Budgct l)olicv Statenrent

1) The Minister shallprepare and lay before the National Assembly a paper to be refcned to as a

budget policy statcment.

2) The budget policy statement shall be laid before the National Assembly not Iater than 2lst
March each lear or, in the event that the National Assembly is not in session on 2lst March,
within the first week upon the reconvening of the Assembly.

3) The budget policy staremenr shall state the broad strategic macroeconomic issues that u'ill be the

basis ofthe budget ofthe succeeding financial year and the medium term and shall include

(a) An assessmenl ofthe current financial year and the projected state oftle economy for the

succeeding three years;

(b) The macro economic and fiscal policies for the period specified under paragraph (a);

(c) Targets for overall revenues, total aggregate expenditure and domestic and extemal borrowing
for the succeeding financial year and the medium term;

(d) The total resources to be allocated to individual programmes within a sector or Ministry for the

period identified under paragraph (a) indicating the outputs expected fiom each such programme

during that period;

(e) The criteria used to allocate or apponion the available public resources among the various

programmes:

(f) The estimates of interest and debt servicing charges and loan repaymeDts for the financial year to
*,hich rhe budget relates and the next two financial years;

(g) Proposal for financing any deflcits for the financial year;

(h) Indication ofthe intenrion regarding borrowing and actions that may increase public debt for the

financral year:

(i) Budgeted and actual revenue levels for the tu'o preceding financial years;

O Budgeted and acrual expendirure for the two preceding hnancial years by vote and main

divisions;

(k) Forecast financial position for the financial year to which the budgei relates and the next two
lrnancial years;

(l) Statement ofspecific fiscal risks and contingent liabililies including guaranteed Ioans, pending

bills, uninsured risks. promissory notes and olher internationally accepted instruments, as at the

day on which the forecasl financial statement are published and the rules that determine what
constitutes current and future fiscal risks:

(m) The policv objecives thal u ill guide the Govemmenl s budget decisions during the financial
year and tie policl,areas that the Govemment will focus on during the financial year.
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Overview

i. The 20l2l\3 MTEF Budget will usher a new dawn in social compact. The
new constitution requires the Government to progressively provide for a

minimum basic standard of economic and social rights to its cilizens within
available resources. In particular, it requires us to make progress in ensuring that
Kenyans enjoy better health care services, educalion. clean and safe water,
housing, and social securily. Meeting thesc developmental needs require
sustaining high growth palh during transition with benefits accruing equitably 10

all Kenyans.

2. Year 20l2l13-2014115 budgeting period will entail a transition 10

devolved system of govemance. The MTEF budget will therefore continue
prioritising expenditure. within the conlext of a prudent macroeconom ic strategy,
\,r,hile continuing wilh reforms that are needed to accelerate social and economic
progress as espoused in the Constitution.

3. At the same time, during this transition period, we need to sustain growth
in the face of challenging external and domestic environment. According to the

IMF latest World Economic Outlook update releascd in January 2012, global
output is expected to weaken in the face of continuing sovereign dcbt crisis in the

Euro area and sluggish recovery in lhe US and other advanced economies.

Meanwhile, inflationary pressures have emerged in several emerging countries.
including China thus slowing down their growth prospects. On the donrestic
front, while Kenya's economy has shown signs of slabilizing following recenl
pressures stemming from external shocks and strong domestic demand, high
inflation is still hurting the weltire of our cilizens and making business planning
difficult.

4. In the face of these challenges, therefore. the overriding policy thrust of
2012 Budget Policy Statement is to consolidate and suslain inclusive economic
growth by restoring and maintaining macroeconomic stability and focusing on

economic policies and structural reforms aimed at retnovitrg hurdles to higher
growth while faciJitating private sector to expand its business. promote
productivity and build resilience necessary lor employntent creation and poverly
reduction.

I. ECONOMIC AND SOCIAL
PROGRESS-BUILDING OUR
COMMON FUTURE



Suslaining inclusiv'e growth unl nrceling MDGs

5. The Governnrent. with the support of developmenl partners. has
committed substantial resources in order to accelerate socio-econollic
development and achieve the MDGS. Over the recent past. increased spending on
social sectors such as rural developnrent, agriculture. education and health has
supponed inclusive grou,th.

6. The last survey on poverly indicated that the incidence ofpoverty stood at
45.9 percent in 2006 down from 52.3 percent in 1997. The survey also showed
that Poverty was higher in the rural areas (49.1%) compared to urban areas
(33.1%). Meanwhile, an assessment of Kenya's perfonrance in meeting each of
the eight goals has been ongoing with the last MDGs Status Report for Kenya
being in 2009. According 10 the 2009 report. Kenya has made significant
progress towards nreeting four of the eight goals. Overall. with respect to meeting
the MDGs by 2015, there is potential of meeting some and unlikely for others.
However, the supportive environment is intproving as summarized in Table l.l
below.

Table l.l:Supportire enrironmenl f0r meeting N{DGS

2001

Coal

CurrenlSlaiu5

Remarks

Will ithe

ncl?

Suppnive

li{DC l: ErudicsreExlftme Povell} and Hunper

]\OG 2: Achievc llniversal Primarv Education I,o lenlra l) liau

IVDC l: Prcmole o.ndcr Equalilyand Empower Women Potenl e: I Iarr

Unlikely SlronS

Polenlially SIrong
Frer hrnrary/stcondary

schmling

Polentially Strong

Ncw Bdrder smsitivc

conslitutron, Womm Enleeris!

Fund ctc

MDC {r Reduce Child luoialiry

MD6 !: Improve Matemal Health

MDG 6 CombatHMAIDS, Malaria and olher Disease: Polenrially Sron8

[OG 7: EnsureEnvircnfi]ental Su$anabiliry Potenlrall) utak

Unlikely Far

Unlikely lar
Conlinued incrascd fundint lo

heil$ sedor

Potenlially Strong

Potentially Fair

Prclcclion olwals lov,tn

includiiS Mau [o16l, trce

planlin$ elc

N{DC 8 Devdop a Olobil Partrer$ip lor Dvelopment Llr l! l Polenially Strong

I'oullr empo*rrmml programs

wlh donors, increaled mbil€

subcriben uith cloperation utl]]

privalaseclor

7. Coing forward, continued spending on priority sectors such as agriculture
and nlral development, health and educalion will accelerate atlainment ofbefler
standards of economic and social devclopmenl. These should be complemented
hy measures to address socio-economic inequities and inculcating national
cohesion for long-terrr slabjlity and prosperify.
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8. Because of limited resources. rationalization and cl)icrency in allocation
and use of public resources will be required to enable Governntent achieve its
develnpment goals. Similarly. fiscal prudence and strategic prioritization wili be

required in other public sector entities to assure ovcrall fiscal sustainability and
more productive use of resources consistent rvith linancing public-policy
priorities. Also, as we implement a devolved system of governmcnt rve need to
build transparent, responsive, accounlable. efficient and cffcctive national and
county govemments as key drivers of broad-based grou,th.

9. Meanwhile, to accelerate growlh and expand thc lcvels of employment
and reduce poverty, Government's initiatives will focus on: (i) restoring and
maintaining macroeconomic stability; (ii) continuing investment in infrastructure,
in particular, roads, energy, rails, ports and ICT; (iii) deepening structural
reforms, including improving govemance with implementalion of the
Constitution; (iv) enhanced regional integration and accessing new and emerging
markets; and (v) targeted support for small and medium cnterprises. as well as
initiatives to increase value addition in agriculture to increase job creation.

Fiscal discipline and conlinuitrg with productive spending

10. The Govemment intends to strike a balance between dcvoling resources
for these priorities and gradual fiscal adjustment to ensure long-term debt
sustainabiliry. Thus, we expect a deficit (including grants) of4.3 percenl ofgross
domestic product (GDP) in2012/13, moderating to about 3.5 percenl by 2014115.
Over the medium term, fiscal adjustment will be accompanied by shifts in the
composition of public expenditure towards investment and economic
development, as well as implementation of measures to strenglhen public
financial management and modernize and simpli$ the lax systent.

ll. Prior to the crisis period of 2008-2009, Kenya cnjoyed robust economic
growth with buoyant revenue, improving public and private investment spending,
and a declining public debt burden. For instance, between 2003/04 and 2007/08,
government spending as a share ofCDP rose from 23.0 percenl to 27.1 percent,
while public debt to GDP declined from over 70 percent to about 40 percent.

17. ln response to the multiple shocks in 2008-09-post-election violence,
drought, high commodity prices, and global financial crisis-Government
adopted countercyclical fiscal stance to shore up growth, at a tinte when the
private sector was adjusting to the changed economic circumstances. As a result,
governmenl spending rose further to about 30 percent b). 2010/ll rvhile public
debt increased to 48.8 percent ofGDP.

13. ln the current budget 20ll/12, public expenditure continued to e\pand.
albeit at a slower rate, reaching 33.5 percent of GDP. Expenditure pressures
reflected stepped-up infrastructure spending. implementation of the new
Constitution. drought mitigation measures and food securitv. security
intervention in Somalia, and pressure for salary awards.

2 012 Budget Policy Statement Page 3



14. Most of these cxpcnditurcs are necessar), for longer-term econonric
growlh in light of the changing econonric conditions. For instance. electriciry
generation capacity is bcing expanded $'ith investment in gcothermal power:
efficiency in the public transport is set to improve with road, rail and ports
expansion; expansion of irrigation progranrmes will ensure lood security
beconres a reality; and intcrvention in Somalia will enhance security and

eliminate incidents of piracl, that had increased the cost of shipping along the
East African Coast line. Also. stcps have been taken towards implementing a

devolved s),stem of govcrnance and rural development programmes. in addition
to conlinued spending in health and education, as well as strategic initiatives ro
cushion the poor with emcrging chalienges associated with high lood and fuel
prices.

15. However, over the medium term, Govemment's expenditure as a share ol
GDP and especially the share of recurrent expendilure will need to moderate so
as to guard against accumulating large debt that will not only pose fiscal risk but
also be burdensome to our future generation. In particular, every effort should be
made to contain wages and salaries by central government and other public
entities by limiting the size of public service. Pursuing a sustainable level of debt
is also vital as a means to provide room for the private sector to expand business
and create the much needed jobs wilhin an environment of low inflation, and
stable interest rates and exchange rate.

I6. With these apparent fiscal constraints. tough choices are therefore
required to ensure thal available resources are dirccted torvards those prioriry
programs thal have the highest socio-econonric impact on our economic
development. This is especially more urgent with rcspcct to the public sector
wage bill that, if not appropriately managed, will become the main
macroeconornic challenge as we transition to a devolved system ofGovernment.

17. This Budget Policy Statement articuiates economic policies and structural
reforms as well as sectoral expenditure programmes thal the Government intends
to implement over the next three financial years in order 1o achieve the broad goal
of its development agenda as already indicatcd. In particular, it emphasizes
continued shift of resources in lavour of grou.th and job creation, and to suppon
stronger private-sector inveslment in pursuit of nerv opportunities in a changing
economic environment. The proposed fiscal framework ensures continued fiscal
discipline and provides support for sustained growlh, broad-based development
and employment creation that benefits all Kenyans.

Outline of the 2012 budget policy statenrent

Recenl economic developmenls and outlook

18. Section Il of this BPS outlines the economic context in which the 2012/13
MTEF budget is prepared. It provides an overvieu, of the recent economic
developments and emerging challenges. as well as the outlook going forrvard.
The updated economic outlook indicates gro\uh \\,ill slorv down from the forecast
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in the last BPS, mainly due to the difficult global and domestic economic
environment. Real GDP growth is forecast to incrcase to 5.2 per cent in 2012
from the estimated 4.5 percent in 201 l. Over the medium-term, growlh is

expected to pick gradually to about 6 percent. as global conditions improve and
nracroeconomic stability takes hold. Inflation is expccted to ease to single digit
and be sustained around the target of 5 percent over the medium term.

19. The projected gro\\{h is cautious given the obtaining economic
circumstances. However, it is still insufflcient for Kenya lo put a meaningful dent
on unemployment and poverfy in line with the objectives set out in the Vision
2030. Section II also provides priority initiatives aimed at accelerating economic
groMh and measures that are aimed at enhancing private sector competitiveness
and increasing employment, especially for the youth.

Fiscal policy and budget framework

20- Section III outlines the fiscal framework that is supportive of growth over
the medium to long lerm, while continuing to provide adequate resources for the
implementalion ol the new Constitution and social programmes in health and
education, as well as in inlrastructure spending.

21. Due to revenue shortfalls and spending pressures from security
intervention in Somalia and salary awards, the budget deficit in the revised
budget is not expected to reduce in the current financial year. l'lowever, with
improved revenue performance following tax reforms and moderation in
spending. the fiscal position is expected to improve over the next thrce years with
the budget deficit declining to about 3.5 percent. 'fhis u'ill allow for that public
debt to GDP to fall to well below the 45 percent benchmark by 2014115.

Prcparing for devolulion-l nlergoverrtmentol Jisc(I rcl io,ts

)2. 20l2ll3 is an eleclion year that will usher in a devolved system of
governance. Section IV provides a framework fbr managing the transition to
decentralised structure in line with the new Constitution. The proposed division
of revenue between national and county govemment is set out in Table 4.3.
National government accounts for an average of about 80 percent of equitable
share of revenue over the 2012/13 MTEF period. while lransfers to counties
account for an average of20 percent.

Expenditure priorities tnd rcsource allocalion

23. Section V presents the resource envelope and spending priorities for the
proposed 2012/13 MTEF budget. Sector achievements and priorities are also
rcviewed, along with ind icative costing of the devolved funclions fot the 2012113
M-IEF period.

24. Overall, Govemment spending to GDP will remain al slightly below 30
percent over the MTEF period. Education, and Energy. Infrastruclure and ICT
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seclors account for the highest allocation, follou,ed by Governance, Justice, Law
and Order, Public Adnrinistration and International Relations, and Health sectors
in that order. Delence expenditure has also risen recently with security
intervenlion inside and along the border of Somalia. On the non-discretionarv
categor). debt servicing has been the fastest grou'ing component ofexpenditure.

Summary

25. This budget policy slatement outlines the broad strategic macroeconotnic
objectives and fiscal frameu,ork, together with a summary of Government
spending plans, as a basis of 2012113 budget and mcdium-term. In this regard, it
contributes to the improved understanding of the slate of Kenya's public
finances. thereby helping to guide public debate on economic and development
maners. Of course, Vision 2030 Medium Term Plan and its update provide the

longer-term perspective on Kenya's growth and developmenl challenges.
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II. RECENT ECONOMIC
DEVELOPMENTS AND OUTLOOK

Overvierv of Recent Economic Performance

26. 'I'he economy has shown signs of stabilizing after recenl pressures

occasioned by external shocks and strong domestic demand. The Shilling has

recovered following a rapid depreciation in the third quarter of 2011, and

inflation has declined since November 201 l. The severe drought in the Hom of
Africa and the combination of high intemational food and oil prices contributed

lo a marked widening of the current account deficit. Despite these. most seclors

of the economy continued to expand in 2011, and we now estimate real CDP
growth to be 4.5 percent in 20ll and to rebound to 5.2 percent this year. While
our economic fundamentals remain sound, we need lo build on this resilience to

accelerate growh, create more jobs, and put a meaningful dent to poverty and

inequality.

2'1. The recenl economic developments are a clear indication that the policies

that we implemented in response to the shocks are beginning to take effect. They
also point lo a more stable macroeconomic environment, going forward.

201I grob'lh updale

28. Real GDP grew by 4.2 percent in lhe first nine months of 20ll compared

with 4.9 percent in the same period in 2010. The growlh was mainly attributed to
continued expansion in building and construction, wholesale and retail. financial

intermediation and agriculture and forestry as well as hotels and restauranls.

Leading economic indicators for the fourth quarter of 20ll still point to

continued growlh. albeit at a slower rate.

29. On account of
performance of the first three
quarters, it is now eslimated
that overall growth for 20ll
will average about 4.5 percent,

down from 5.6 percent in
20I 0 (Chan 2. I ). This groMh
indicates resilience
considering lhat the year was

characterized by delayed
rains. high inflation, and

rveaker shilling. all of which
cornbined to restrain groMh.

( hart 2.1: Rcrl GDP growth
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30. The pace ofcurrenr grou,th is still rvell belou, the tarcet of Vision 20i0 of
l0 percent necessary to draw more Kcnl,ans into employment and reduce
poverty. Recent budgets have been geared to[,ards supporting gro\\1h to mitigate
the adverse eflects ol domestic and exrcrnal shocks. Accelcrating gro\rth funher
requires stepping up both public and private inveslment to raise Kenya's
economic competitiveness and create morc emplol,ment opporlunities l-or all
Kenyans.

InJluion hts risen b louhle digits but ltus sturlul cusing latch'

31. After remaining lorv and stablc lbr rhe greater part in 2010. jnflarion
picked to reach double digits level in 20i1. mainly on account of high food, oil
and energy prices. The weakening of
the Kenya shilling againsr major
currencies also exacerbated in flat ionary
pressures. The annual average
inflation for 20ll rose to 14 percent
compared to 4.1 percenl in 2010. The
twelve-month year-on-year inflation
peaked to 19.7 percent in November
20ll before easing to I8.7 percenr in
December 20 I l. I 8.3 percent in
lanuary 2012, 16.7 percent in February
2012 and, more recently, to 15.6
percent in March 201 2 (Chan 2.2).

32. The Covernment has taken appropriatc policy action to rein in on
inflation. A combination of tight monetary policy and fiscal restraint, as u,ell as
easing food and oil prices and firming up of rhe shilling has worked to support
the easing of inflation. The CBK raised rhe policy rate lrom 6.25 percent in
August 2011 to l8 percent in December 2011, while the Governmenr has
instituted austerity measures and expenditure reprioritization to restrain domestic
demand.

The bolance of pa),menls has come under pressure

33. Reflecting higher fuel and food prices, as well as a weaker than expected
global output and strong private sector
credit, the external payment position
has come under pressure. As a resuit,
the external current accounl deficit is
expecled to reach about ll percent of
GDP in 20ll/12.
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r!34. The olficial foreign exchange
reserves in terms of monlhs of imports
cover declined from 3.9 in 2010 ro 3.7
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T'he shilling exchonlie rate wetkened bul has rtce nlll' .lirme d up

35. Increased demand for foreign exchange to finance imports ofmachinerv
and capital goods, larger oil import bill due to a spike in the oil prices, increased
maize imports occasioned by food shortages in 2011. and strong demand of
imported consumer goods with strong bank credit expansion to lhe private seclor.
combined to exerl pressure on the
shilling exchange rate against major
currencies.

36. The Shilling weakened to
exchange at a hisloric low ofKsh. 107
per US dollar in mid-October 201I
compared with an average of about
Ksh. 80 per US dollar in October 2010.
Partly due to the tighlening of
monetary policy, the exchange rate has

firmed up to exchange at around
Ksh.85 per US dollar from December
20ll through February 2012. Over the same period, the shilling exchanged at
Ksh.l I4.0 and Ksh.l35.0 respectively against the Euro and the Pound Sterling in
December 201I compared to Ksh.l38.7 and Ksh.l59.4 in October 201I (Chart
2.4).

Tighl liquidity has pul upword pressurc on interest rotes

3'1. Reflecting the tightcning of monetary policy stance. short-term inlerest
rates have increased. At some point in late 2011, interbank interest rates had
increased to about 30 percent. The 9l-day Treasury bill rates have also risen to
about 20 percent by the end of December 201 I from as low as 2 percent in some
months in 2010. Consequently, most commercial banks adjusted their base

lending rates upwards (Chan 2.5).

Chrrl2.5: lnrrrrsl.rlrs
3 8. At the same time,
uncertainty concerning the
sovereign debt crisis in the Euro
area. rising inflation and
rveakening of the exchange rate
have all combined to weaken
activity in the stock market.
I lou,ever, there are signs that lhese
laclors are reversing and as a
result activity in the securities
market has started improving.
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following disbursenents from the IMF official foreign exchange reserves held by
the Central Bank olKenya rose to about US$ 4.2 billion by end-December 201 l.



Fiscal perfornrance and emerging challenges

2011/12 Budget

39. The macroeconomic assumptions underlying the 20ll/12 budget u'ere
detailed in the 20ll BPS. The budget assumed continued strong cconomic
groMh and stable macroeconomic environmenl. ln addition. the financial
objectives rvere aimed at containing non-prioriry and unproductive recurrent
expenditure so as 1o bring the budgel deficit down and ensure sustainabte public
debt.

40. Parliament approved the 20llll2 budget in August 2011. Expenditures
amounted to Ksh. 1,159.5 billion, comprising of recurrenl expenditure of Ksh.
762.4 billion, development expenditures of Ksh. 396.6 billion, and Ksh 0.5
billion for contingency fund following utilization of the Ksh 1.5 billion for
drought mitigation measures by the time ofapproval.

41. The above expenditures $,ere lo be financed by total revenue (including
A-l-A and after adjusting for I-ATF arrears) amounting to KSh. 793.3 billion,
donor grants and project loans totalling KSh. 183.1 billion, domestic debt roll-
over ofKsh 63.5 billion, and domestic borrowing ofKSh. I )9-5 billion.

Implentenlalion progress und emcrging Jiscal challcnges

42. Since the implementation of the 20ll/12 Budget in July 2011, the
economic environment has worsened. High inflation stemming from higher food
and fuel prices and deteriorating global economic conditions, have weakened
economic expansion. In addition. rising inflationary expectations placed
pressures on the Shilling exchange rate. The tightening of monetary policy has

resulted in rising domestic interest rates both in the money markets and in the
auclions for government securities further puning pressure on the budget. As a

resu lt:

Revenues have fallen shorl of target: As at end of February 2012,
cumulative revenue receipts antounted to KSh.440.3 billion, against a target
of KSh. 488.3 billion. This reflected an underperformance of KSh. 48 billion.
The underperformance was in respect of KSh. 32.2 billion in ordinary
revenue and KSh. 15.8 billion in Appropriations-in-A id (A-l-A). The
underperformance in ordinarv revenue was associated with various factors
including VAT withholding challenges during the financial year, and weaker
than envisaged economic gror.r,rh, while the shortfall in A-i-A partly reflects
underreporting by line m inistries.

Domestic borrowing has bcen constroined by the volatility in the money
market intercst rates and inveslor uncerlainty brought about b1, high inflation
and rveakening of the Shilling. Conscquently. there has been an under
subscription of Treasury Bills and Bonds in the auc(ion market for
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government securities. More recently. the situation has improved s'ith
increased demand for shorl-dated government securities.

Expenditure execution has also follen behind: By Fcbruary 2012. total
expenditure (based on disbursement) amounled 10 KSh.586.6 billion against

a target of KSh.688.l billion. This reflected an overall under-spcnding of
KSh. 101.6 billion. of which KSh. I1.2 billion was in respect to rccurrent
expenditure, while KSh. 89.3 billion was in respecl of development
expendilure and net lending. Development expenditures financed with
domestic resources were below larget by KSh. 28.5 billion. and those

financed with foreign resources were below target by KSh.60.9 billion. The

under-spending of the development budget reflected: poor procurement
planning for government funded projects; low absorption of development
project funds due to delays in processing and securing "No Objections" from
donors; and under-reporting by line ministries of actual spending, including
low coverage of expenditures incurred in the districts, as well as non-

reporting by donors where govemment systems are not used.

Additional spending pressures have emerged, mainly on salaries.

implementation of the Constitution, as well as dealing \vith securitv

operations along the border and in Somalia, among others. In addition. the

weakening of the shilling exchange rate against major currencies has

increased the servicing of extemal debt in shilling terms and government

expenditure on imporl of goods and services. So far in the year. Treasury has

received requests for additional funding amounting to over Ksh.l75 billion.
Table 2.1 provides the preliminary budgel ouGtum for the first eight monlhs

ol the FY 20't 1/12.
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43. ln vicw ofthe financing constraints fronr revenue and domcstic borrorving
and emerging expenditure pressures including recent agrcement uith respect to
employment of teachers on pennanent basis and additional recruitment,
adjustments to the budgel in the conlext of the Supplcmentarl, budget u,ill be
tabled to Parliamenr in April20l2.

44. ln ordcr to finance emerging additional expenditures in the face of
financing conslraints. austerit_y measures halc been instituted. 'l-he austeritv
measures take inlo account performance ofexpenditure so far in the FY 201 l/12
and absorption capacity in the remainder of the financial year. Specifically, the
Government ralionalized expenditures by cufling those that are non-priority, and

deferring expenditures of some projecls that are unlikely to start this financial
year. ln addition, there has been a reallocation of budgeted provisions. and

utilization of existing contingencies and budget reserve to meet part of
expenditure requirements.

45. Meanuhile. to continue implementing critical invcstment prugramme in
infrastructure (roads, energy and rail) and social sectors (health, education, and
cash transfers to the poor). as well as irrigation programmes (to achieve food
security) and implementation of the new Constitution, the Government has
sought alternative sources offunding by rvay ofa syndicated loan ofup to Ksh.
52 billion (equivalent of about US$ 600 million) to overcome the low uptake of
Government securities by investors. In addition. the foreign currency inflows
associated u,ith the proposed borrowing u,ill ease pressure on domeslic interest
rates, boost internalional reserves and reducc pressure on the Kenya shilling.
Taking into account this external loan, the rcvised domestic borrowing is now
Ksh 62.1 billion, down from Ksh I 19.5 billion in the original budget,

Macroeconomic policies and outlook

Global conlt:rl

46. The global economic environment continues to be fragile. According to
the IMF latest World Economic Outlook updatc released in January 2012, world
output is projected to expand by 3.3 percent in 2012 and 3.9 percent in 2013,
down from 4 percent and 4.5 percent pro-iected in September WEO (Table 2.2).
The sovereign debt crisis in the Euro area and sluggish recovery in the US and
other advanced economies pose significant rjsks to the global economic outlook.
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Trble 2.2: Annualperctnlage cha e in GDP and CPI for sclec led rrc ionYcounlrics. 2010 - 2013
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Source: IMF World Economic 0utlook. January 2012

r Minisfy ofFinance Forecast

47. Advanced economies are only expected to grow by 1.2 per cent in 2012

and 1.9 per cent in 2013, with downside risks ifdecisive policy aclions are not

taken to deal with the Euro arca debt crisis. At the same time, the Euro area

economies are expecled Io go into a mild recession.

48. In the emerging and developing countries, growth is expected to slow

down due to worsening external environment and weakening intemal demand'

Developing Asia comprising of China and lndia are exPected to maintain a strong

bul slowing growth of 7.5 percent for 2012'2013. while the Sub-Saharan region

is expected to expand by 5.5 percent in 2012 and 5.3 in 2013.

49. Meanwhile, the world inflation is expected to decline from 5 percent in

20ll lo 3,7 percent in 2012. mainly in response to a weakening global demand.

However, the geopolilical risks to oil prices have risen again due to the lran

related oil supply shock.

50. Kenya is well integrated with the world economy and any external shocks

have a negative bearing on groMh prospects. For instance, the global financial

crisis of 2008/09 weakened our domestic demand and GDP grov"th. We

responded to this shock with appropriate countercyclical economic policies and

structural reforms. which played an important role in shoring growth that

rebounded to 5.6 percent in 2010.
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51. ln rccent years, Kcnva's economy has become incrcasingll, more
integrated u'ith the BRICs (llrazil. Russia. lndia, and China) in lenns of trade and
investment flows. Moreover. trade rvith our regional parl.ners in the EAC and
COMESA continues to be strong. As a result. the positive rrouth prospects in
these countries will help cushion Kcnva from the impacr of rhe mild recession in
Europe.

Grobrth prospccts

52. The macroeconomic frameu,ork underpinning the 2012 BPS is cautious
given the weaker-than-expected growth in global output and tighter donrestic
macroeconomic conditions. Nonetheless. with the improved rveather conditions
and completion of the on-going key inftastructure projects in roads and energy,
the domestic economic prospects remain favourable, albeit with significanl
downside risks.

53. Real GDP is expected to grow by 5.2 percenr in 2012, dorvn from 5.7
percenl forecast in 20ll BPS. Over the medium term, groRrh is expected to pick
up to about 6.0 percent. ln lerms of fiscal years, lhe projcctions translate to 5.5
percent for 2012113,5.9 percent for 20l3ll4 and 6.3 percent lor 2014/15 (Table
2.3).

54. Growth will be bolstered by continued expansion in agriculture (barring
any adverse weather), tourism, construction, transport and communication, and
ICT. While exports will continue to benefit from rhe relatively strong growth in
the sub region, new measures will be introduced to diversi$, and promote
Kenya's exports globally, especially export of services in rhe medium term.
OveralJ, these favourable faclors are expected to compensate for weakened public
and private demand resulting from a tighter macroeconomic environment and
somewhal weak global demand.

55. Consumption growlh will moderate in the shon term as rising inflation
limits disposable income. Meanwhilc, grou,th in gross fixed capiral. formation is
expected to be modest with rising domestic interest rates.
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56. Whereas the projected growth is still below the target envisioned in
Vision 2030 needed to increase labour absorplion and reduce poverty, lhe
Government recognizes that further up-scaling would require mobilizing larger
amounts of resources, raising factor productivity, and moving to a higher value-
added and more efficient production structure to increase export growth.

57. Taking into account limited public resources, the Government will rcly on
the private seclor to meet the economy's resource requirements while.developing
the appropriate market environment to promote efficiency. This call for faster
implementation of the privatizalion program: provide for private sector
participation in infrastructure development under a robust public-private
partnership (PPP) agenda; promote appropriate regulation of private sector
activiry; and provide for greater private sector acccss to finance. AII this will
require sustaining macroeconomic stability, deeper structural relorms. and
improvements in enabling legislations, especially under the new constitutional
framework.

Resloring and suslaining macroeconontic stahili4,

58. Prudcnt and sustainable macroeconomic policies that ensure lorv and
stable inflation and aflordable ntarket interest rates as rvell as competilive
exchange rate, forms thc loundation lor accelerated growth and deveiopment
agenda set oul in the Vision 2030.

59. Going forrvard. we anticipate thal tlre currcnt suppiy-side driven pressures
on prices and the exchange rate will subside in line with the reduction in oil
prices, and ample supply of food with normal weather conditions and expanded
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inigation. This should also reduce demand pressure on impons and the current
account.

60. The CBKs' monetary policy u'ill bc geared tou'ards bringine dorln
inflation to single digit level within a 1'ear's time and lhereaftcr keep it stable at

around the 5 percenl target over the medium term.

61. Stabiliry in interest rates and exchange rates $'ill be reslored and sustained

at low and stable rates over the medium lerm. l'hc Governn:ent uill acccss the

international market by way ofa syndicated loan ofUS$ 600 rnillion to linance
infrastruclure proiects in 20ll/12 budget. l'his transaction is expected to be

concluded in April 2012. The financing is expected to ease pressure on dotnestic
interesl rates and ease the currenl funding constraints to the budget. Moving
forward, the government will also consider issuing a sovereign bond to enhance

Kenya's visibility in the international capital market and se1 up a benchmark
profile for the private sector to also borrow from the international capital markets.

Supporting domeslic denrond and increasing cxporls

62. The Government will continue with strategic interventions to accelerate
groMh, improve competitiveness and promote exports. Specifically, the

following measures will be considered:

o Continuing investment in infrastruclure: Over the recenl past, the

Covernment has provided significant rcsources in energy, roads, rail.
telecommunications and water to ease bottlenecks and rcduce costs of doing
business, while irnproving access to export markets. This will be continucd as

lhey are vital for achieving our national strategic objectivcs of higher grou'th.
job creation and poverty reduction. With the neu'Public Private Partncrships
legislation scheduled for introduction before Parliament for enaclment.
private-sector participation in provision of infrastructure is expected to
increase further improving investment climate, factor productivity and

com fiet it iveness.

o Posiliottittg export as a key driver of grox,th and entplolngnL' sustaining
growth and dcvelopment in the medium to long term requires that
Government givcs priority to expansion and diversification of cxports.

Measures will be put in place to promote export of induslrial products and

services, in particular where u,e have strategic and comparative advantage.

Inveslments in infrastruclure to facilitate export services in the oil seclor from
the region. attraction of petroleum relaled industries and establishnrent of
transhipment will be given priority. Further. working u'ith private scctor.

measures will be introduced to position Kenl'a as an ICT. medical and

educational hub in Eastern Africa.

o Inproving access lo new nnrkels. strategic efforts will be made to
diversify expon markets by providing an environment conducive lor business
to expand beyond thc sub region markets. This calls for increased prcscnce in
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fast-growing regions. as well as improving logistics and institutional
arrangemenls.

. Improving compeliliott and removing regulalory burdens lo sntoll
business: Ciiven its catall.tic effect to sustained inclusive growth and huge
potential for job creation and poverty reduction, the Government will deepen
business regulatory relorms. enhance access to credit, facilitate capacity
building and simplify and modernize regime for small and medium size
businesses in order to amplifu their multiplier effect on employment
opportunities and accelerating groMh.

. Deepening regional inlegralion: While significant progress in integration
has been achieved under the East Africa Community, there is much potenlial
for expanded trade and investment in the COMESA and the rest of Africa.
The Government will conlinue with collaborative infrastructure inveslment.
and removing inefficient customs procedures including complicated rules of
origin and other non-tariff barriers, in line with the existing Prolocols.

Exlernal c urre nl occo urtl

63. We expect the easing ofpublic and private demand to put less pressure on
lhe current account. Also, we expect continued flow of remiltances which has
recently played a key role in the economy. As such, the current account deficit is

expected to decline gradually from about ll percent of GDP in 2011/12 to 6.1
percent ofGDP in20l4ll5, and thereafter to about 5 percent ofGDP in the outer
years with measures to suppon expoft growth.

64. Meanwhile. the relativcly higher interest rates and improved investor
confidence with expected successlul elections should enable the capital and
financial account to be in surplus. This will allow the Central Bank of Kenya to
gradually build up foreign exchange reserves.

Risks to the outlook

65. The risk to the outlook for 2012 and medium-term include further
weakening in global economic growth and unfavourable weather conditions
should there be another dry spell in 2012. Also, reversal in the currenl easing of
international oil prices may fuel inflation and weaken growth. Finally, the
outlook is premised on a smooth transition to a decenlralized system of
government following the genera) elections expected to be held in FY 2012/13. If
this does not happen, it could weaken investor confidence and slow down growth.
Ilowever. judging from the successfui campaigns and peaceful referendum on the
new Constitution in 2010. there is optimism that the general elections will be

smooth. Overall, should the risks materialize the government will underrake
appropriate measures to safeguard macroeconomic stability while at the same
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time protecting critical dcvelopment spending. Details of the other fiscal risks are

provided in the Statement of Specific Fiscal Risks in Annex l.

Sumnrary

66. 'l'he currenl econonric conditions call for caution in budgeting. \\'hile
grou.th has slowed down, the economy remains rcsilient in the face of high
inflation and rveaker shilling. Current growlh rates are not fast enough to supporl
the e,nplo),ment gains and povertv reduction that the countr-v requires lo anain
the Vision 2030 objectives and make progress to\\ards the MDCs. 'l'herefore.

there is need to accelerate and deepen structural reforms panicularly in the areas

of public financial rnanagement and improving busincss environment lo
accelerate growth. This will continue to be supporred by increased investments in
infrastructure which is nceded to fulll,exploit our gro\'1h potential.

67. Looking ahead, the global economic environment continues to be fragile.
Kenya's growth has slowed but fundamentals remains sound. which should help
growth lo pick up momentum over the medium term. Restoring and safeguarding
macroeconomic stability will support grouh beyond the currenl projected growlh
rates necessary to reduce youth unemployment and poverty antong our people.

This should be complemented with deeper structural reforms to strenglhen lhe
economy's resilience and raise growth to a higher trajectory while ensuring that
the benefits of growth are shared by all Kenyans.
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III. FISCAL POLICY AND BUDGET
FRAMEWORK

Overv iel'

68. The 2012 Medium-Term Fiscal Framework continues to support growlh
and employment given the challenging economic environment. It also continues
with prudent fiscal policy to reinforce Government's commitment to debt
sustainability over the medium to long term. Specifically, the 2012 Budget Policy
Statement:

o Continues with fiscal consolidation that started in 2010/l I budget, while
at the same time ensuring that the level of expenditure continues to sustain
growth through continued public investment in infrastructure. The overall
budget deficit is expected to ease to 3.5 percent by 2014115.

o Continues with the measures to bring public finances to sustainable path
such that by 20l4ll5 our public debt to GDP ratio declines to 41.5 percent,
well below the benchmark of45 percent. This path will be achieved through a

moderation and efficiency in spending as well as improved tax performance
following reforms in expenditure management and tax legislations. The
sustained easing of debt to GDP ratio will provide the Government wilh room
to conduct countercyclical fiscal policy should the economic siluation rvorsen
in the future.

Continuing with fiscal consolidation

69. The 2012 BPS sets out a fiscal framework that targets to narrow the gap

between spending and revenue, while providing support to the economic activily.
continued investmenls in infrastructure and implementation of the Constitution
within a context of suslainable public financing. As such, the Government is
committed to gradually reducing the overall fiscal deficit to 3.5 percent of'GDP
by 20l4ll5 (Table 3.1 ). This rvill help to bring down the debt-to-GDP ratio to a

sustainable level and contribute to reducing the recent external imbalance.
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o Continues with efliciency enhancement and improving the productivity of
expenditure while at the same time ensuring that adequate resources are

available for operations and maintenance, and implementation of the new
constitution.



Trbh 3.1: Cutrrl Corrmmrnt [is.rl Pto]..tion!, 100910.?0ll l5

200910 l0t0l l l0ltiii ?01l/t:i ]iLu/14 l0t4|l

qdga .1ct Bdgr .1ct

tuwed

Eudgtt

and (lrats 604. t

7%

568.8

i) l%

484.7

84t

i5.l

i6E.t

)J tt4

t48 I

TJ%

4?69

71.?

10.1

710.1

)6 t%

689.i

,5.8

lll9

40.4

686l

661.i

t69.2

98.1

[.8

d GDP

Ro.cnn

%olGDP

TuRircnuc

Non.Tu Revcnue

0IrI$

podLturc

aIADP

111.4

3At%

'l 
l.t

261.1

n5.l

29j%

5r0.5

2t4.7

9t6.9

33 1%

$3.1

12i.6

811.9

)9 J%

592.4

!194

RctuIcnt

Dcvalopnurt

Brlanc (-Dciicit +rurdrl) (r68.1)

-( 6t4

(r,6.,
.t l%

(r86.81

.6 Pn

(rn 5)

atabP

LtanalFrnarcing 5t.2

699

(18.7)

20.?

lt.9

tl.i
r0l.l

(20.5)

It.l

46
(20.,

Dsbtlrcnrnts4oar

Rcpiymnldllc (18

DonEstc bororltt3

%olADP

109 5

tJ%

lI5 82.t

Iff4

82.r

t0%

Publrc Debllo 00P (neiofd!pcsi$) 11:% J51% 16r/, 1lP/,

nd 0DP (l(sh biilion) 1.t46.6 145E.i ?.,161.1. Lnl t

811.1

)61%

'r9l 
I

lt rn

662 6

1295

4l I

&54 5

t5 r,4

806l

6t8 8

147.5

1t.2

l,0i l.l

Jt.6%

612.2

i99.1

r,08?.t

,%
69i.5

18J.2

(218.r)

.7.i%

(228.j)

.6.9/,

I6.7

142 5

(25.8)

166.1

191.5

(25.0

95

l8%

62.1

1%

4E.6% liy/,

l,l84 r 1,295.2

984 i

916 J

7808

155.6

48.1

l.ll9 5

1,0i I l

895.9

l?11

484

r,16i.6

)i 7%

t.t09.l

l.0ll.l

19i.9

56.4

l,li2 t

)9 Pl
nr.9

i702

1,186 2

)9.t%

$89

o71

)9 ?/,

941.8

491.t

(167 4)

-t J%

(r66.6)

.J 8'/o

(r7r?)

.3 t%

60.7

Et.9

(28.2)

(0.4)

85E

(86.2)

96.9

rll2
(161)

106?

18%

l t4.l

)6%

718

ti%

t!l% 11r,4 t15%

1,866.5 4,182.5 4,9t6 4

bta llini*r1 ol Ftrux

70. 'l'his policy will be achieved through the Government's commitment to

ensure a strong revenue effort with measures to simplify the 1ax code in line with
besl praclices. in order to help improve tax conrpliance, minimizc delays. and

raise revenue. ln addition, the Government will rationalize existing tax
incentives, expand the income tax base and remove tax exemptions as envisaged

in the Constitution.

Exerc is i n g frsc a I re spo n s i bil ity

71. The Government recognizes that the fiscal stance it takes today will have

implications into thc luture. Therefore, and in line with the requiremenl of the

new Conslitution. the principle of sharing the burdens and benefiIs of the use of
resources and public borrorving between the present and future gencration
implies that rve have to make prudent polic),decisions today so thal \\'e do not
imposc unrvarranted debt burden to our future generations.
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72. Fiscal responsibility has become even more important since the
Constitution requires the Govemment to progressively provide for a minimum
basic standard of economic and social rights to its citizens rvithin available
resources. In order lor spending 1o increase on a sustainable basis lo meet these
basic needs, we should be prepared to malch the increascd expenditure demands
with a conesponding increase in tax revenue yield through efficient collection,
widening of tax bases, and reasonable tax rates. It is therefore imperative at this
stage to reform and modernize the tax regimes to ensure slability, going forward.

Intprovittg tffidcnc.r, utrI pnxlut livil.t, ol expcnIiturc

73. The Government will continue with rationalization of expenditure to
improve efficiency and shift more resources toward productive development
projects in support ol gromh and development. Expenditure management will be

strenglhened rvith implementation of the Inlegrated Financial Management
Information System (IFMIS) across Ministries and Departments and
subsequently at the county Ievel lollowing decenlralization.

74. In addition, a nerv legislation on public financial management will help
accelerate reforms in expenditurc management syslem.

Continuing with the puth of debt sustainability

?5. As noted earlier, the fiscal stimulus we undertook between 2008/09 and
2010/ll resulted in our public debt to GDP rising to 48.8 percent. We therefore
need to conlinue bringing our debt level down by moderation spending at this
time of a somewhat reasonable growth path in order to rebuild fiscal space in
preparation of any economic downtown given that we are now living in a world
of uncenainly. This together with improvemenl in our tax revenue will provide a
path towards the reduction of the deficit and sustainable debt as a percentage of
GDP.

76. Our fiscal poiicy, therefore, will continue aiming at reducing lhe overall
public debt to GDP ratio from 45.9 percent in the FY 201l/12 to about 42 percent
over the medium tenn. This will require reduction in the overall fiscal deficit
from the current 6.9 percent of GDP to about 3.5 percent of GDP over the
medium te rm.

D efi c it Ji na n c ing po I i t.t,

77. The medium-term fiscal stancc envisages continucd borrowing from
domestic and external sources wilh the Iafier being Iargely on concessional lerms.
The Government will ensure thal the level of domestic borrowing does not crowd
oul the private sector given the expected increase in private investntent with
accelerated economic expansion.
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78. Non-concessional foreign borrou,ing u,ill be limited to projects that
guaranlee revenue streams and support long-term growth. Borrowing from the
international capital and loan markets has uselul benefits. such as setting
benchmarks for borrorving by private and public-sector institulions. It is in this
regard that the Government will continue to diversifl its sources of financing
including maintaining the intentions to float a sovereign bond in the international
capital markets over the medium lerm.

20121 13 Budget Framcwork

79. The 20121'13 budget framework is set against the background of the
mediun:-term macro-fiscal framework set out above and the Covernment's
national strategic objectives as outlined in the updated Vision 2030 MTP. Real
GDP is expected to increase by 5.5 percent in FY 2012/13 underpinned by
continued good performance across all sectors of the economy. The projected
growth assumes normal weather pattern during the year. lnflation is expected to
ease to single digit in a year's time and to the 5 percent targel in lhe medium
term, reflecting implementalion of a prudent monetary policy and easing of both
food and oil prices and stabilization ofthe shilling exchange rate.

Relenuc Prr.rjections

80. 'lhe 20l2ll3 budget targets revenue collection including AiA ol 24.2
percent ofGDP. As noted above, lhis performance rvill be underpinned by on-
going reforms in tax and customs administration. The modernization of VAT
legislation is expecled to simplifo tax collection and enhance the revenue yield.
As such. total revenues including AiA are expected lo bc KSh 936.5 billion.

Iir pcnditu re Forecasts

81. 1he key policy document guiding the Government's funding allocation
decisions continues to be the first updated MTP (2008-2012) of Vision 2030,
which provides the updated development priorities by the Covernment for
201lll2-20l2l13.ln 2012113. overall expenditures are projected at 29.8 percent

oIGDP (or KSh l.l52.l billion), down from 32.9 perccnt of GDP in the revised
budget fbr 201I112. The one-off item s in 201I112 such as security intervention in
Somalia more than ofliet increased expenditure for implenrentalion of the
Constitution including expenditure on lhe upcoming general elections. Moreover-
the reccnt decision to integrale Kenyan troops within the UN conringent will help
minim ize their impact on the budget.

R ec urrt nt E-rpe nd il ure

82. Rccurrent expenditures are expected to decline slightly fronr about 20.5
pcrcenl of GDP in 20llll2 to 19.'7 percent ofGDP in 2012/13. on account of
adjustnrcnt of onc-off ilcnrs and robust growth in nominal GDP. Translers to
parastatals and semi-aulonomous government agencies will remain atlhe20llllZ
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nominal value in order to provide fiscal space for priority expenditures. Any
,r1,age adjustmcnts for these agencies is expected to be met within the ministerial
ceilings.

83. With respect to goods and services. expenditure ceilings for
seclors/m in istries are determined by lhe lunding allocation for goods and services

in the previous year budget as the starting point. The ceilings are then reduced lo
take into account one-off expenditures in FY 20lll12 and thcn an adjustmenl
factor is applied to take into account the general increase in prices.

Deve lopment Expendit ure

84. Consistent with the objective of allocating adequate resources towards
development outlays and the need to ensure completion ofcritical infrastructure
(roads, energy and railway), the ceiling for development expenditures including
donor funded projects is KSh 370.2 billion or 9.6 percent of GDP in 2012113,

more or less the same level in 20lll12 in terms of percent of GDP. Most of the

outlays are expected to support critical infrastructure that will crowd in private
sector investment as well as critical interventions to remove binding constraints
to accelerated groMh.

85. About 40 percent of the development budget will be iunded through
project loans and grants nol Iied to conditionalities from development partners.

This represents about 3.5 percent of GDP, more or less the same level as in
20ll/17. With improvement in procurement planning, the absorption capacity of
project funds is expected to increase resulting in a higher inveslment level in
infrastructure activities.

86. In view of challenges of climate change and unforeseen shocks, a

contingency provision of Ksh. 5 billion will be provided in the budget for
2017113 to be applied in line rvith lhc neu' law on the utilization of these funds.
We have also set aside Ksh 13.0 billion for the implementation of the new
Constitution and Ksh. 6.7 billion for conditional grants to marginal areas by way
ofEqualization Fund covering the FY 201 ll12 and 2012113. Year 2012/13 being
an election year, we have set aside Ksh 13.5 billion in the baseline ceilings for
elections but lhe figure may increascd afler firm cosling is provided during the
finalization of the detailed budget.

0verall Deficit and F'inancing

87. The overall budget deficit (including grants) in 70l2l13 is projected to be

about KSh 167.4 billion (equivalent to 4.3 percent ofGDP). About 36 percent of
this budgct deficit will be covered by net external financing amounting to KSh
60.7 billion (1.6 percent oIGDP). lcaving KSh 106.7 billion (2.8 percent of
GDP) to bc financed through domeslic borrorling.

88. The Covernment is committed to lenglhening the maturily structure of
governmcnl dcbt. While we had achic'ved an 85:1 5 ratio in favour of long tenn
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bond, the appetite for short-dated Treasury bills increased more recentl) due lo
rising inflationary expectations. Going forward. the government will gradually
unu,ind shorl term debt and replace this u'ith the long term ones in conlbrmity
w'ith the policl tarSet ratio of75:25.

Summary

89. Fiscal policy will continue to suppon gro\\1h vt'ithin a sustainablc path of
public spending by allowing the deficit to decline gradually so as to achieve a

debt to GDP ratio of less than 45 percent in the medium-ternr. Therefore.
moderation in government spending will help assure debt sustainability and

intergenerational equiry in Iine u'ith the nerv Constitution. Meanwhile, efficiency
and cconomical spending of government resources will be enhanced to create

room for critical interventions and pro-poor spending.
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IV. PREPARING FOR DEVOLUTION-
INTERGOVERNMENTAL FISCAL
RELATIONS

Introduction

90. Chapter l2 of the constitution provides for principles of public finance
that will guide all aspects of public finance including in the preparation of the

2012i l3 budget. In panicular, Article 201 ofthe Constitution requires:
. Openness, accountability and public participation;

. Equitable sharing oftax burden;

. Equitable sharing of revenues;

. Expenditures shall promote equitable development;

. Equitable sharing of debt burden/benefits between current and

future generations:

. Prudent and responsible use ofpublic resources; and

. Responsible financial management and clear fiscal reporting.

91. The Constitution also provides for two levels of government, namely
national and county governments, which according to Anicle 6 (2) are distinct
and inter-dependent and which shall conduct their mutual relations on the basis of
consultation and cooperation. In addition, Arlicle 189 (lXa) of the Constitution
provides that government at either level shall perform its functions, and exercise
its powers, in a manner that respects the functional and institutional integrity of
government at the other level. and respects the constitulional 'status 

and

institutions of government at lhe other level.

92. From the perspective ofthe budget process, the significance of Articles 6
and 189 is that both levels ofGovernment should not interfere in the day-to-day
management offinances in the other level ofgovernment. Specifically, each level
of governmenl should be able lo formulate, plan. execule and report on their
budgets without interference from the other level of government. The proposed

Public Financial Managemenl Bill, 2012 has reflected this letter and spirit of the
constitution.

Countv Revenues

Equitable Sharing of National Ro,cnue

93. According to Articles 201.202 and 203 o1' the Constitution, revenue
raised nationally shall be shared equitably among thc two levels of governments
and among county governrnents to enable them provide services and perform the
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functions assigned to them under the Founh Schedule of the Constitution. The
equitable division of revenue between the trvo levels of govcrnmenl should lake
inlo accounl the crileria specified in Article 203 of lhe conslitulion. In addition.
the Constitution requires that a minirnum of l5 percent of all revenue collected
b1 the national government shall be allocated to county golernment.

94. I'he Commission on Revenue Allocation (CRA) Act, 20ll defines

revenue as follows:

"...all taxes imposed by thc nalional governmenl undcr Anicle 209 of the

constitution and any other revenue (including invcstment incomc) that
may be aulhorised by an Act of parliamenl. bul excludes revenues

referred to under Articles 209 (4) and 206( I Xa)(b) of the constitulion".

95. The definition of revenue, therefore, includes: income tax; value added

tax; customs duties and other duties on imports and expons; cxcise tax; and any
olher tax or duty authorized by an Act of Parliament but excludes taxes which
have been assigned exclusively lo counly governments by the Constitution. The
deflnition also explicitly excludes: (i) charges imposed for the provision of a

service (Article 209 (a)); (ii) money excluded by an Acl of Parliament and
payable inlo another public fund established for a specific purpose (Article
206(1)(a)); and (iii) money retained by a state organ that received it for the

purpose ofdefraying the expenses ofthe State organ (Anicle 206(lXb). Table 4.1

below shows the most recent audited revenues for 2009/10 and 2010/l I in line
wirh the Constitution and the CRA Act, 201 I .

Tablc -t.l : ALIDITED GOVERNMENT REVEI.-UES
(In Millions of KSh.)

2009,/to 20 t$/ I I
Total lncome Tax l/ 209.09tt 258.651

lncome Tax - PAYE I 15.448 137.055
Income Tax - Corporations 93.650 t2 t.596

VA"I' - I-ocal Goods 78.lt59 90,21 l
VAT - lmponed Coods 63. r l2 8 t,670
Exc ise Tax 71-t t2. 80.567
I -icence under Traffic Act 2.12 t 2,464
Customs Duties 4t.27 | 46.O72
Other Taxes from Intemational Trade 15.935 20,599
Slanrp Duty 5.156 6.800
Land R(jnt I,l I .073
Olher Profits & Dividends 4.295 I I .086
Prolits & Dividcnds front CBK .1.0 5 9

Intercst Rcceived 759
Misc. Rcvenues 6.17 8 1 .a23
Fines. Penalties & l:ortitures & Other Chargcs 229 190
Roralties
l()t,\t. 506-51lt 608.063

I / L\cludes Local Authoriy Transkr f'und (LATF)
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96. The equitable share of revenue is an unconditional allocalion to the
county governments. County governments, being a distinct level of government,
are fully responsible for these funds and are directly accountable to lheir
respective County Assemblies lor how they are spent.

Conditional and Unconditional Grants

91. ln addition 10 rhe equitable share of revenues, Arricle 202 of the
Constitution also provides that count-v governmenls may be given additional
allocations lrom the national government's share of revenue in the 1brm of
conditional grants (i.e. subject to specific conditions) or unconditional grants
(without any conditions) to augment their resources. It is expected. therefore, that
the National Government will propose conditional and/or unconditional grants in
future MTEF budgets, as part of the overall share of resources to be available to
counties.

Own revenues

98. The constitution has given to counties the exclusive powers to impose
taxes and charges. In particular, counries can impose (i) properry taxes; and (ii)
entertainment taxes; and (iii) any other tax they are authorised to impose by an
Act of Parliament. Revenue raised by county government constilutes own-
revenues and will not be part of the pool of revenues subject to sharing between
the two levels of government. In exercising their revenue raising powers, the
constitution (Article 209 (5)) prohibits counties from doing so in a way that
prejudices national economic policies, economic activities across county
boundaries or the national mobility ofgoods. services, capital or labour.

The Equalization Fund

100. Article 204 ofthe Constitution provides for an equalization fund, which
thc national government shall use to provide basic scrvices including water,

2012 Budget Policy Stotement poge 27

99. ln addition Io the above-mentioned resources availablc to counties, the
Constitution provides for the counfy government to borrow only if the national
government guarantees the loan. and with the approval of the counry
government!s assembly. The National Government Loans Guarantee Act, 2011.
provides for the Cabinet Secretary responsible lor Finance to guarantee loans to
counties on behalf of the National Governnrent in a transparent. prudent and
equitable manner, consistent with Article 213 ofthe Constitution. The law set out
the criteria to be applied in considering guarantees and include usage of proceeds
for a capital project and ability of repaying the loan. and pal ing any interest or
other amount payable in respecl of it. among other crilcria.

Loans



roads. health facilities and elcctricitY to marginalised areas in order to bring the

quality of those services in those areas to the level genera)ly enjol'ed by the rest

of the nation. so far as possible. In line u'ith this constitutional provision. the

nationa) governnrent u,ill operationalise the Equalization Fund into which. evcry

year, 0.5 percent of collected revenue. calculated on lhe basis of the most recent

audiled accounts ol revenue received as approved by the National Assembly will
be paid.

I 0l . 'lhe Commission on Revenue Atlocation (CRA) has the constitutional

mandate to determine, publish and regularly review a policy in rT'hich it sets out

the crileria by rvhich to identify the marginalised areas for purposes of allocating

the Equa)ization Fund. The delennination and criteria for allocation is currently

being developed by CRA and it is expected to be published soon. Horvever,

Article 221(2) ofrhe Constitution requires thal the budget estimales submitted to

Parliament "Shal1" include estimates lor expenditure from the Equalization Fund.

Moreover, nindful ofthe need to provide basic services to Kenyans the proposed

budget for 2012/13 has provided for Ksh. 6.7 billion to fund projects that provide

basic services including water, roads, health facilities, and electricity. The figure

of Ksh. 6.7 billion covers the two years 20l,lrl12 and 20l2l13 and is calculated

using the most recenl audited revenues for 2010/ll amounting 1o Ksh. 608.1

billion (see Table 4.1) and estimated revenues for 20lll12 amounting to Ksh

725.8 billion. I

Costing of Functions Assigned to County Governments

102. The Fourth Schedule of the constitution has assigned functions to both

levels of governinent. The lunclions are either exclusive to each level of
governments, shared or are residually assigned 1o the national government

(Anicle 186). The constitution under Afiicle 187 provides lhat financing must

follow functions. Therefore, it is important to cosl lhe assigned functions in order

to determine lhe amount of resourccs to be transferred to county governments.

Since the constitution requires that at leasl t 5 percent of audited revenues should

go 10 counly Sovernment, this would nrean that at the very least Ksh.9l .2 billion
musl be translerred to the counties based on the latest audited revenues of Ksh.

608.1 billion for 2010/l l. as indicated in 'lable 4. I above.

103. To determine whether the minimum amount of Ksh. 91 2 billion is

adequate to finance the devolved functions, the Treasury working closely with

the line ministries conducted an exercise to assess the budgetary costs of the

I The use of estimated revenues for 20ll/12 rather than the auditcd revenues for 2010/l I is in
order to get a more accurate approximalion of the amounts that will go into the Equalization

Fund.

2 012 Budget Policy Stotement Poge 28



lunctions that would be translerred to countl governments.2 This required
discussing and agreeing with each iine ministry the current functions to be
devolved and those that would remain with the national government based on the
Fourth Schedule of the Constitution. In addrtion. lrne ministries rvere required to
give a breakdown of expenditures befween recurrent and development
expenditure for each of the 47 counties. This excrcise, therefore, provides a basis
for both the vertical (i.e. between the national and county government) and
horizontal (among the counlies) division of revenue.

104. The total cost of funding the devolved funcrions based on the existing
Ievel of services, including allocations for the Constituency Development Fund
(CDF), was esrimated ar Ksh. 154 billion for ZOI?113. Additional expenditures
related to new administrative structures, such as wages for County Executive and
County Assembly are estimated at about Ksh. 6 billion bringing the total cost to
Ksh. 160 billion (Table 4.2). This represenrs 26.3 percenr of the most recent
audited revenues. The estimated expenditures do not include the one-off
expenditures for setting up the necessary infrastructure in counties in preparation
ofthe new devolved system of governmenl.

105. Pending agreement on a revenue sharing lonnula which would allocate
the county equitable share between the 47 counties. the cost of delivering
assigned functions in each county can serve as a basis for the initial distribution
of revenue. However, going forward, a larger percentage of resources will need to
be allocated to those counties that have been lefl behind. either in terms of
development or in terms of county per-capita allocation ofrevenues. This will be

t The Treasury invited ail the line ministries affecled by lhe devolurion ol iunctions uDder the
Fourth Schedule. and jointly agreed on what funcrions of each minisrry u,ould be devolved to
counties and what would remain at the national le'el. Based on that understanding. the iine
ministries were then requested to cosl these functions on rhe basis of budgetary allocations for
2010/ll to 2012113. Therefore. these costings do not reflecl the expenditure requirements
necessary to achieve a cerlain Ievel or baseline ofdesired services deliverv.

Share oftotal

2010/11

Prov.

201th2

Prov.

2112lfi

Ceilint

2010h[

Prov.

z111lD

Prov.

Sector 10121\3

Invronmental proledion, Water an d Sa n ilal iof

General Economic,CommercialandLabourAtfairs

Governanre, Justice Law ando.der

HPalth

Public Administration and lnternatl0nal Relations

Social Protertion, Cuhureand Recrealion

1.3%

0.0%

5.1yr

1.0%

1.1%

0.0%

1.9%

0.8%

0.0%

5.6%

4.9%

0.6%

0.4%

t.8%

1.1%

10.5

0.4

45.7

8.0

8.7

0.1

21.8

14.9

6.1

10.8

0.5

59.4

9.8

4.9

0.3

32.9

281

11.4

1.1%

0.0%

6.0%

1.0%

0.5%

0.4%

1.3vo

2.8%

riculture and Rural Deyelopment

Education

Energy, lnfGrtructure and lCt

115.5

799.5

139.3

959.1

160.0

989,7

t45%

100.0%
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Table4,2: Costoloevolved Fun(tions by Sector

ln Ksh billion

Ceiling

11.2

0.4

53.5

8.8

6.0

0.3

314

't7.6

10.1

TOTAL

STCIORTOTAt

14.6%

100.0%

15.7%

100.v/,



done in a manner that ensures that the principle of "holding harmless" is

respecled so that no countv should su ffer deterioration in service delivery because

of devolution.

Projected shares of Sharable Revenues

106. The resources available to be shared by the national and county

governmenls over the coming three financial years are estimated on the basis of
projections of the economy's performance over lhe nredium ternr' The underlying

assumplions are se1 ou1 in Section Il and III of this Statemenl'

'Lblr l.l: Rerenue Shari 20t l/12 - 20lr/ls (Ksh billion
20r2/Il

??t.r

t'l 0

N d ri 
" 

n n I G oe.n ^. n t I E:cL C It F)

4t:8

t1a

1.0 N!tio..l Cov.rnD.rr (J.G1.0)

Cordition.lErsB (CDF)

Equrrzaxon fund
ContScncy flnd
Naiion.loblis.uons

,tt9'o z dc.t5,ttho otofrc.t
ltnet.s, pali. ts

Nariomlrnl.r.n
thtt.d. dho ofr.N CoB ilto,

.0 odolv.d GoY.rnm..r (1.1+2.2)

2 I T.MlLr to Courry govsnm.ns l/
oJvhtch: CDF

2 2 Equ.lizrion Fund (0 t% ofR.v.nu.)

.O Sh.t..bl. t.v.,u. (l.O+2,r.:) ,/

t33 9

t.3.n

33%

Eqtotobl. shaft ('t htd 
'CCDF)

L.r.s Audrt.d R.v.nu. (Ksh 603 I brllLon,l0l01ll)
Eqwtdh!.lhaE, DEI CDF CA oltoc! n"nt.d ft\E ue)

Eqwtahh tharc,.,.t. CDF ?, oJto4tt oud edft\t u4
Coahtttio\al nt dud

50
203 I

103 2

50

50
251 0

96?

2tx

117 a

515

2A:

sourc.: M tiltry ofF td c.
Nolr
LAT' - Local aurhoaty T.btf.r Fund

CDF - Connnu.n.y D.v.lorh.nt rund
RMLF-Road M.imdse L.q Iund
l/Th..6ount in 20l2111 R bs.d on coi oi"prov,d'ng lh? d.volv.d flncxons

Thr * lin. with rh. consrilurion.l provrson rhd nnsc. should lolloung funoront

2/ A3 d.6n.d h CRA A.i 0nco6. ru.s, 
'm!on 

duN, !AT, .xrr. rrxq, ed nonad r.v.nu.s) 'rhir tr sppror,msr.d bv ordrntry r.v.nu.r
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New Formula for Allocating Revenue

109. The CRA has proposed a revenue sharing formula which is currently
under discussion. The formula proposes 10 take into account population, land
area. poverty, a basic equal share and fiscal discipline.a Once the vertical division
ofrevenue is established, the formula can lhen be used lo allocate revenue among
the 47 counties. lt is expected that the allocation of revenue based on the costing
of devolved iunctions as captured in the 2017/13 budget will difler from the
allocatjon based on the proposcd forrnula. This reflects the lact that the
parameters in the formula were nol the only determinanls of resource allocation
to the sub-national level in the past.

107. The projected vertical division ofrevenue for rhe20l2l13-20lzll15 period
is outlined in Table 4.3. This division may change depending on rhe extent ofthe
application ofthe criteria set out in Arricle 203 of the Consrilurion wirh respect to
vertical sharing of revenue. For 2012113-2014/ ) 5, the narional government
average share is about 80.5 percent ofcoliecred revenue, rvhile that to counties is
lQ.5 percent.' The county governmenl's share includes various anrounts that will
be transferred to county government such as Local Authority Transfer Funds
(LATF), and the Constituency Developmenr Funds (CDF).

108. In nominal terms, the projected total revenues transferred to counties are
estimated at KSh 166.7 billion for 2012113, and are expected ro rise to KSh.
221.1 billion in 2014115. As for the Equalization Fund. rhe 2012/13 fiscal
framework has provided resources amounting to Ksh. 6.7 billion to cover the first
fwo years of 2011/12 and 2012113. Subsequently, after an initial dip from the
efevated level of 7012/13 reflecting the combined payments for two years,
available resources to the Equalization Fund would rise gradually to Ksh.5
billion by 2014115.

ll0. For instance, there are counlies that may get more resources than
suggested by the formula because they host institutions that provide services to
more than one county e.g. provincial hospitals which provide services to several
counties and whose functions have now been assigned to county governments.
Since the formula will not pick up such subtleties, it will be important that the
results of the two methods (allocation based on existing expenditure patterns and
the forrnula) be harmonized in ordcr to avoid adversely affecting services
delivery but also to ensure equitable distribution ofresources.

3 Taking the follo$ing into account: debt service. waees for civil servants and Teachers service
commission. pension payments. and other needs of the nalional government (such as contingency
fund. drought. and expeoditures to fund the elections). the national governmenl,s share of
sharable revenues is estimated to deciine 1o belou, 30 percent.
a The respective weights in the formula. in percent. are as Iollorvs; populatiolt (60 percent): land
area (6 percenr): poverty (12 percent): basic equal share (20 percent): and fiscal discipline (2
percent).
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I I l. It is expected that once the nerv basis for sharing revenue among the

counties is approved by Parliament. the process of achieving equitable allocation

of resources will be phased in over the nexl three years in Iine with the phased

transfer of functions as provided for in Section l5 of the Sixth Schedule ofthe
Conslitution. lndeed international experience suggests that resources should not

be reduced for counties with a larger allocation of resources in order to hold

'harmless'but also to facilitate counties deliver on the assigned funclions' This

will provide counly govemments $'ith a lead time to restruclure and rationalise

their budgets and operations while al the same time guaranteeing lhe requisite

resources to perform their assigned functions. On the other hand. resource

increases to county governments that are supposed to receive higher allocations

should be phased so that counfy governments can build the capacity and develop

priorities with a view to using the funds efficiently and effectively.

l12. ln sum. attaining equitable disrriburion of resources while ensuring

responsible and prudent public financial managenlent in line with Article 201

cannot be achieved in one year, but over a period of time. [n lhis context, tinrely

approval by Parliament of the basis for the allocation of the sharable revenue

among the counties is critical. lt is expected that the new revenue sharing formula

will represent a break with past funding pattems and result in more equitable

distribulion of resources.

Counff Budgets and the Transfer of Functions

I I 3. The financial year 20l2ll3 will, for the first time, see the establishment of
county governments after the general elections- Therefore, the budget for 2012113

is a transition one with current expenditure patlerns forming the basis for

equitable vertical and horizontal division of revenues. Although extensive work

has gone into costing the devolved functions, for purpose of determining

expenditurc patterns in the counties based on the assigned functions. it is

anticipated that the Transition Authority will build on this as its lunclions

include: (i) lacilitating the analysis and the phased transfer of the functions

provided under the Fourth Schedule; and (ii) determining the resources required

for each of the functions.

ll4. Before the County Governments can formulate and implement their own

budgets, the necessary administrative and political structures will have to be in

place. 'l hese structures include the County Execulive Committees to oversee

budget formulation, the County Assemblies to approve budgets, and of-course the

County.public service which will implement and report on the budget. The

County Covernments u,ill conre into operalion well into the FY 2012/li, at a

time when the prcparation for the 2013/14 budget will be well undenvay with the

expectation of subrritting budget estinlates at both levels of government by end

April 2013. This means that the earliest thal Counly Governments can take lull
charge of lhe formulation. approval and implemcntation of their budgcts rvould

be June 20 I 3.
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Il5. To avoid the disruption of service delivr"'ry' to counties. lhe national
government is expecled to continue performing the functions that have been

assigned to the counties until such a lime. not cxcceding three )'ears, rvhen lhc
county governments are able to take over their lunctions based on objeclive
criteria established in line with Article 262 (15) o1' the Constitution. The
procedure and criteria lor the phased transfer of lunctions. which will be carried

out by the Transitional Authority are spelled out in Sections 23 and 24 of the

Transition to Devolved Gove mment Act. 201 2.

ll6. 'fhis implies that over the three year transilion period after the first
general elections, the transler of functions will be determined by the readiness of
counties to perform assigned functions effective)y'. Some counties may take over
their assigned functions earlier than others depending on whether they have the

necessary capacity to meet the established criteria lor the transfer of functions in

line with Article 267 ( I 5) of the Constitution.

117. Although this asymmetric transfer of funclions is provided for in lhe

Constitution, it will be critical that the national govemment rapidly builds up

capacity at the county level,s especially for public financial managemenl, so that

counties are emporvered to take over their assigned functions as soon as possible.

This will avoid a situation where-by some counties have more functions
transferred to them because of their stronger capacities while other counties have

less functions transfened owing to lack ofcapacity.

The Division of Revenue Bill and the Countv Allocation of
Revenue Bill

ll8. Once the Counties begin to perform their functions, it is expected that the
proposal for the equitable vertical-and-horizontal division of revenue will be

presented lo Parliament through a Division of Revenue Bill (DoRB) and the

County Allocation of Revenue Bill (CARB), respcctively. The DoRB wil) specify

the equitable share lor national and county governments, and any other

conditional and/or unconditional grants from the national government's share of
revenue while the CARB will speci! the allocations among the 47 county
govemments.6 The wo bills will be expected to lake inlo account the

constitutional provisions under Article 203.

5 In the Founh Schedule of the Constitution, capacily buildinP and lechnical assistance 10 the

counties has been assiBned to the National Governmenl.

6 According to Articles 95 and 96 of the Constitulion. the \ational Assembly detcrmines lhc
vertical division of revenue. while the Senate determines the horizontal division. llowever. since

the DoRB is a "Special Bill". the National Assembly may amend or veto it only but by a

resolution supponed by at least two-thirds ofthe mcmbers ofthe Assembly.
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Decentralised Fu nds

119. The l-ocal Authoritv Transfer F-und (LATF) and the Constituency
Development Fund (CDF) consritute a pan of decentralized public funds that the
governnrent has been spending at the sub-nalional level. ln addition, part of the
Road Maintenance l-cvr, l-'und (RN4LF) comprise of spending at local level. The
government is comnrincd to ensuring that the equivalent of the funds earmarked
for the LATF. CDI" and RM[-F are provided for financing programmes and
projects at the count), level. This is consistent u,ith the principle of financing
following funclions as these funds largely finance lunctions that have been
assigned to county governments (perhaps with the exception of education in the
caseofthe CDF).

120. As regards the l-A'l'F. since these were funds going to the 175 local
authorilies, given there is only 47 counlies, these funds will simply be folded into
the county governmenls' equitable share and any allocation of resources to the
decentralized units within the county rvill be the responsibility of the Counry
Execulive Committee and the Countv Assembly. In the case of the CDF, the
existing management structure. especially the participation of Membcrs of
Parliament in the allocation of resources, rnay bc inconsistent with the
Constitution where the County Governor and the Deputy County Governor are
the Chief Executive and Dcputy Chief lixecutive, respeclively (Article I 79 (4)).

l2l. Therefore, the management structure of the CDF will have to be changed
to confqrm to the Constitution. Once there is agreement on the managemenl
framework a decision will be required stating whether the equivalent ofthese
funds will be provided to counties as conditional or unconditional grants. If they
are to be conditional grants. the conditions will have to be set by the national
governmenl and a monitoring framervork would need to be put in place to assess
compliance with the conditions. On the other hand, if they are unconditional
grants, they would be part of the sharable revenues and the Coung, Executive
Committee member rcsponsible for finance together with the County Executive
Committee would decide on the usage of those funds in line with county
priorities.

Summary

122. 2012/13 is an election ),ear that will usher in a devolved system of
government. Under rhe proposed framework of managing the transition ro
decentralised structure that is in line with the new Constilulion, the division of
revenue between national and county government is set out with national
governmenl accounting for an average ol- about 80 percent of equitable share of
revenues over the 2012/13 MTEIj period. while countl, governments will account
for 20 percent.

l2i. 'l'he costing of the dcvolved functions forms the initial basis for sharing of
revenue among counties before the new formula is phased in. For existing
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devolved funds such as LATF and CDF. there is need to determinate how they
will be managed in line with the new Conslilution. It is proposed that LATF will
be folded to become part of county govemmenl uncondilional equitable share,

while the CDF will be made eilher conditional or unconditional transfer to

counties.
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V EXPENDITURE PRIORITIES AND
RESOURCE ALLOCATION

Resou rce Envelope

124. The resource envelope availablc for allocation among the spending
agencies is based on thc medium term fiscal frameuork outlined in Section Ill:

o Domestically mobilized budgel rcsources finances aboul 90 percent ofthe
budget. Of this, tax revenue (income tax. customs duties. value added taxes,
and excise laxes) accounts for over 80 percent of total budget resources.
Hou,ever, due to slower than anticipated growth for 2012/13 and changes in
VAT rvithholding mechanism, revenues are now expected to increase by 0.2
percentage points in 2012113 to stand at 24.2 perccnt of GDP compared to
24.0 percent of GDP in 20ll/'12;

o Commincd exlernal financing in the form of grants and concessional
borrowing tied to specific programme s/projects are expecled to be about 3.5
percent of GDP in 20121131, and

. Domestic borrowing at 2.8 percent of GDP is expected to finance 64
percent ofthe deficit in 2012113, and is expected to decline steadily to finance
about 40 percent of the budget deficit in the medium term. This is consistent
u,ith the objective of gradually reducing lhe debt stock as a percentage of
GDP.

125. Ordinary revenue is projected to broadly cover funding required for
recurrent expenditure, Ieaving the entirc development budget to be financed
mainly through external project grants and loans. as rvell as domestic bonowing
including inlrastructure bonds. This approach bodes well for long-term
sustainability of our public finances.

Spending Priorities

176. ln view of the changed macroeconomic circumslances since the start of
implementing Vision 2030 first Medium'l-erm Plan in 2008, the Government has
updated its main priorities going forward in the context of first MTP update. The
Government will. in this regard, prioritize resource allocalion to achieve updated
MTP priority goals as well as cater for priorities identifled during thc
countrywide budgct consu)tative meelings held in October - Noven:ber 201 I .
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127. In addition. (he new Consl.itution requires national and county
governments to promole budgetary transparency. accountability and effective
financial management of the economy and the pubiic sector. 'fherefore.

inefficient and rvasteful public expenditurc will be eliminated at all costs in order
to promote public trusl on Covernmenl officials.

128. In finalizing the preparation of the 2012 MTEF budget, spending
proposals will undergo rigorous scrutiny to identify areas of inefficienl and non-

priority expenditure in the areas indicated in the table below. l'hese areas were

targeted in 20lli l2 during the budget approval by Parliament. During scrutiny of
2012113 budget proposals, more effective use of resources will be sought across

spending agencies and any identified savings will be redirected to deserving

priority expenditures.

129. Overall, given limited resources, the MTEF budgeting will focus on the

following;

o The priority social sectors, education and health. will continue to receive

adequate resources. It should be noted that both sectors (education and health)

are already receiving a significant share of resources in the budget. These

sectors, however, will be required 1o utilize the allocaled resources more

efficiently to generatc fiscal space to accommodate strategic interventions in
their sectors including lunding HIV/AIDS interventions. healthcare

infrastructure, affordable drugs. as rvell as recruitment and training of staffas
identified during the budget consultations. ln particular, il is expected that the

lfargeted ex penditu rcs for scrutiny l() clea le s$vi ngs

Iaccu rren t

Telephone, Telex, Facsimile and Mobile Phone S€rvices
Courier and Postal Services
Domestic Travel and Subsistence, and Other TransPortation Costs
Foreign Travel and Subsistcnce, and other transportation costs
Printin8, Adverlising and Information Supplies and Services
Training Expenses
Hospitaliry Suppl ies and Services
officc and Cencral Supplies and Services
Contracted Professional Services
Contractcd Technical Services
Minor Alterations ro Buildings and Civil Works
Purchase of Office Furniture and Genctal Equipment
Refu rbishment of Buildings
Purchase of Motor vehicles
Pre-fcasibility, F-casibility and Appraisal Studies

Development
Contracled Professional Services
Contracred Technical Services
Minor Alteralions ro Buildings and Civil Works
Refu rbishment of Buildings
Pre-fcasibil ity, Fcasibility and Appraisal Studies
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health scctor uill strcnrthcn its inlrastructure and adnrinistrative conlrol.
nhile the education sub-scctor u ill revisit its stalfing norms in order to create
fiscal space for kef interventions which include provision for learning
infrastructure. teaching and learning materials. and recruitment of teaching
sta ff.

o The economic sectors including agriculture and livestock will receive
increased share of resources to boost agricultural productivity with a view to
dealing with lhe recurrenl food security problems in the country.

o With the Covernmenl committed to improving infrastruclurc
countrywide. the share ol'rcsources going to priority physical inlraslructure
seclor, such as roads. energl, and \valer and irrigation, u'ill continue lo rise
over the medium term. 'l'his rvill help the seclor provide reliable and

affordable energy. as well as increased access to water and development of
irrigation projects countrywide.

. Other prioriry sectors including securiry, rule of law, youth and

development of arid regions. which has received a significant boost in
resources over lhe pasl two years. Resources 1o these sectors will be

maintained at adequale level over the medium-term to enable these sectors to
implement governance reforms as well as deal with security, youth
unemployment and provide opportunities for the vulnerable members ofour
society in thc arid and scnri arid regions.

Medium-Ternr Expend it u re Estimates

130. Table 5.0 below provides the projected baseline ceilings for the 2012
MTEF, classified by sector.
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Resource sharing criteria for baseline ceilings

l3l. The baseline estimates reflects current spending priorities in social
programmes (health and education) and infrastructure as well as Vision 2030
projects receiving large shares. Water supply, police services. judiciary and
Parliament also receive large shares.

|,32. Overall, the resources available are shared in accordance with the
following guidelines:

(i) Non discretionary expenditures: this takes first charge and includes
payment of slatutory obligations such as loan amoftization and interest
payments. salaries for conslitutional offices and pension and salaries for
line minislries and public entities lhat are financed by the National
Exchequer. These expenditures are projected 10 account for about 51.3
percent olthe expected ordinary revenue receipts.

(ii) Operalions and maintenance: Ministries/Departments are allocated funds
for basic operations and maintenance. This accounts for 43.5 percent of
the projected ordinary revenue, of which Defense and NSIS account for
7.6 percent. Thus, after taking into account expendilure on non-
discretionary and operations and maintenance the available balance of 5.2
percent from total ordinary revenue is the current budget surplus to be
shared among other ministries/government departments to fund their
planned development projects/programmes.

(iii) Development expenditure'. As already indicated, it is only 5.2 percent of
the ordinary revenue that will be available lo finance part of the planned
development expenditure. The rest of the development expenditure will
be funded through borrowing frorn the domestic and forcign sources, as

well as grants tied to projects. Development expenditures are shared out
on the basis of the Vision 2030 and MTP priorities as well as other
slrategic intervention to deal with unemployment and rcmove constrainls
to fasler growth. The following guidelines are used:

. On-going projects: emphasis is given to completion of on-going
projects and in particular infrastructure projects, flagship projects and
prbjects with high impact on poverty reduction and equity. emplovment
and rvealth creation.

. StatutoD) requirements: priority is also given to programmes that
must be funded in accordance with the law such as Constitucncv
Development Fund (CDF).

. Counterpart funds: priority is also given to adequate allocations
for donor counterpart funds. This is the portion lhe Government must
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fund in support of the projects financed by development panners. Usually
it accounts for benveen a quarler to a third of the cost of the project.

. StrateBic policy intenentions: prioriry is also given to policy
interventions covering the enlire nation. regional integration. social equity
and environnrental conservation. Thc implementation of the new
constitulion is now a kcy national objective. thus more resources will be

set aside for this purpose over the mediunr lerm.

Finaliza tion of spend in g pla ns

133. As indicated earlier. the finalization of the preparation of the ministerial
budgets will entail thorough scrutiny lo curtail spending on non-productive areas

and ensure resources are direcled to priority programmes. As line
ministries/depanment budgets are scrutinized and the resource envelope firmed
up, it is likely thal additional resources may become available. Government will
utilize these resources to accommodate key national strategic priorities with
sound business plans. Specifically, the following will receivc priority:

Specific consideration Io job creation lbr the youth based on sound

initiatives identified within and outside the normal budget preparation
(Annex 9 and l0).

4

Priority Areas of Consideration for Additional Resourccs

Inlervention identified during the county stakeholders consullalion for
2012 MTEF budget. A summary of issues identified by Sector

Working Groups during the consultations are summarised in Annex 9.

I

lmplementation of the new Conslitulion covering proposals not
accommodated within the baseline ceilings issued to Ministries.

)

3 Strategic intervention in the area of education. health, infrastructure
(especially rural/feeder roads), tourism, security and agricuhure
(especially irrigation programmes and other food securiry enhancing
programmes), as well as policy interventions covering the entire
nation to enhance regional integration and social equity. A list of
additional requesls that are polential sources of fiscal risks on

expenditure is provided in Annex 10.

Details of Sector l'rioritics

134. The medium term spending eslimates for 20l2ll3 - 2014/15 ensures

continuity in resource allocalion based on prioritized programmes aligned to the

updated first Vision 2030 MTP and policy initiatives to acceleratc gro\\'th,
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employment creation and poverfy reduction. The recent achievements and key
priority targets for each sector are bascd on the reports from the Sector Working
Croups (SWG) afier taking inlo account recommendalions of the Ministerial
Public Expenditure Reviews (MPERs) and views from the budget consultations
and Public Sector }learings in January 2012.

Agricuhure and R ural Det'elopntenl

135. The Agricultural and Rural Development (ARD) sector is critical to
economic growlh, employment and poverty reduction. The sector is the mainstay
of the Kenyan economy, directly contributing 26 percent of the GDP with
linkages in manufacturing, distribution and other service-related sectors.

136. The sector aims at raising agricultural productivity, exploiting irrigation
potential, increasing commercialization of agriculture, improving the legal and
policy framework for agriculture, improving govemance of agricultural
institutions, and land development as well as promotion of sustainable
management of fisheries, forestry and wildlife resources.

137. The challenges facing the sector include unfavourable climatic changes,
poor planning and inadequate warninS systems, low production and productivity,
poor markeling strategy and infrastructure, low value addition and

competitiveness, inadequate physical infrastructure. unfavourable legal and
policy frameworks, and low access to financial services as well as affordable
credit.

138. To address these challenges, a lotal of Ksh. 167.5 billion has been
provided for the 2012 MTEF period covering 2012/13 r,o 2014/15 (Table 5.1).
For FY 2012/13, Ksh 52 billion has been set aside lor the sector. This is projected
to increase to KSh 60.1 billion by 2014/15, bringing the total resources for the
entire MTEF period to KSh 167.5 billion.

Table 5.1:Agriculture and Rural Development 1/

Ksh billion

2011112

Revised

2012113 2013t14 2014115

M"dir.-T"- .atlrrta,
2012 MTEF

Total

National

ol which: Translet lo Public Enlities

Counties

418

9.1

11.2

41.2

11.3

10.8

42.1

12.1

46.3

12.7

13.9

129.5

36.1

37.9

Total

of vhich: salaries

53.0

101

52.0

1A 4

55.3

14.7

60.1

11.0

167.5

32.0

139. Under the nerv Constitution, a number of functions in the sector have becn
assigned to the countics. These include crop and animal husbandry, livestock sale
yards. abattoirs, plant and animal disease control, fishcries and cooperative
socielies. 'Iogether. these functions are estimated to cost about Ksh.38 billion
over the MTEF period. The nalional departrnents will need to be reorganized and
rationalized to ensure efficient delivery ofservices in a decentralized system.
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Energy, Infrastruclure & ICT Seclor

140. Energy, Infrastruclure and lnformation Comnrunications Technology
(EI&lCT) Sector continues to be an enabler for sustained developnrent of the
economy. Despite major achievements o\,er the recent past. there are still
challenges, including: delayed uptake of donor funds. roads maintenance
backlog. lack of adequate local conslruclion capacitl': inadequate pou'er supply
capacity: over-reliance on hvdro-pouer generation: los' investmcnl in pou'er
generalion by private seclor: inadequate capacil-v for research in ICT and film
induslry; and inel'ficient and congested Port of Mombasa.

l4l. Over the medium-lerm. lhe sector's priorities include: accelerating on-
going infrastructure developmenl, improving elficiency and effectiveness of the

infrastructure development process at all levels of planning, contracting, and

conslruction; modemizing provision of electriciry. der,eloping modern national
ICT infrastructure, and reforming ports and rail.

142. Total MTEF estimale for the sector is KSh 741.5 billion (Table 5.2). For
FY 2017113, KSh 230.8 billion has been set aside, incrcasing to Ksh 262.9 billion
by 2014115.

Table 5.2: Energy, lnfrastructure & ICT Sector 1i

Ksh billion

2011112

Revised

2012113 201X114 2014115

Medium-Term estimates

2012 MTEF

Total

National

ol which: Tnnslet lo Public Enlities

Counlies

165.5

486

171 .4

54.3

59.4

187 5

579

60.3

199.5

620

63.3

558 4

174.2

183 1

Tolal

ol whhh: salaries

219.0

3.5

230.8

3.6

247 .8

37

262.9

39

741.5

11.2

1/ lncludes nads, public wotl<s, tanspotl, eneryy, localgovemnenL Naiobi melropalilan developnenl, and

lnformalion & Cnnnunicalions fechnaloqy

143. Assigned functions lo the counties include countl' roads. street lighting,
traffic and parking. public road transport and l'enies and harbours.'and housing.
These are eslimated to cost Ksh | 83.1 billion over the M1-EF period.

General Economic, Commercial and Labor Affairs

144. Despite impressive performance over the recent past, the sector still faces
a number of challenges ranging from inadequate Iega!. regulatory and

institulional challenges, limited access to credil, high cost o[ production, stiff
competition from access to international markets. Io\\' awareness of benefits of
regional integration, influx of sub-standard, counterfeils and contra-band goods,

and low technology, innovation. research and developnrent.

145. Over the medium-term. the seclor plans to create an enabling business
environment for trade and investment; deepen regional integration. promole best

labour practices, manpower planning, developrrent and utilization, tourism
development and marketing, undertake policy, legal and institutional reforms for
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the developmenl of the sector; supporl entrepreneu rsh ip and industrial
development; and promote exports and sustainable tourism.

146. Toral MTEF estimare for the sector is KSh 7l billion (Table 5.3). For FY
20121lr3. KSh 23 billion has been set aside, representing an l8 percent increase
from FY 20lll12 funding level. This is projected to increase to KSh 24.1 billion
in 2014/15.

1/ The sectot conpise af lrade, easl Afica connunu, nalional heilage and cullure,launsm,

industialization, labour, and Regional Development Authailies.

147. Assigned funclions lo the counties include markets, trade license, and

Iocal tourism. These are estimated to cost Ksh 23.7 billion over lhe MTEF period.

Ile(hh

148. 'l'he sector's goal is to provide equitable and affordable health care to the
Kenyan citizens. While remarkable achievemen(s have been made over the years

in terms ol improvemenl in mo(ality rates, the seclor still faces challenges,
which include inadequate infrastructure, qualified health personnel, and

medicines and medical supplies.

149. ln the medium term. the Government will seek to address these challenges
through continued investmcnt in training of health professionals. medical
services. health. and sanitation infrastructure. The 2012 MTEF estimate lor the
sector is Ksh. 243.4 billion, of which Ksh 77 billion has been set aside lor FY
2012113, represenling a 6 percent increase from FY 20lll12 funding level (Table
5.4). 1'his is projected to increase to KSh 85.4 billion by 2014115.

Table 5.3: General Economics, Commercial and Labour Atfairs 1/

Ksh billion

2011t12

Revised

2012t13 2013114 2014t15

Medium-Term estimates

2012 MTEF

Total

National

ol which: Transfet to Public Entrties

Counlies

134

4.1

60

18.1

4.3

4.9

14.7

4.4

9.2

14 5

4.4

96

47 .3

13.1

IJ,D

Total

ol which. salaries

19.5

18

23.0

1.9

23.9

1.9

24.1

2A

71.0

5.8
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Iable 5.4i Health Sector 1/

Ksh billion

2011t12

Revised

2012113 2013/14 2014115

Medium.Term estimates

2012 MTEF

Total

National

olwhich: Transfer lo Pubhc Enlilies

Counlies

41.4

13.9

31.4

44.1

14 A

51

14

,l?
6

6

144 I
42.9

985

Total

of which salaies

ILO

237

17.0

27 1

81.1

289

85.4

29.8

243.4

85.9

lllncludes nedical services, public heallh and sanflalion, Research and Deve/opmenl sub'Seclors

150. Assigned funclions to lhe counties under this sector include county health
facilities and pharmacies, ambulance services. promotion of primary health care.

licensing and control of undertaking that sell food to the public and pre-primary
education. Preliminary costing of these functions is Ksh 98.5 billion over the
MTEF period, olu,hich Ksh 77 billion is earmarked for FY 2012/13.

Edutaliott

151. The sector's overall goal is to increase acccss to education. raise the
quality and relcvance of education, reduce inequality. and exploit knowledge and

skills in science, technology and innovation to achicve global com pet it iveness.

152. Previous achievements include free primary education which has

improved admission into primary level education from 5.9 million in 2003 to 9.4
million children rn 2010. Other achievements include: improved gender parity at

primary school level; increased number of secondary schools from 6,405 in 2007
to 7,308 in 2010 with lree tuition for secondarv schools. increased accredited
TIVET centres from 288 in 2007i08 to 487 in 2010/ll. and increased enrolment
into the public universities lrom I 6,134 students in 2008/09 to 24,216 students in
20 r0/r r .

I53. The sector's challenges include inadequate infrastructure and stalTing,

slow pace to ICT integration, and dealing with accelerated admissions to
universiry. In the medium term, the Government will seek to address these

challenges by providing enhanced education and training opportunities, building
capacity in industrial training, and reforming university education system.

154. The 2012 MTEF estimate for the sector totals Ksh 721.2 billion. of which
KSh 229 billion has been set aside forFY 2012113, a 7 percent increase from FY
20ll/12 funding level (Table 5.5). This is projected to increase to KSh 251.3
billion by 7014/ll5.
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Table 5.5; Education Seclor 1/

Xsh billion

2011112

Revised

2012t13 2013114 2014115

Medium.Term estimates

2012 MTEF

Total

National

af which: Trcnslet lo Public Enlilies

Counlies

I J1

51.2

04

228 6

57.4

0.5

244.4

61.6

0.5

250.8

64.9

05

719 I
183I

14

Total

ol which: salaries

2't3.9

115.2

229,0

119.5

240.9

123 4

251.3

127.1

721.2

369 e

1/ lncludes educatian, and higher educalion sub-Sectots

155. Assigned lunctions to the counties under this sector are limited with an

estimated MTEF budget of Ksh 1.4 billion, mainly to cater for pre-primary

education, village polytechnics, home craft centres and children facilities.

Governance, Juslice, Low and Order Sector (GJLOS)

156. The Seclor plays an importanl role in providing a stable environment for

the political, social and economic activities to lhrive Following the prorrulgation

of the new Constitution in August 2010, a number of institutions were

established within the Sector while some existing ones were restructured. The

newly established institutions are the National Police Service Commission

TNPSC), the Constitution lmpl€mentation Commission (CIC), and the Office of
the Director of Public Prosecutions (ODPP). The Judicial Service Commission

was revamped and reconstituted; the IIEC and IEBRC were merged to become

the Independent Electoral and Boundaries Commission. The Kenya Anti-
Corruption Commission became the Ethics and Anti- Corruption Commission

(EACC).

157. Over the last three years, the sector has achieved significant milestones in

execution of its programs. including enhancing governance, rule o[ law, and

preventing corruplion among others.

158. Funding over thc 2012 MTEF period will facilitate the implementalion of
the new Constitution; improve access to judicial and legal services for all

Kenyans; enhance the security of identification, registration and travel

documents;; prevent and combat the occurrence of corruption and economic

crimes including tracing, recovering and restitution of corruptly acquired assets

and ensure public safety and security; reform and modernization of the electoral

processes to deliver free, fair and credible elections; promotion ofnational values

and ethics; and rcgistration and funding of political parties.

159. For FY 2012/13. KSh 120.9 billion has been set aside. represenling about

l4 percent increase from FY 20ll/12 funding level ('Iable 5.6) This is projected

to remain more or less the same level by 2014/15. Total funding level for the

MTEF period is KSh 356.5 billion.
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Table 5.6: Governance, Justice, Law and Order Sector 1/

Ksh billion

2011112

Revised

2012113 2013t14 2014115

Medium'Term estimates

2012 TEF

Total

Nalional

ol which: Tftnslet lo Public Enlilies

Judiciary

Counties

105.8

4.0

75

03

120 6

42

98

0.3

115 4

43
10 0

04

119 4

4.4

104

04

355.4

12.8

30.2

1.1

Total

of which: salaties

106.1

554

120.9

64 1

115.8

604

119.8

623

356.5

182 I
1/ lncludes Minislry ol Slate fot Prowncial Admin$lralion and lnlernalSecu y, At'fice ol the Vice Presidenl

and ltinisty ol Hone Aftais, Ministry of Juslice, Nalional Cohestr,n and Consliutrcoal Aflais, Slate Law
Office Judiciary, Kenya Anli-Cotuplion Connission, Kenya National Audl Affice. Ministry ol Slate tat
lnnigrclion and Registration ol Percons, lnledm lndependen! Eleclorcl Conmisslon and lhe Dueclorate of
Public Proseculion

Assigned functions to the counties include ensuring and coordinating the
participation of communities and locations in govemance at the local level and
assisting communities and localions to develop the administrative capacity for the
effective exercise ofthe functions and powers and participation in governance at
the local level. These are estimated to cost Ksh l.l billion over the M-|EF period.
Ilowever, lhis may increase depending on the scope of restructured functions of
the provincial administration in line with the Constilution.

J u tlic iurt'

160. The GJLOS sector includes the MTEF budget for rhe Judiciary rhar is
expected to be submitted directly to the National Assembly in line wirh the new
Constilution. The challenges facing the Judiciary include case backlog, case
delay and inaccessibility to jusrice in many parts of the country. This is attributed
to lack of adequate facilities in most of the existing 120 court srarions in rhe
country: inadequate numbers ofjudicial officers and other support staff; and slow
adaplation and institutionalization of ICT technology and other faciliries.

l6l. During this MTEF period, the judiciary will prioritize the implementation
of the new Constitution and continue to implement stratcgies that rvill lead to
rcduced case backlog, improved access tojustice and modernize the court system.
The MTEF funding level is estimated at Ksh 30.2 billion. of u,hich Ksh. 9.8
billion is for FY 2012/13. This has been arived following consulrarions with the
Jud ic iary.

P u hl ic,4 dnti nistration a nd I nte rnal ion al Relutio,rs

162. The sector plays a key role in enhancing public service delivery,
organization and coordination of Government business through planning,
mobilization of financial and human resources in the public sector. In addition,
the sector links all other sectors with the rest of the world on matlers of
international lreaties, agreements, cooperation and resource mobilization. l-he
Constitution established Constitutional commissions and Indepcndent offices

2012 Budget Policy Statement Poge 46



some of \\'hich arc members oFlhe sector. These include: Office of the Controller
of Budget. Kenya National Audit Office. Salaries and Remuneration Commission
and Commission on Revenue Allocation. Further, Keny'a National Assembly
previousl,'' fa)ling under the Governance Justice Law and Order Sector was
incorporated in this sector.

163. Funding over the 2012 MTEF period will enable the sector to oversee the
implemcntation of the new Constitution; provide leadership and policy direction
in the governance of the country; coordinate and supervise government affairs;
promote sound public financial and economic management for socioeconomic
development; articulate and implement Kenya's foreign policy for national
development; promote macroeconomic stability, mainstream MDGs into the
nation's policy. planning and budgetary process, implementation, monitoring and

evaluationl promote efficient and effective human resource management and

development for improved public service delivery; and promote public service
integrity.

164. For FY 2012/13, Ksh. 107.3 billion has been set aside to lund the sector's
programmes (Table 5.7). This is projected to increase to Ksh. 114.5 by FY
2014/15. bringing the total MTEF estimate to Ksh. 331.8 billion.

1/ lncludes slale house, public sevice, foreign allais, planning and national developnenl, linance, cabinel

ofrice, public se1ice connission end prine ninislel Controllet ot Budget, Palianenl, Conmission ol
Revenue Allocalion, KENAO, Salaries and Renuneralion Comnission

165. Assigned functions to the counties include office of the governor. count)
assemblies, and county planning and development including statistics. These are

estimated at Ksh. 68.6 billion over the MTEF period, of which Ksh. 28.1 billion
is earmarked for FY 2012113.

Parlirntcnl

166. 'fhjs sector includcs the MTEF budget for the Parliament that is expected
to be submitted directly to the National Assembly in Iine with tlre new
Constitution. l)arlianrcnt plays a crucial role in strengthening the dernocratic
spacc and good governance in the country. Under the new conslitulional order,
parliament rvill consist ofthc National Assembly and the Senate. This is expected
1o increasc the rcsource requircment to cater for the increased membership of

Table 5.7: Public Administration and lnternational Relations 1l

Ksh billion

2011t12

Revised

2012t13 2013114 2014115

Medium-Tem estimates

20,12 MTEF

Total

Nalional

ot which: Translot lo Public Enlities

Parlianenl

Counlies

92.9

2A.2

14.2

17.6

79.3

21.0

12.1

28.1

90.2

20.0

14.1

19.8

263.2

61.3

40.9

68.6

Total

ol which: salaties

1'10.5 '107,3

14.6

109.9

14 7

114.5

15.1

331,8

444
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Parliament from the current 224 to 418 and for additional ph1'sical facililies and

infrastructure.

167. Total MTEF estimate for the Parliament is Ksh 40.9 billion. For FY
2012113, Ksh. l2.l billion has been set aside as baseline ceiling. Horvever.
consultations rvith Parliamentary Service Commission are ongoing ahead of
finalization oldetailed budget to firm up the resource requiremenl to cater for the

l0'h Parliament and initial requiremenls for the expanded Parliament during the

second halfofthe financial year.

Social Prulediott, Cullure und Recreation

168. The sector's strategic objectives include formulating and implementing
national and cultural heritage policies; youth empowerment; gender, children and

social developmenU disaster management and coordination of developmenl
activities in arid and semi arid areas which cuts across all the three pillars of the

Kenya Vision 2030. Key achievements for the 2011 MTEF include: resettlemenl
of IDPs; disasler miligation; increased coverage of cash lransfers lor the
vulnerable groups in the country; development of cultural and heritage
infrastructure; improvement and construction of water and sanitation
infrastructure in the ASALs; construction, rehabilitation and equipping of Youth
Polyechnics and empowerment centres.

Table 5.8: Social Protection, Culture and Recreation 1/

Ksh billion

2011t12

Revised

2U2n3 2013t14 2014/15

Medium.Term estimates

2012 MTEF

Total

National

olwhich: Transfer lo Public Entlies

Counties

280

9.8

10.1

23

7

13

328

85

98

36.8

10.5

10.3

932

26.2

2? (
2

,4

Total

o/ iyiich: saiares

38.1

71

37.0

34

42.6

35

41 .1

6

126.7

? 144

1/lncludes Nalional Herla.oe and Cultures. Gendet and Children Develoonent. SlecialPrcgrcmnes vouth

affa$ and srr,fls, developmen! ol nolhern Kenya and arid lands.

170. Assigned functions to the counties include sports and cuhural activities
and facilities, among others, which are expected to cost Ksh 33.5 billion.'fhe
sector will benefit fronr additional funding from the equalization fund as some of
the activities covered under the sector benefit the marginalized categories.
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169. Funding over the 2012 MTEF period will continue to enhance delivery of
the sector priorities. For FY 2Ol2/13, Ksh 37 billion has been set aside to support
the sector' activities (Table 5.8). This is projected lo increase steadily to KSh
47. I billion in 20 I 4i I 5, bringing the total MTEF estimale lo KSh I 26.7 billion.



Environmenlal Prolcclio'1, l oter' and Housittg

l7l. The sector plays a key role in ensuring that every-(enyan has access to

decent and affordable t'o"ing *iii "ttttt 
t p"ortable water in a clean and secure

environment.

172. Over the M'IEF period the sector aims to achieve expansion of water

:;;.rr*;';;i';*.,'ge i*iririti; scaling up water storag-e to improve water

securiw: scaling up 
'"'gut'on 

i-o reduce" dependence of rain fed agriculturel

illiilll;".'.;n,'.*'u,lon Tna ""g""" oi' c-atchment areas: mitigarion and

adaotation measures on t",nui"-?lunge; enforcement of seclor Iaws and

reeulations; restoration "r r'itit"ui iiii"'s; *odt'niz'ution of meteorological

seiuicest mineral exploration unJ rnlnlng cadasrre .system; 
enhancing housing

development through varroul" i"iii;ii;;ti up'scaling slum upgrading and

redevelopment; and lowertng the cosr of building material to increase access to

housing.

The 20 l2 MTEF estimate of KSh I 54' I billion has been allocated for the

i;;;Y';dirir, Ksh. a8 s bilion has been set aside' increasing to Ksh't73.
sector.
54.5 bi llion bY FY 2014i l5 ('table 5 9)

1/ lncludes walet and iffigalion, envt rcnmenl and Minera /resources, and hous,r]g

l'14. Under this sector, assiBned functions to th"-.""^:lti.:: include soil and

water conse ation, forestry, 'tiit 
*ut"' management' and water and sanilation

services, as well as 
"ontrot 

orJ ioituiion, noitl pollution' other public nuisance

and outdoor advertising P"li,niti";;;;;inl or r't''ttt functions amounts to Ksh

30.8 billion for the MTEF Period'

National SecuritY

175. The national security sector comprises of defence- and national security

i,i'. i,' r* *,.," i.., 
. 

rr."^ zb1;X ti tl milj,fl i?H,:l' ::?, : ti ?1]
allocated for the sector. ol w
il;;iir;;;;"; i" Ksh' 68 billion bv FY 20r4115 (rabre 5 r0)'

Hou srngonatiandWateron rn9ctiProtemron entanEle IabT
?011112

Revised

2012113

Ksh billion
T

2013i 14 2014'15

Med ium-Term estimates

2012lilTEF

National

ol which: franslet lo Public Enlities

38.9

4.5

8.8

38.7

4.5

98

40.9

4.5

10.2

43.7

4.5

10.7 30

Counties

123.3

13.6

Total

of whichi sa/anes

.1

6

t

7

154.1

10.73335

48

34

47.
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Table 5.10: National Security

Ksh billion

2011112

Revised

2012113 2013114 2014115

Medium.Term estimates

2012 MTEF

Total

Nalional

of which: Trcnsler lo Public Enlilies/l

Counlies

786 643

634

67.6

666

680

669

199.9

196.9778

Total

olwhich: salarbs (excl. DoD E NS/S)

/ 6.b

06

64,3

07

67.6

06

68,0

a7

199.9

20

1/ Delense and nalional inleligence seNices (include salaies)

Conclusion

176. The 2012 MTEF is marked by moderate growth in overall expcnditure.
taking into accounl the weaker economic outlook and the need to maintain fiscal
disciple during the implementation of lhe new Constitution. Expanding
infraslructure investment, while maintaining reasonable growth on social
development priorities remain a priorify. Preliminary allocations to counties
reflecl a transition arrangement while ensuring conlinued provision ol basic
services to Kenyans.

177. Overall, the set of policies outlined in this BPS are consistent with the
national stralegic objectives pursued by the Governmenl as a basis of allocation
of public resources. Details of the strategic objectives are providcd in the first
updated Vision 2030 MTP released in December 2011. The policies and seclor
ceilings anncxed herewith will be the basis for the preparation of the 2012/13
MTEF budget.
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ANNEX I: STATEMENT OF SPECIFIC FISCAL RISK

I. OYEI{VIEW

l. The Kenyan economy is highly susceptible to various domestic and

external shocks. These shocks include: (i) drought which puts additional dcmand
for budgetary resources for intervention measures in the dry part of the country
mainly in need of food assistance, water. and health care; (ii) increase in
international oil prices which raises the cost of transportation and energy; and

(iii) insecurity in the porous border along Somalia, piracy in the high seas, and

threat of lerrorism, which together combine to limit trade and tourism. More
recently, the economic and financial turmoil in advanced economies which have
slowed global groMh continue to pose challenges to our economy. To this end,

maintaining fiscal stability is critical for safeguarding against these adverse

shocks and ensuring lhal grouh is sustained despite challenging circumstances.

2. As part of rcquirement under thc Fiscal Management Act, 2009, this
Annexure prcsents the Statement of Specific Fiscal Risks (SSFR). Specilically.
it outlines Kenya's exposure to fiscal risks that are associated with assumptions
used for fiscal projections, public debt dynamics, operations ofstate corporalions,
public-private partnerships and contingent liabilities, vulnerabilities of the
financial sector. as u,ell as risks posed by drought.

3. Overall. the Statement highlights the following

o Macroeconomic assumptions have been broadly accurate, although
economic growth and undcr-spending by Line Ministries remains a key
concern;

. Based on the latest (November 20ll) debt sustainability analysis, our
public debt is projected to be sustainable;

. Contingent liabilities from key State Corporation present minimal fiscal
risks. Most of thc sources of contingent liabilities are being addressed. And
recent restructuring and privatizalion of key institutions have. 1o a large
extent. transferred various risks of state corporations to the pr;vate sector,
save for those relating to shareholder's obligations in the new-look
corporations.

. The financial seclor remains gencrally resilient even with the recent
interest rale and exchange rate shock: and

. Sleps are being laken to ensure food securiry with ongoing irrigation
programmes and robust early warning system, but significant inveslments
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rvill be required to meaningfully reduce the country's .r,ulnerabilitv to
repeated droughts and mitigate the effects of climate change.

4. Going forward. there are ongoing measures to mitigate these risks but
more nccds lo be done to guaranlee fiscal viabilit.v in case of unfavorable fiscal
developments.

II. FINANCI,\LOBJECTIVES

5. The Government will pursue prudenl fiscal policy which is crilical for
macroeconomic stability. As such, the Government's fiscal stance * ill continue
to strenglhen debt sustainability over the medium to long tcrm, while supporting
grou,th and employment in the lace ofchallenging economic environmcut. lt also
continues with efficiencv and improvement in the produclivity of expenditure.
Civen the limited rcsources, expenditures are targeted on:

. Povert) reduction and empowermenl ofthe poor and vulnerable through
adequate allocation of resources to priority social sectors. such as education and
health;

. Sustained economic groMh through improvement in physical infraslructure
sector, such as roads. rail, ports, water and irrigation, and reliable and affordable
energy;

Expansion and diversification ofexporls, and boosting agricultural productivity;

r Enhancing food security and protecting the livelihoods of the poor and the most
vulnerable members ofour society;

. Transparent, accountable, and panicipatory governance through setling up the
essenlial frameworks for implementing the new constitutional order;

. Strategic interyentions lhrough programmes targeted for job creation for the
youth; and

Strengthening inlemal security and rule of law

6. The Government will manage the budget deficit to ensure sustainable
debt levels over the medium term. .F iscal consolidation will enable us to rebuild
fiscal space in preparation of any economic downtum given that we are now
leaving in a world full of uncertainty. In addition. fiscal structural reforms arc
expected to reduce the country's sources of fiscal risks as policies will cenler on
reforms in tax policy and administration, non-tax revenue, expendilure
management. privatization of government entities, and debt management.
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III. SPECIFIC FINANCIAL RISKS

Changes in Underlying Macroeconomic Assumptions

7. Macroeconomic assumplions play a key role in the formulation of the

budget. Changes in these macroeconomic variables create risks to both revenue

and expenditure projections in this BPS and thc budget estimates and expenditure

ro be submitted 1o Parliament lbr approval by cnd of April 2012. ln particular' the

budget is sensitive to the lollowing key macroeconomic variables:

Economic grotelh: rhis mainly affects tax revenue. A slower+han-
projected growth in real GDP lowers lax collection, especially income

taxes and VAT collcctions.

Macro prices:

D Inflation: An increase in inflation may result in higher tax revenues

through increases in the base for income taxes and VAT. However,

certain levels of very high inflation may constrain consumption and

Iower VAT collections.

> Inleresl rales: An increase in 'l'reasury bill rates will increase

expenditures through an increase in domestic interest Payments. On

the revenue side, the l0-25 percent withholding tax on income on

financial instruments also increascs revenue.

. Imports of goods: A grorvth in merchandise imports (excluding

govemment imports and oil imports) positively impacts rcvenues given

the higher tax base for import duties.

8. Table Al.l presents the magnitude of first round impacts of the above

macroeconomic variables on fiscal aggregates. Note lhe net positive impact of a

rise in real CDP and a shilling depreciation and a net negative impact of increase

in inflation and Treasury bill rale.
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) Erchange rale.' 'l'his impacts both revenues and expenditures. For

instance, a weakening of the shilling vis-d-vis the US dollar improves

revenue colleclion. mostly through customs duties and VAT on

imported goods. On the expendilure side, foreign interest rate

payments and loreign expend iture-relaled maintenance and operating

expenditures will be negatively affected.



l'able Al,l Fiscal Srnsith in' to Kev lltacroeronomic \lrriables, 2012/13 (Ksh billion per rerr)

Rerenue frpenditure Budget brlance

One percentage point rncrease in real CDP (%)

0ne percentage poinl increase in inllation rate

(k)

8.6 00 86

7.1 lle

One pcrcentage point increase in Treasury Bill

nte (%) 40 8l 1.1

I0% depreciation in exchange rate (1(sh4-JS$)

One percenlage poinl increase in US$ value ol
goods imports (%)

5.8 ll 4.7

06 0.0 0,6

S0urce: Eslimates from Ministrv ofFinancr

Forecast Accuracy of Underlying Assumptions and Budgetary Aggregates

9. Overall, the macroeconomic assumptions underlying the recent
budgets and actual budget outturn bave generally been accurate with fairly
minimal deviations (see Table A.1.2). Over the period 2009/10-2011/12. rhe
average deviation between the assumed and provisional actual real GDP growth
ratcs was only 0.1 percentage point. With respect to inflation assumption, the
Iarge deviation in 2009/10 and the current financial year 20ll/12 reflect the
melhodological revision of the CPI series by the Kenya National Bureau of
Statistics (KNBS) from arithmetic mean 10 geometric mean and the inherent
volati)ity of intemational oil prices, respcctively. Also. inflation was volatile in
20ll/12 due to the adverse impacr of drought which increased food prices. The
sharp depreciation of the shilling exchange rate againsr major inremational
currencies occasioned by monetary shocks also increased deviation between the
previous BPS and 2012 BPS. Meanwhile, the average deviation on export and
import growth was minimal.
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10. The actual performance of fiscal aggregates vis-i-vis target was
generally mixed. The projection for ordinary revenues was broadly accurate with
average deviation over 2009110-201l/12 estimated at Ksh 1.7 billion. The large
deviation tn 2011112 between 201I BPS and 2012 BPS reflected the change in
VAT withholding mechanism which vvas not anticipated at the time of
preparation of the current financial year budget. On AiA performance, the
deviation was mainly attributed 1o under-reporting by line ministries. It is
expected that these deviations will narrow when audited accounts are used as

opposed to actual retums. Also, the policy of converting A-i-A into ordinary
revenue collected by KRA will help improve collection and reporting of this
item.

I l. Eiecution of recurrent expenditure u,as generally satisfactory for
20091)0-201011I with minimal deviation between projected and actual. However,
the large deviation in20lI/12 between previous year's BPS and this 2012 BPS
reflect the unexpected expenditure associated rvith drought intervention
measures. salary arvards. and security interventjon in Somalia. On development
expenditure, the avcrage deviation is large, mainly rcflecting lorv absorption of
foreign financed expenditure. Absorption of donor grants averaged 70 percent
while that ofproject loans was around 50 percent.
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l,2. The slower-lhan-programmed spending on development budgel poses a
risk to the fiscal program. going foru,ard. In order to prevent lhis risk lrom
materializing. the government has been pressing its line rninistries to increase

absorption 10 at least 80-90 percenl as pan of perforn'lance contracting. AIso. ke1'

infrastruclure ministries and departnrents have been asked to submit monthly
implemenlation reports. Donors have also been asked to speed up the issuance of
''No Objectron' to improve absorptive capacity of implementing agencies. Other
measures include asking ministries to inrprove procurenenl planning and

implementation capacity in managing procurement process.

13. Overall. the actual fiscal deficit turned out lower than budgeted over the
period 2009/10-2010/l l. Going by the slow execution rate so far, partly
associated with tight domestic financing conslraints, the current financial year

may also regisler a lower-than-budgeted deficit. While this may indicate a

somewhat strong fiscal position, it happens against a backdrop of lower execution
ofthe budget which does not bode well for growth and poverty reduction.

14. Going forward. there are risks associated with expenditure proposals that
cannot be accomnrodated within the baseline ceiJings. Some specific key
additional requests are summarized in Annex 10. These expenditures are

disclosed because they could have a material effect on the fiscal outlook given

the limited budgetary resources. Some high priority expenditure proposals from
these list could be taken on board during finalization of detailed ministerial
spending plans if savings are identified and resource envelope firmed up.

Vulnerability of Public Debt to Shocks

15. The Government recognizes the imporlance of managing debt prudently
to avoid unwarranted debt burden to the future generation and reduce the risk of
macroeconomic instabilily. Significant effort has been made to improve the

institutional arrangement lor debt managenrenl as well as capaciry t6 assessmenl

of risks.

InstitulionaI affangerne ts

16. The Debt Management Department (DMD) at the Ministry of finance is

responsibie for formuiating ciebt strategy anci ensures prudent debt management.

Under the new Constjtution, a new legislation governing the operations of public
borrowing and guarantees needs to be in place on or before the new devolved
governmenl is in place. The proposed Public Financial Management law provides
for a new institutional and legal framework of managing public debt in a

devolved slstem of government.

11. lJnder the current Mediunr-Term Debt Strategy (MTDS). 20]1, the
principal objcctive of Government's debt management is to meet the Central
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Government financing requirements al the least cost u,ith a prudenl degree of
risk. The secondary objective is to facilitate Government's access to financial
markets and support development of a well functioning vibrant domestic debt
market.

Assessnent of Risks

18. The latest (Novenber 201 l) debt sustainability analysis (DSA) for Kenya
based on the International Monetary Fund (lMF) DSA framework indicate that

Kenya faces a low risk of external debt distress. This reflects the Iimited reliance
on external borrowing and an expected improvemenl in macroeconomic
performance. All external public debt indicators remain below the relevant
country-specific debt burden thresholds. For instance. external debt as a

percentage ofGDP broadly remains stable at l7-19 percent range from 20ll to
2016 (see Table be)ow).

Summary: Erlernrl Debl Suslainabilily Assessrnent

(in percenl ofGDP)

20lJ 2At2 201] 2014 20t5 2016

NPV of PP(; l:tt.rn2l Drhl

In percetrl of GDP (lhreshold=40)

Baseline

Conbined shocks

175
tls

I9.0

21.8

r89
262

18.4

249
t1 6

23.8

570
570

653
690

689
808

734 164
81.7

18.2

89.1

h percsnt of erports (threshold=20)

Baseline

Combro€d shocks

l8
i8

42
4t

,12

4)
41
49

48
50

49
52

19. Under a combination of shocks-lower GDP groMh, weaker exports, a
lower GDP deflator, and a fall in FDI-the DSA reflects that pubiic debt is
generally resilient. Even though debt indicators worsen QIIPV of public external
debt rises from 18 percent to 26 percent), they do not result in a breach of the
thresholds during the projection period, 201 I -2016.

20. The sustainability of Kenya's debt depends on rnacroeconomic
performance and a prudent borrowing strategy. The projected investment in
infrastructure and the assumed improvement in the investment climate would be

crucial to suslaining strong expons and GDP grorvth. Additionally, Kenya's
success in avoiding unsuslainable debl to date reflecls good management, but
also limited willingness on the part ofcreditors to provide financing. at times due

to govemauce concerns.
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2l . Overall- the Governmenl rvill continue to build on the recent mediunr-
term debt strategy to help maintain a prudent borrou'ing strategy. Strategies 1o

guard against shocks will include a build up in intemational rescrves as envisagcd
in the current Government's econonric programme supported by the IMF under
the Extended Credit Facility arrangernenl.

22. In addition, securing timely information on nerv disbursements under
exlernal loans remains a challenge. with Debt Managemenl Deparlment
continuing to rely on inforrnation from creditors. which creales a lag in recording.
The Government hopes this will inrprove once the electronic Project Monitoring
Inlormation System (ePROMIS) is linked to the Commonweahh Secretariat Debt
Recording Managemenl System (CS-DRMS). A process to establish the level of
contingent liabilities is ongoing. rvhile the disputed comnrercial contracts have
been managed prudently. The anticipated implementalion of devolved
governance system is likely to result in increased level ofcontingent iiabilities as

county liabilities are taken into account.

Contingent liabilities of State-O\yned Corporations

23- While liabilities of state-owned enterprises constitute a potential source of
fiscal risk, they are currently not a major cause of concern. A study that was
conducted four years ago of 25 slate corporations that the Government perceived
to account for the majority of the contingent liabilities revealed that out of Ksh
57.6 billion total liabilities, about half or Ksh 28.2 billion constituted potential
contingenl liabilities. Of the contingent liabilities, about 80 percent were
accounted for by two corporations-TARDA (Ksh.l3 billion) and NSSF
(Ksh.9.8 billion). Contingent liabilities relating to TARDA arose from under-
insurance of the power generation assets whose financial benefits were enjoyed
by KenGen, given that the assets had not been fully vested. NSSF's contingent
liabilities relate Io court cases and possible penalties for non-compliance with tax
regulations.

24. Given that lhe causes ofcontingent liabilities are fairly generic. the broad
policy recommendations emerging from the study of 25 slate corporations are

relevant to other state corporations. 'I'hus. the Government will continue to: (i)
closely monitor and evaluate statc corporations based on performance contracting
as well as strengthen their governance; (ii) ensure state corporations' pension

schemes converl from defined benefit to defined contribution schemes 1o limit
Government exposure to unfunded Iiabiiities; (iii) review the manciales oi some
state corporations and conclusively vest assets and liabilities; (iv) and speed up
the privalization programme.

25. Significant progress has been made in eliminating exposure to risks. For
instance: (i) the process ofvesting ofassets & liabjlities in respect ofthe relevant
state corporalions is progressing well, with the cornpletion of vesting of
TARDA's electricity-generat;ng assets in KenGen and the on-going vesting in
roads authorities (KeNNHA, KeRRA and KURA) and the Water Services
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Boards; (ii) virtually all state corporalions havc norv converted their pension

schemes from Defined Benefits Schemcs to Defined Contribution Schemes,

effectively extinguishing the related contingcnt liabilities falling on the

corporations themselves and, by extension, the Exchequer; (iii) privatization of
state corporations is on-going with 26 investments/transaclions at various stages

of implementation under the cunent privalization programme as approved by the

Govemment: and (iv) a policy and the related draft Bill on the

ManagemenL/Governance of State Corporalions is currently at advanced stages of
development.

26- Overall, following reforms in sectors such as telecommunication,
transportation, and energy, the fiscal risks have reduced. Privatizalion and the

off-loading of some operations to privale enlities through various forms such as

concession arrangement have, to a large exlent, transferred various risks of slate

corporations in these sectors to the privale sector. However, there are some risks

relating to shareholder's role/obligation in the operations of the corporation with
Govemment still remaining as strategic parlners in some of key institutions.

Examples include shareholder's conlribulion in financing expansion plans such as

in Telkom, and Government cover for liabiliry. loss or damage resulting from the

use of weapons of mass destruction, which lhe Government has been offering to

Kenya Airways since the events of September I 1 . 2001 . This is renewed annually

based on advice lhat the cover is not available in the market.

27. A number of other non-commercial governmenl agencies receive

budgetary allocalions through translers and constitule the central government

budget deficit. In addition, investment income mainly through dividends have

helped fund the govemment budgct. For instance in 2010/l I inflows in the form

ofdividends and olher fecs reached about Ksh l0 billion. Vigorous actions have

been undertaken in pursuing the collection ofthese dividends.

28- Guaranteed debt to state corporations that were rescheduled under the

Paris Club framework are being repaid by the Government. Those state

corporations that are able to repay their reschcduled dcbt are repaying to the

Govemment and are part ofreceipts financing the budget.

29. The Government recognizes the need to explore Public Private

Partnership (PPP) option in lhe delivery of public infrastructure and social

services. Public invcstments in energy, roads, railroad network, ports. water and

wastewater treatment. inigation, solid wasle management, information and

communication technology (lCT). among others. are therefore expected to be

complemented by private sector investment under thc PPP framework. This is in

Iine with Covernment's goal of inlrastructure moderniz,ation. efficiency in public

service deliverl,. development of rvealth creation opportunities. competitiveness
ofthe country. and shared growth strategy.
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30. The Govemment is au,are that the PPP arrangements may expose the
counlry to a variety of complex fiscal risks, including right-of-rla1,-
political/regulatory risk and change in lau', currency convertibili0,. events of
termination. material adverse effect, among others. To ensure prudent
managemenl of contingent liabilities. the Governmenl is at the final *age of
developing an appropriate legal and regulatory framework to guide the PPP
agenda. ln addition, the Government will continue introducing administrative
arrangements and processes that u,ill help guide the selection and implementation
of projects. Scrutiny of PPP projects u,ill be done carefully to preserve fiscal
discipline and saleguard the inlerest of lax payers. All guarantees and other
securify instruments provided under the PPP agenda, together wilh all other
contingent liabilities u'ill be integrated into the debt management process.

Resilience of the Financial Sector

31. According to the Central Bank of Kenya (CBK), the banking seclor
remains adequately capitalized as total capital adequacy ratio (CAR) of the
banking system as of end-December 201 I stood al 19.4 percent compared lo the
statutory minimum of l2 percent. The non-performing loan (NPL) ratio of the
banking syslem dropped to 4.4 percent as of end-December 20ll from 6.3
percenl in December 2010. Stress tests conducted by CBK taking into account the
prevailing high interest rates regime indicate that the banking sector remains
sound.

32. Commercial banks partially owned by the Government pose mininral risk
after the Ksh 20 billion restructuring ofthe National Bank ofKenya in 2008. The
other large banks are broadly on sound footing and have Iimited risks.
Privatization of Consolidated Bank and Development Bank of Kenya is ongoing
under the privatization programme that is managed by the Privatization
Commission. The envisaged privatization of Consolidated Bank and
Development Bank ofKenya will further reduce the exposure ofthe Government
to thc banking:cctor.

33. To strenglhen the banking sector. the Government will step up the efforts
10 strengthen the financial inlrastructure to adapt to the new challenges associaled
with the modernization of thc banking system, including cross-border operations
and mobjle banking. Measures conducive to that goal are the following:

. Implementing consolidated supervision 10 enhance oversight of banks

with cross border operations. This will be hinged on information sharing and
co-ordination betwcen the CBK and other supervisors particularly in the East

African Community where Kenyan banks are expanding their footprint.

o Reviewing capital and liquidity standards lor banks to slrengthen them to

be able to \\'ithstand periodic shocks.
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. Upgrading the crisis management framervorks (CMF) to deal with the

challenges of cross-border banking activities.

o Reinforcing prompl correclive action by the CBK. following the

amending of the Banking Act.

. Strengthening risk-based supervision including adopting a time-bound

program to put in pJace an assessment of conglomeration risk of relevant

local groups.

. Expanding the credit information sharing mechanism to include various

credit providers beyond banks such as microfinance institutions and

SACCOs. This will enhance credit risk management in banks and other credit
providers.

. Expanding supervisory procedures to ensure full monitoring of financial
business driven by bank agents under the nervly introduced bank agency

model and through the use of mobile banking.

34. Overall, fiscal risks in other sub-sectors of the financial system are

minimal:

. The Government is not currently guaranteeing loans to the Development
Finance Institution (DFIs) until these institutions are restructured and a robust

legal framework for their supervision is in place. A DFI Bill is currently
being developed to facilitate reforms in this sub-sector.

. Restructuring ofthe National Social Security Fund (NSSIj) is ongoing and

il is now in compliance with the Retirement Benefit Authority (RBA) rules.

RBA rules have helped ensure stability in lhe pension sector as a whole.
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. Insurance and capital markets industry is reforming with strengthened

regulations from the regu lators-lnsurance Regulatory Authority (lRA) and

Capital Markets Authority (CMA)"-to safeguard stability and increase

efficiency. Risks in the insurance industry are those relatcd to coverage of the

Public Service Vehicle (PSV) sector. To further slrengthcning capital
markets, Iegislation to allorv the demutualization of thc Nairobi Stock
Exchange will be introduced shortli..



. The Governmenl has launched lhe Anti-Moncy Laundering Advisory

Board, u,hich will shortly appoint a director to manage the Financial

Reporting Center (FRC) as provided for under the Proceeds of Crime and

Anti-N'loney Laundering Acl of 2009.

Drought N'litigation and Nlanagement

35. Kenya is a drought-prone countr)- due to its location in the llorn of Africa
and recent climate changes. More recently, the recurrences ol drought and dry
spell have increased. Financing of droLrght intervention measures have consumed

significant budgetary resources. far much more than the Ksh 2 billion set aside

lor drought relief and another Ksh 2 billion for civil contingency fund. For

instance, at the bcginning of the current financial year 20ll/12, drought

inlervenlions measures consumed over Ksh 10 billion.

36. Due to lhe risks posted by droughl, the Government has invested in

various water and irrigation programmes and initiatives to reduce the country's
vulnerability to repeated droughts. including slrenglhening the capacity to

respond to the disasler. Some of these initiaves include early warning systems

managed by the Kenya Security Steering Group (KFSSG), and upgrading the
infraslructure used for providing timely weather forecasting. To strengthen these

initiatives, the Government is in the process of developing a legal and

institutional framework that will provide for risk assessment and early warning,

knowledge building and awareness raising. as well as effective early response

and recovery preparation.

37. Looking ahead, significant inveslments will be required lo reduce the
country's vulnerabiliry- 10 repeated droughts. This includes stcpped up support of
improving domestic agricultural productivity in a sustainable manner, in line with
the Government's action to ensure food security by investing in inigation and

agribusiness aclivities.
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1it.i,l l6i.i11 tl!61t

!il8i fllll 11? t1;

GRnt {1lli 16.!t0 ri:i:
Lolall t i r0? i6i! 5!r t,!5!

r9.t:r

!.1!i
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Annerloble{ Iolo trpendilure Ceiling! lorlhe MItl te od20ll/12 20t3/11

I010/rl ,lri u l0rvrl ?0:t/ir

t!r AGRICUiIU?I AN D PJ?/. L Dt Jt IOPMiti' a'ror: ri3! ::tt: 51013 55.rt (] t4l

3ro! l-r::' : l.r8 :r r!:

GtxtPlt tcoro c. colutrcR all0 rr9cJP

Atrlfrs i:r]{! : :!r ?:-1:'

Gor! 55 t:o ::t:- rr.ill )2751 irct:

6,sr iLl l|"::r lnu7 ?J itr

ls GovtRN iCt rL]liat rAW [ oR]tR ;c$ /! 6{[ 90! r r0 6.4t toi t33 t8158 rm9 l |5tdL 19.83!

ii:
PI]8IIC AD\,IINIlIRATION t N]ISNAIIONAI

Rit{Tr0N5 Crc$ 9:697 & I 7., t?{ c75 r053r tm.t8l r07 3t4 tfr%t t4lil

iI NA]IONAt SICUP T\. $ l9! cl 6l ir a!: 68.041

i7 0:

5r0

fl{YtsoH E{lAL PCCltCirCr. t{lltI rr!
HqJSHC Gl r! 5: 1i lti 4rI :! ai

TOiAI 6t! r1: 799 {55 t5t m8 95t O{ r36513 9E?711 IBJ Od' I087.710
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Anndlibl? ir SEC'lOR PROCRAIttMLS AID BUDG tTAR)' A l,LO( AI lO\S. llrl2ill l0lli I5

t0tli I3 lll ]Il l0 t.]/l{

A(;RICI]I-TURI ANT) RIIRAI, DT:VTLOP]\4 EXT 5t.0r3 55.116 60.r1r

(rt0l Polrsv. Stralegy and Mrna!.rncnr ofAEnculturc L l52 I 406

010: Crop D.vclopmcnt and M,lla8cmcnl r9,i?r
:n8

l8 6r9 19.961

0l0l A!fl huencss and lnformsxon ManaB.m.nl tI9
!t0r Lrvcnocl Rcsourccs Managcn.nl and Dclelopmcnl 6 4,l1 90t5 9.210

0 t0t CooDcrrtrvc Adnnnrrtalv. rnd Suppofl Scrvrccs 1ri tari 2

ir 106 Coopcr!nvc D.v.lopmcnl & Mansgcmcnt I.110 r 299 I,409

0 t0l l-and Poltcy ard Plamtns 4.lll 1,i18 !,171

0108 Forcstry and Wildlrle Polcy,cgulation snd co-ordrnanon 5rl s2rl !76

0 r09 Forestry Devclopmcnl, rcscarch and ManaEemenl 1.615 j.651 t,l2 t

0tt0 wrldhfc Conservaton and ManaScmcnl 2 )4] t,608 2,i98

0 l frshcncs Dclclopm.nl j,029

0rt? R.lcarch & Dcvclopm.nl 4.159 !.2?6 J,586

[TTRCY. I:\FRASTRI,CTI.IRE & ICT 210.?tl lr],33t 262.E56

0l0l [.oc6l Authonty Managcmcnt and Dclclopmcnl t?,489 29 {8i 12,08i

0202 Road Dc!.lopmcn( Mainrcnancc snd Manasem.nl t07.161 I t4.an I19,9?'l

0?01 Trsnspon Management and Ssfcty 5,14? 4,84.i

1rl(rl Trarsporl lntlstructurc De!clolmcnl ll,?7! r3,189 I,1 II I

0?05 NarronrlEl.cmficaton 56.8r6 62,181 65,264

0106 Rcnc*rblc hcrgy Rcsoutccs 698 111 t{2
0..0? Pctolcun Exploratron.nd DrshbulDn 1.820 j,8l I 2,29i

C.ntr.irz.d Suppoa Scrvrc.s I,r26 I i52

0209 Information.nd Corn nunrcllron Scrvrccs 2.158 I8t. 2.0t1

0l l0 ICT Infr lsEucrurc D.vclopmcnl ),113 5,10? 5 429

02 Gcn.'al Admnistaton scrurces 610 116 4lt I

02t2 Mctropolran Intaslruciurc and Scrvrccs 2.1(9 2 862 3,3t1

0ltl Co!.rnJnail BuildrnBs S€wtcc! ,,.215 -(.682 6,41',]

0I1 Cossl,nc ln&&itru€turc.nd Pcdcstran Acccss r,l l9 t.697 t,905

0I5 Procurcmcnt, vut[ousrnt !nd supplv 1i ^1
5_1

rl l6 Connrucnon S@dtrds and Rcscarch 90 :00

0211 Gcnoal Adnrrnstsalron 5.nrc.s 801 1,200 l,?99

0218 R.scarch & Dcvclopm.nr (lC-l) t. t,0 t,150 I.t50

(;t_NURAL f,CONOt\flC. C0NtyERC|AL & I.ABOR AI'TAIRS 21.9r0 24,r tJ
010I lnrcaraled Regronal D.vclopmcnt a 8 511 ?.057 7,157

0i0! Promolton ofBcn Lnbour Prtchcls l,-10i t.t?5

l\,lanpow., Plannin& Dcvclopmcnr andUi,lizal,on r,i00 r,650 l 750

Pohc'Y. PlannDg lnd AdmhuErtron

Productrvo Inprov.m.nl, Mcrsurcm.nl lnd Promolron

401 lti
0i05 8? 8l

Tndc D.v€lopmcnr lnd lnvcsfticnl 7,991 ),017 011

0107 Co-ordindpn of ElsI Atrcan Comn]ulln Affars,n Kcny! [41 t662 I,629

0108 Tounsm Dcvclopmcnl and Mlrk.lrng 108 1,25' ).251

0109 Indusrml dc!dopment and lnvesl]ncnl 4,055 1,906 t,906

0t Ii) lndusEEl Rcscsrch & Dcvclopm.nl I.i06 1,450 115u

U,ll-TIt 7r,001 81.059 85,36{

0{01 Curarilr H.lllh 18.t55 10,50-1 41.1i0

Prcvcntrvr rnd Promoovc H.llth Car. Scrvrcct ll,l24 40 255

0101 H.ath Rcs.arch & Dlvtlopm.nl r12l 1,60? t6?9

I DI ( 1 0r 219,0t5 l{0,866 2 ,JI l
0501 Ocncral Admnistration & llanninB Servrces

4,211

8.i t6 8 6ll
0501 aasrc Educalion t9 511

.i t5l
20,687

0s0l Qualr_Y Assursncc & Sranda,ds 1,215

Sccondarv & Tcni.,v Educaton t9.950 tJ 64?

rl!rl1 ocncral A&runistalion & lhnnrnS Scrvrc.s 1.805 r9l I,8rl
Unr!crsrtY/Tcrtarv Educaton 60.t ll 61.874

(r501 R.srarcI Sci.ncc, Tcchnolotv and lnno!!tro0

6crcIal Adftnisna!on & PhnnrnE Scrvrccs

:.051 :081
050,r 1,20r ll9 2,186

0504 'lcachers ScnicEs ll4,2 31 t 11,992 l2r,r7q
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(,()\ rR\A\( f Jl s n( l I r\\ 1\l) (,Rr)t R

admn'er r6n &d FEld S.n1..r

I I9.IJJ]

I I85

Ntnontl CEp!,in rs.rnir l)rue ed Subsra.. Abuk
Gov.mc.' Pr.hn. S.n'..i
Pol'cy. M&.g.m.r! lnrl SuFpon S.^rc.! t. rh. Ol6c. orD. \ic. P,.e,d.ncl l.Jl0 1.5,r6

15.5r0 t6,:r:tl
R.nrna Conrol md l-. .ry S.^rc.s jn

t. [8
:19

tta.l, dhrcs lnr.Snrv .Ndn.n.l .oh.non rnd c.n..nniondl ,.f.,ms t. t.l0 l.l5?
Poh._v. PlmrnB Md M.n!B.m.n! (^{c.s ),1t_1

L.3.1 Edu.ruon P,oB,.m6. It9 15.1

Lr8.1S.nr.! ro Gor.tnm.n' r.d Publr
Lt89

L70l I 79.

^ntr-Comrhon 
ProSrr'M. : ot{ 2 t t'l

PoFur.0on R.8r$rnon S.^,c.. 7.1.11

:.110 1.100 l.:61
Polc_v fo,huhhon .nd aoo,drh.b.n fo, ImnBr.ro &d Popul.ro. 5.^r.cs t 1,1

PubIc ?ios.cutons Scruc.i l.l18 t.l7?
Imrlcb.nr.non otrh. Cohr'rur'on 571

R.srtt,rnon ,.!ul.!on od fundrnr olEohhol !ut.s 115

l{utu RrBhB Pro8,ffi. :6i
Msr36.nr otEl.cror.l P,ocs 

'h 
X.nya I l,6l.r d_8 rl 5.00r

Prof.sion.l,m sd A.cduntlb,1,N,r Pol,.. S.^,..t 100 150
D'sp.nnhoD.fiut.c. 9,11) 10.015 I0.418
Promouo. of C-ndd sd.qu.l!ry lti l:5 l:t

PUALIC ADNIINISl'IIATIOIJ AND INl t:NNA'I t{ )NAT, Rt]LATIONS
MurE.m.hr ofSrorc ,l tlitrr
lluma Rrsourc. I,linra.!r.nr and D.v.loemc.r
Coord,naooD 6d rmDl.m.nr.oon oax.ny.! for.'rn Dolrct
Rurd Plad,nx &d Colmunlly D.v.loph.nr t2
Coo,d'Bro. of PoIcv Fomul.no. &d lmFl.m..r.r,on of v$o. 20]0 1,510
Dru coll.cton md n.tonrl r.tnr'c.l rnfom.hon s.Nrccs
Gcndrl Addnrrtrlon dd Suppon Scr- rc.3 to, PlMnrnr
Mon orB rnd Evrllrion S.^1c., 221
Admnr5E!!on. Pl.nnrhr .nd SuDron S?frrc.s
Publrc Finuo.l M.n.r.m.ni ?r 0[ :t
E.onom. ud 6nD.r!l ro|c! aormul.rion dnd n[n.!cm.nr
f!tr Tr.d. p,.cnc.r ud c,..ton of.n .nabrlhA bur,n!ss .nv,onm.ni t,76)

Ptrbl'c S..ror Adv'sotu S.ru'..!
Admn*dlho..fHulru R.r6ur..r 

'n 
Publ'. S.'lr.

1320
l.rtrl.non Dd O!.,r,*hr
Coo!dhlion ad Sup.D'sor] S.tu'c.!
ConEol ud mu.s.m.nr of
Pohc_v or R.v.nu. Allc.n.h

2.2 t,1 '7: I ?,il

a2l
Sntr.s ed r.Bu.r.!or Burrcm.nr 

'n 
rh. ,ublrc sdt,.?

071: DrDlomltc Suppon rnd Nrrhra.m.nr S.rvc.! j,3l:

NATtONAI, St:ClrRu l', _ 6.r.263
Mrnr.n.in,nr Md S.t ru{d,nx ol N6ton.l S..u,'l\

socr^L PRoTt:(.Ttot\, ct,l,l t,RE & Et:( Rlr^'l roN
Pol'cy sd G.ncr.l .dmtrtrt.rv. *Rr..5
C.nd.r ud soc[l D.v.loDm.nr Ll2!

ll..,]:
Nanon!l fl.nr!..nd Culrur. 3 t63
Poh.t 5nd G?..r.t .dh,n'sdir'r. !.N,..e
Youl,l D.r.loph.hr ind Empow.rm.nr S.rrc.!
MMatr.D.rl md d.vclopm.n' ofSpon ed SDo lr(,l r.r 1.327
SD.crl D.!.loDm.nr In,n.tv.! Fo, Nonh.rn X.nv. And Orh., A.rd L6ds

ENVTRONMENTAL PROT!iC'IOIi. \\'^IER 
^ND 

HOUSING
U .t.r Poli ud tt!n,s.m.nt 1.,i0 r.28J
W.E, SupDl! S.^l..s 22,9t I

:12
Wrt.! R.!ouc.s MM.r.h.nl ed 5kn.!.
InrEAton ud DrrblE. lntu$ucb,.
Adnnrni.ton d.l Supon S.N'..!
E YtroM.nr.l Policy D.t.k,pm.nr .nd Coo,d'n.r'on
Envronn.nr Muns.nr.nt rnd Prdkcton
Mrn.r.l R.sour..! M,n!s.m.nr
M.r.orolot'crl S.rwrc.! ad ahmar. Ch$r. t.rt0

,,299
I

lol I H.ue! D.v.loFm.ri Md Bmo S.nl.h.nr
R.*,ch & O.vrlopmcnrl0tl

I lr.rt I
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ANNEX 8: SECTOR PITOGRANIMES OTTTPTTTS
PROGRAMME , PROGRAMME OB.'ECTIVE

AGRICULTURE AND RURAL DEVELOPMENT SECTOR
Policy, Srrarcgy ancl ' To .rirt. un 

"nibling 
enuironmcnr

PROGRAMME OUTPUT

Development of policies, legal notices
and revision of bills

Soil Maps developed

Training of farmers on environment
conservation

Construct Water pans

I Groups Supported on Community
Driven Food Security Lnprovetnent
lnitiatives under NMK
New crop variglies 1e!eased
Agro Processing Technologies
developed ?rl{ promoted

Bulk procurement of Fcrtilizcr
Market prices Published in daily
newspapers

Enhanced corporate governance

No ofsocietics doing value addition

Management of
Agriculture
Crop Devclopment and
Managerrqlt

Agribusiness and
Information
Managernent

Cooperalive
Dcvelopment &
Management

Cooperative Marketing

Fisheries Developrnent

through appropriate policy, legal and

regu latory frarneworks
"l'o increase productivity and management
by promoting competiliv€ agriculture
llrrough irnproved cxtcns ion advisory
services, appropriate technology, and

management of pests & diseases

To promote sustained growth in
agriculture based on market and product
development and information

To improve governance and management
of cooperative society.

To enhance capacity building for value
addition and market access in

cooperatives

Managemcnt and

AND PERFROMANCE INDICATORS
MEDIUM TER.NI PERFORMANCE
INDICATORS AND TARGETS

No. oflegal notices and policies developed

No. of Soil maps developed

No. of farmers trained

No. ofwater pans constructed

Project Reports on no. of communitics
supported

Types of varieties released

No. of technologies released

M_etric tonnes of fertilizcr procurcd

information on agricultural cornrnodity
priccs

Reduction in pending cases lry 30%

5 valuc clrains devcloped

To maximize the contribution of fisheries I Increased maricullure production | . Per capita consumption ofrnari cultured
to the achievement ol national I j fislr and fish producls
development goals especially poverty ] 1n61gn5s6 acreage of tand under ] . I lectare oi land undcr aquacu lrrr rc
rcduction, food security and creatioh of I aquaculture production I production
ernployment and wealth Increased fish production lrom i . Metric rons ofannual aquacultrrrc

i aquaculture , production increased by 2012113

Incrcasjd fingerlilgr;!ry!y to falmeis l . 19,ot fing9{nglgrlpplrcd to tarrners

{ nurr"ri rruin"a i, nitGrrine i i No. of nrn faimcrs rrained

ro maximize rhe conrriburion or fisheries l lliliili"".; ;if 111"1i9i 11i1"g"3,"11 -. .nro,,,,u lq,sr, .
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Dev€lopment of
: Capture Fisheries

Land Policy and
Planning

Livestock Resources
i Management and

to the achievemcnt of national
development goals

To create a conducivc environrnent for
land administration and rnanagernent

To create a favourable policy and legal
framework for ths sustainable

standards
Conservation and restoration of
fisheries stock and critical habitats

Ecosystern based fi sheries

Fish safely and quality assured

Rcduced post harvest loses

Cornprehensive National Land Policy
and Kenya Constitution 2010
implemented

National Land Information System

developed

Kcnya National Spatial Data' 
Infrastructure Frarnework

Deed plans prepared

National topographical and thematic
maps updated

Students trained on surveying and

mapping

Landless farnilics scttled

Adjud icat ion sectjons finalucd
Land adjudication and boundary
disputes resolved

Issuance oftitle deed

Assets valued for starnp duty purposes

iyestock vaccinated against notifi able

Numbcr of fisherics critical lrabitats
gazette

Number of species specific rnanagenrent
plans implementcd

2000 samples of fish collected and

submitted to lhe laboratory lor analysis

Six nalional inspections and twenty seven

spot check inspcctions conducted

3 Iaboratories rnade operational

l2 fish auction centcrs cstablishcd

6 solar driers established

480 flsh handlers and farmers trained

60% ofNational l-and Policy and Kenya
Constitution 2010 recornrnendations
irnplernented

No. of Iand legislations enacted

60% ofNational l,and Infonnation Systern

dcvclopcd
80% ofLand records safeguardcd and

d igitiT-ed

60% of Kenya National Spatial Data
franrework Developed

30,000 decd plans prepared

i0 Natiorral topographical and thernatic
maps upda(ed

390 rcgular studcnts traincd on survcying
and rnapping

36,000 families settled

90 Adjudication sections finalized

39,000 Land adjudication and boundary
disputes resolved

510,000 title deeds registered and issucd

60,000 Starnp duty cascs valucd

No. of livestock vacciDated against
notifiable diseases

rnanagement plans

f,

I

l

ll.
l
lt.
I

I

I

I

L
I
I

I
I

I

I

I

d lseases
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Pedestrian n ccess

Procurement.
Warehousing and

Supply

Construction Standards
and Research

To ensure efflcient utilization of comrnon
user items

Number of footbridges Cornpleted

Number ofTerm Coniracts Procurcd

To ensure provision of irnproved building
materials. and methods in construction

To promote knowledge based society

Number of rescarch topics completed

No. of Business Process Outsourcing
(BPO) jobs created

No of institutions supponed with IT
applications

No. of BPO Centers developed

No of MDAs Branded

Regional developmcnt master plans

developed

Regional Data and Iniormation Centres
established

Multipurposc dams

Area planted with trees

No. of tree seedlings produccd and
pla_nted

Water pans

420 foot bridges to be cornpleted

45 Term contracts procurcd

3 areas of buildings rcsearch to bc
undertaken

I .000BPO.iobs created

24 institutions supported with l'l'
applications

l2 BPO Ccntrcs dcvclopcd
50MDAs Branded

300fi1m material d igitized
100% registered Film and Video
cstablishments

. 2,800 films classifled

. 120,870 KNA stories disseminated and 980
news feittures produced

. 5 Information officcs refurbished and
various modernized mass media
cquipment's

. Operation ofthe filrn archivc

6 Regional developtnent mastcr plans
developed

Information and

Commun ication
Services

ICT infrastructurc
developrnent

To ensure the availability ofaccessible,
elTicient, reliable and affordablc ICT i Facilities and Equipment
services in Kenya 

I

i Establishrnent of film archive
GENERAI, ECONOMIC, COMMF,RCTAL AND LABOUR AT-I'AIRS
Integrated Regional Promote balanced, equitable, and
DeveloprDcnt sustainable intcgrated basin based

development.
I

i

r
I

T
I

T

6 Regional Data and Information Centre
establishcd

5 multipurpose danrs ,
1,000 acrcs plantcd rvith trecs

6 Million trcc secdlings produccd &
planted

. 20 watcr pans

77 lP age



; Protnotion ofBest
L,abour Practices

Manporvcr Planning
and Devcloprnent

'l rade Developrnent
and lnvestrnent

Promote harnronious industrial rclations
and safetv at work.

Enhance competitiveness of the country's
worklbrce

To facilitate private sector Ied economic

growth and a globally conpetitivc trade

and investment climatc for transformation

of Kenya into a regional service hub and

expansion of Kenya exports

Rcportcd labour disputes rcsolvcd

Policy on Child l-abour developed and
implcmcnted
Work placesinspcctcd

Arbitratcd reponcJ trade disputes

Work injury benefits claims settled

MSES exposed to local and
international trade exhibitions

Induitrial Training Centres rcfurbished
and upgrade-{
Individuals traincd in relcyant
industrial skills

Productivity Technical Service
Providcrs trained

Produclivity improvernent conducted

Job scckers placed through the Public
Employment Slsterl
Mastcr plans and Dcsigns of Special

Econornic Zones (SEZ)

Iixpons to COMITSA Region

Exports to IIU nrarkets

Exports under AGOA frarncwork

Exports earnings to EAC narkets

Outreach programnre to exportcrs

Dcsigned and developed ncw
products for exports

Cascs Invcstigalcd and proscculcd

Jobs crea(cd in EPZS

I 3,000 workplaccs inspccted

1350 tradc disputes arbitratcd

737oage of work iniury benefits clairns
settlcd

1,800 MSEs exposed to local and
international trade exhibitions

5 cxisting Industrial Training Centres
refurbished and upgraded

6,500 individuals traincd in rclevant
industrial skills

250 productivity Tcchnical Service
Providers trained

80 finns/ entcrprises in which productivity
inrproverncnt is conducted

I 0,000 job scckers placed in ernployrnent

Mastcr plans and designs developed for
Special Econonric Zoncs of Mornbasa,
Larrlu & K isumu

Value of cxports to COMESA increascd to
Kshs 164.5 billion
Valuc ofexport earnings to Etl Markcts
increased to KSh I 19.5 billion
Value ofcxport earnings increascd KSh
27.1 trillion
Value ofexport earnings to [',AC rnarkcts
increased ro KSh 122.6 billion
90 Outreach visits lo exportcrs conducted

30 exporters assisted to design and develop
new product for export.

600 cases oftrade rnalpractices
investigated and prosecuted

73,000 jobs crcated in EPZs

TSlPage

An averagc of 3 montlrs/time taken to
resolve reported industrial dispulcs

Policy on Child Labour

i
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Prornotion of Industrial
Rescarch and
Developrnent

Productivity
Irnprovement,
Measurernent and

Prornotion

To prDmote crcation and dcvelof,nrent of
manufacturing Micro, Small and Mediunr
Entcrprises through Technology

devclopment and Transfer.

To develop and irnplernent targeted and

research based productiviry intcrvenlions

lmprovc the hcalth slatus of thc
individual, fanrily and cornmunity by

. ensuring affordable health carc services

Regional Laboratories and Offices
Credit disbursed to MSMEs

MSMIs linkcd with large enterprises

Increased in production of
cngineering materials & alloy steels

lncreased in production of agricultural
& irrigation equiprnent
Increase SMFIs incubatcd

Technologies protected

Increased technology transferred
'fechnologies cornmercial izcd

Prototypcs developed

National Productivity Policy & Bill
approved

Productivity and Competitiveness
Comrnission Decree

Productivity Technical Scrvice
Providers trained

Kenya National I Iealth policy
frarnework

equippcd

KSh. l.l llillion Anrountofcrcdit
disburscd to MSMIi's
100 MSMIs linked with large entcrprises

KSh. l5 million worth non-ferrous &
ferrous cngineering rrratcrials produced

100 5-Horse Power Pumps produccd

e No. ofIncreasc SMl,s incubalcd
. 50'fechnologiesprotecled
. l0 lcchnologics transferred
o 5 Technologies cornrnercialized
. 10 Prototypcs devcloped

Approved National Productivity Policy &
Bi
Productivity Ccntrc of Kenya transforured
into a Productivity and Compctitivc
Comrnission

No. of productivity Tcchnical Scrvice
Providcrs trained

H EA 1,TH

Prevcntivc and

Pronrotive health care
services

To increase access to quality and effective New Health Policy

r promotive and prsventive health care i Increased acccss to quality health carc
scrvices in the counlry scrvices

. Health Policy devclopcd and finalizcd

. Imnrunization covcrage for I ycar olds
incrcascd to 807o

. Antc Natal Care coverage (4 Visits)
increascd to 507o

. Awarencss on prevcnlable discascs
increascd by 207o

. Pregnant women rcceiving LI-l'fN's
increased

. TB cases reduced by 20%
r Eligitrle IllV clients on ARV's increascd

by 20%
. Health []olicy dcvclopcd and finalize

o Delivcrics hy skillcd hcalth personnel

( urativc Health

No. ofwonrcn dclivercd by skilled

B0 lPage



To conduct and disscrrinate health
rcscarch findings for reduction of
infcctious and non-infectious discases and

olher causes of ill hcalth.

' To provide effective and efficient
linkages between the programs ofthe
scctor

To enhance access, quality, equity and

relevance of Education at all levels

ealth pcrsonnel

No. of eligible patients on ARVs

tUorbidity due to malaria rcduced

Siientifi c Publications

Opcrational structures for Irdllcation lo
achieve efficienl and effective service
dclivery

Increased intcgration ol ICT in
education

Schools provided with funds to catii
for learning materials. operational
costs and other school improvement
activities

Special schools, special units & regular
schools with special nceds children
provided with specialized teaching
learning matcrials and assistive
devices.

Establishment of model inclusive
schools in every county

increas€d to 47ol.

Eligible patients on ARVs increased to
20%.-
Percentagc of morbidity duc to Malaria
reduced to lJTo

No. of products patented/ cornmcrcialized
No. of innovations, publications and
partnerships

Strengthened cducational rnanagcnrcnt
agcncies

47 countv education officcs fully cquipped
and providcd with transport

National ICT lnnovalion and Intcgration
Centre established

GER stabilized to I 00% and NER 97%
respectively by 2015

Pupil Text book ratio of l:l in primary
schools by 20t5
Improved cornplction and transitional rates
for SNE lcarncrs at all levcls.

h

Research and

Devclopment

EDUCATION
General
Administration and
P lann ing

Basic Education

I

i

Increased percentage of special needs

children displaying knowledge and skills
stipulated in thc curriculum

. 21,000 regular Primary schools
modified/improved to receive children with

!Pe919L!eeds. At least rnodcl disability friendly schools in

- every county.
o Increased enrolmcnt lor the Non FonnalRegistration of Non Formal Schools

Bl lPage
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Legal Education and

Policy programme

Managcment oF
Electoral Process in
Kenya

Registration,
Rcgulation and
Funding ol Political
Parties

I-egal Serviccs to
Covernment and
I'ub lic

To provide quality legal education in
Kenya

To dcliver free, fair and credible elections

To promote competitive and issuc hased
political parties

To provide legal services to Government
and public

PT]BI-IC ADMINISTIIATION AND INTERNATIONAL IiELATIoNS SECTOR

BTlPage

National Civic Education Curriculum

Legal education legislation
implemented

[,cgal rcsearch projccts

Continuing professionul d"u"lop,neni
programmes for lawyers

Status report on electoral process
status

Delimitation, surveying and mapping
of electoral and administrative
boundaries

RcBistration certifi cates issued

I:unding of political parties

Fcwer ex-parte Judgments

Exccution of Goyernment contracts/
n rbitration conduc_t!d/attended
Enhanced Alternate Dispute
Resolution (ADR) mechanisrn

Reduced backlog oiiomp larnts againsr
Advocates

Bills, iubsidiary legislation, Gazette
notices,

Registration certiflcates issued on
companies/business /adoptions,
marriages

National Civic Education Curriculunr 
;

developed and implementcd in Primary and

.. Secondary Schools
. Council ofLegal t)ducation (CLE) Bill

drafted.

i -. Kenya School of Law (KSL) Bill drafied
... \o. of legal research projccts conductcd
r No. of lawyers bcnefiting from continuing

professional devclopment progranrne for
lawyers

. Voters sensitizcd on clectoral process and
Incrcased voters awareness by 307o

. Free, fair and peaceful elections

. Number ofeligiblc voters registcrcd
o Elcctronic collation, transmission and

tallying of electoral data developed
. Numbcr ofelectoral and adntinistrarive

boundaries delinritated, survcvcd and
mapped

. No. ofpolitical parties registercd

. No. ofPolitical Parties funded and arnounr
received.

No. ofcases hand led/concludcd
No. of arbitrations conductcd/attcnded

. No. of complaints scttled via ADR

:
o No. ofcharges drafted and referred to the

Discipl inary Comtnittee
. No. of bills drafted and Gazettc notices and

subsidiary legislations
. No. of certificates issued



Management of State
A flairs.

Cabinet Serviccs

Public Sector
Managernent Scrvices

Coordination and

Supcrvisory Scrvices

Public F'inancial
Manage rrent Supporl
Services

Public Financial
Managernent

To provide tinrely and quality serviccs to
the Presidency through efficient
utilization ofresources to enable the

President fu lfill His constitutional
mandate.

To provide overall strategic leadership
and policy direction for optirnal public
service delivcry. hannonrous operations
ofthe Governnrcnt and social integration
for national dcvelopnrent

To provide continuous evidcnce bascd
policl, advicc for promoting cfficicnt
public servicc dclivery, expansion ofthc
economy and its cornpetitivcness.

To ensure that the governmcnt has best
possible capacity for policy development,
coordination and service delivery within
and betwecn ministries and across sectors

To ensure rnaintcnance of a working
environment conducive to operational
elficicncy whilc coordinating planning.
financial and hurnan capital nranagenrent.

To ensure forrnulation and

irnplementation of policies relating to the
mobilization, allocation and rnanagement
of public financial rcsources.

Improved service dclivery

Improved understanding of
Governnlent policy and

irnplerncntation

Improved performancc and

managernent of public scrviccs

Improved Kenya -South Sudan

Stratcgic relations and cooperation

GOK Policies and programmcs
irnplernented

Tcchnical departrrcnts supported

Revcnue collected

MTEF budget published

i County and sub-county district
i treasuries and intcrnal audit olfices
ioperationalizcd

Tirncly processing and paymcnt of
pcnsions claims

Non-contributory pensions schemes
convertcd to contributory schenres

Nurnbcr of state facililics and equipmcnts
procurcd, rcfurbished and maintaincd.

Number of cornp lirnents/cornp la ints aboul
the serviccs from the public.
Timely cornrnunication
Government Policies

Public awarcness on policy and
irnplemcI,ltation

Evidence based Social Ficonornic policies

Return on Public Investment sustainabiliw
of Statc Corporations

Co-operation on strategic proiects/
prograrnrnes with Government of Southern
Sudan.

Supervisc inrplernentation of Cabinet
Decisions

Efficient use of public rcsources

National and Cornrnunications Policy and
Strategy

Percentage inr p lernc ntation of work plans

Revenuc collected as a percentagc of (;DP

Budget Policy Statement

Printed Estirnates
Tax policies lornrulalcd

Nunrbcr oi offices

Nurntrcr of froccsscd clairns and lintc
takcn lo proccss

Public Scrvice Superannuation Schcnrc Bill

BSlPage
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Conlrol and
Management of Public
Finances

Audit Scrvices

To ensure an efficient and eflective public
service to facilitate the implementation of
the Kenya vision 2030

j To ensure public funds are withdrawn in
I accordance with the provisions ofthe
, Constitution and utilized prudcntly

creating value for citizens.

To provide the assurance that there ts

accountability and transparency in the use

and management of public resources

Automation of Registries

Rewards and Sanctions Scheme
irnplemented

lncrease in number of institutions and
individuals cornplying with the Public
C)fficers F-thics Act

Timcly release of exarnination results
wilhin months of sitting
Min istries and local authorities
sensitizcd, audited and inspected to
ensurc compliancc to sct standards in
excrcise of_delcgated authorities
Timely approval of withdrawals from
Public Funds

euagei tmptemcniation reports

Management Information System,
website for the office, e-mail systcm
Computerized processes

Policy and operations manual in place

Central Govcrnment Audit Reports

Number of Ministries/Departrnents/
Agencies on Registry Managcnlent
Infonnat ion _Sy-stern.(RM I S )

Number ofGood performcrs rewardcd ancl

pg91 pe1f9rnr.ey9 sanctioned.

Capacity utilization in the CTIs increased
from 85% to 90%
No. of Public lnstitutions Sensitized on
Public Officers Ethics Act 2003 and the
new regulations guidclines as pcr Iegal
nolice no 76 of 2009.

Number oIdays lakcn to relcase the results

Number of ministrics and local autlroritics
sensitizcd, audited and inspected

Level of Approvcd rcquisitions frorrr
national and county governmcnts.

Quancrly, Annual and Ad hoc reports
submittcd to Parliarnent and Senatc

No. ofcornputerizcd systems in placc and
in use

The policy, enactcd laws and publishcd
manual of procedures

No. ofCentral Government Audit reports
produccd

No. ofLocal Goverrlment Audit reports
produccd

Public Servants Training rcvolving
fund

. Number of public scrvants bcnefining from

Train ing and Crprcity Burkling
the Training Revolving Fund.

Numbcr ofcivil servants trained

' Business Process Re-engincering
i (BPR) in the Public Servicc
iimolcmented.

Incrcased capacity utilization at lhe
, Covcrnment Training lnstitutes(G] |

Numbcr of BPR proiects implemented

I

l

l--
[;

Administration of
Human Resourccs in
Public Service

I

I

I

I

Local Government Audit Reports

91 lPage
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Research and Policy
Developnrent on

Revenue A llocation

County Coord ination
Serviccs

To ensure fiscal discipline among national
and county governrnents

[,egislation and

Oversight
Legislation and Cood Covernancc

SOCIAL PROTECTION, CULTURE & RECREATION
National Ileritage and Harness. devclop, prcserve and prornote
Culture , Kenya's cultural and natural heritage and

provide appropriate reading and

infornration rnaterials to all cornrnunities
in Kenya

State Corporations Audit Rcports

County audit reports

Formula of revenue sharing between
National & County governrnents and

among county Sovernmcnts
Critcria for revenuc allocation to
disadvantaged areas and groups

Enhanccd rcvenue sourccs for national
& county govcrnrncnts.

Larvs. Motions

PAC & PIC Reports

Good Governancc cnvirontncnt
Budgcts approvcd

Heritage sites

Muscurns and exhibitions

Heritage research infrastructure

No. ofStatc Corporations Audil Reports
produccd

47 Countl Audit rcp()rts produccd

Drvision of Revenue & County Allocation
of Revcnuc Bills

Policy/criteria on revcnuc allocation to
rnarginal alcas

Rcport on prudent usc ofallocatcd revenue

& enhanccnrent oI reveIrue sourccs

Larvs enactcd

, Ovcrsight reports produccd

.I No. of policy docurnents adopted
I Enactment ofthe Financial tools

Ileroes corner at Uhuru Gardens, bandas
for campsite, landscaping and mount
exhibilions lhr Jorno Kenya llousc in

Maralal
Cornpletion of works at lhc Jararnogi
Oginga Mausoleum

Build and dcvelop a rnuseurn in Garissa,
K isunru.

Develop and rnount exhibitions in the third
gallcry in Kisumu Museurn, National
Museurns of Kenya I leadquartcrs, and
Kabarnet

[)esign collcction conscrvation ccntrc for
thc Rescarch f)ircctorate at NMK
Rchabiliralion ofthc cxisting huiL.lings at

RISSEA, Natural Scicncc building, and

dcvclop rcscarch lacilities at lnstitute of
Prinlate Rcsearch

92 lPase

I To ensure equitable sharing ofrevenue

I between National & County governments

I and arnong county governments
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Empowered People With Disabilities
(PwDs)

Framcwork to guide gender
mainstreaming interventions

Alternative financial support to
promote economic empowerment of
women

Beneficiary households covercd under
the C]:OVC

Infrastructure for child protection and

care

Increase the numbcr of PWDs trained in

sign language from 30 to 60
l2 vocational rehabilitation ccntres
assorted infrastructure refurbished.

Increase cash transfer to Persons wilh
Scvcre Disabilities under social prolection
programme beneficiaries from 14,700 to
2 t ,000.
Incrcase numbcr of instilutions recciving
funds to scrvc persons with disabililics
frorn 500 to 700
Incrcasc number of assistivc devices
provided to PwDs from I 2,000 to 14,000

Increase number of scholarship given to
needy PWDs from 100 to 450

Dcvclopmcnt of thc gender audit tool
Dcvelop A ffirrnativc Action l'olicy
Establish a national Gendcr Rcsearch and

Docurnentation Centre
50 Gender and Finance officers trained in

Gender Resp-orsive Budgeting (GRtl)
130,000 wornen accessirrg thc Wornen
Enterprise Fund (WEF) and 23,500 trained
in entreprencurship
Increase repaymcnt of WEF undcr CWES
loans from '72o/o ro 1sY'o

Maintain rcpayrnent of wF-F through
MFIs at 100%

Children's Services Safeguard the rights and welfare of all
children in Kenya in order Io promotc
child devclopment.

Increased number of beneficiary houscholds
covered under the CT-OVC lrorn 84.000 to
104,000
. System to track children in nced ofcare

and protection devcloped
. 220 local and international adoptions

finalized

95 lPage
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ASAL communities providcd with
certified seeds and animals

Education facilities expanded in the
ASAI, region and tlealth facilities
developed

Reduce Illegai durnp;ii.r in N;i;obi-

Dcvelop awareness on climate change
Adaptation progranrmes and Crcatc
Clean mechanism projects at
communiry Icvel and at counties
respecl ively

Enforccment of environmental law

l'lstablish Land use / cover databasc

l-lstabl ish Wildl ife/l ivestock database

trstablish Vcgctation datahase

Rehabil itate of wastcwater treatment
facilities

Area of catchmcnt rchabilitated

. l0 communitics provided rvith ccrtificd
I seeds and animals

r 3 schools & classrooms constructed, 2

I science laboratories constructed &
L-- ,.cy!pps4,

ENVIRONMENT PIiOTIiCTION. WATER AND HOUSING
Environment
Management and
Protection

To protect, conserve and sustainably
; manage the environment

-__T---_

r-'-

Illegal dumpsites in Nairobi reduced by
| 5o/o

Monitor Implcmentation of wastc
management systcrrrs in Nairobi and 5
major munic ipalitics

5 clirnate change Adaptation programmcs
at cornmunity levcl fundcd
5 clean devclopment mechanisrns projccts
approved and regis(cred

I 00 prosecutions (Successful prosecution
of environmental cases).

1000 licenses issucd on gazetted
regulations
lncreased levcl of compliance
Finalized chcrnical -managerncnt
regulations
Wildlifc corridors sccurcd tlrrouglr
development control
I databases establishcd Wilh their
corresponding rnaps and repons

One repon on Hurnan/wildlifc confiict
map, satellite imagcry

Ecological map

Wastewater treatrnent facil ities
Rehabilitated at Kisumu and Bornet
Sanitation toilets constructed in public
places.an_d-schoo ls

600Ha catchment rclrahilitated

t

Tree plantilg along fqqgbi 1ryer 5 Million trce seedlin gs planted

.lOkm Cleancd in Nairobi and SosianiClcan rivers
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Managcment

Environment Policy
Development and

Coord ination

Water Policy and

Management

lrrigation
Infrastructure and Land
Rcclamation

resources databases and formulation
implementation and review ofthe existing
rn in ing policies and legislation

To provide policy and legal guidance for
efficient and effective management for
the environment and mineral resources

sub-sector

To ensure the water sector is wcll
rnanaged and coordinatcd

To increase utilization ofland through
irrigation, drainage and land reclamation

Mineral prospects irly_esJlgated

Geological sitcs documcnted

Geo-hazard areas mapped

Number of explorations and tnining
concessions inspected

Number ofquarries and explosives

magazines inspections

Environmental education and

awarencss

Water Management Policies

Area developed for irrigation
night storage pans construcled

water conservation and rain water
harvesting structures constructed in

ASALs and area of land reclaitned

__.,.-2 g. gg_lg-gi"Sl sitel docuntented

4 g9glha3ar d sites mapped

. 150 inspections ofexploration and rnining
concessions/operations

r 60 inspections of quarries

: ,!ig, i!specllol! ofexplosives tnagazines

o 8 Exhibitions in National and Regional
agriculture shows, 1 environmental expo, 8

Mazingira runs

Water policics formulatod

4 minerals asscsscd

lmproved invcslor confi dence.

Protected citizenry.
Recovcry/collection of illegal fitc arms

and ammunitions.
Restoration of Iaw and order

3,000krn2

l- j

. 5000 Ha dcvcloped

. 50 _ni8ht storage pans constructed

. 3500 ofwater conservation and rain water

harvesting struotures constructed and

7000Ha of land reclaitned

NATIONAL SECURITY
Maintaining and ' To prevent, a"tii ana a"f"na tt" Nition
Safeguarding Nationat against internal and external threats

Security
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. Secure national boundaries

. Actionablelntelllgence.

. Improve security and

accessibility of remote, hostile

and harsh areas bY construction
of road.



PRIORIry KEY ISSUES/STRATEGIC INTERVENTIONS REMARKS

I. SOCIAL PROTECIION,CU TTURE AND RECREATION SECTOR

1 Construction, refurbishment, staffing and equipping of

Youth Empowerment Centres and Youth Polytechnics

2 Up scaling cash transfer to the vulnerable groups

(children, aged and PWDS)

3

4 Establish dams and lrrigation Schemes ln ASAL

Counties

Provided within the N4inistry's and

National irrigation Board

5 Development Of Cultural Centres Funds provided for lsiolo and South

Coast Resort Cities

lnfrastructure Support For Rehabilitation I nstitutions Considered within the N4inistry's

budget

Construction/Refurbishment of Stadia and

establishment of Talent Academies

Partially funded wjthin the budget

Funding for Kenya National Library

Headquarters provided

6

7

B

This will be established within the

Context of Civil Contingency ACT

2011
'10 Create A Drought Contingency Fund

II. PUBLIC ADMINISTRATION AND INTERNATIONAL RELATIONS SECTOR

1 Construction of Centralized County Office

Environment preferably 1 Stop Block tor all public

services

To be considered within the overall

requirements of County

infrastructure

3 Strengthen the capacity of Counties to plan and

budget

Funding for planning and monitoring

done. Staff to be seconded in the

interim

4
Resource allocation for staff trainlng and provision of

career development

ANNEX 9:SUMMARY OF ISSUES IDENTIFIED DURING BUOGET CoNSULTATIoNS

Cash transfer to urban poor, older

persons, older persons with severe

disabilities, orphans and vulnerable

children and Albinos provided

Funding for extending the fibre optic

to the Counties has been provided

100 lP a g e

I

9

Set up fully equipped disaster response and

educational centres

Establishment and modernisation ot existing ljbraries

in Counties

Establishment of Disaster Contingency Fund

2 Enhance ICT capacity and infrastructure



Construction and operationalization of County

lnformation and Documentation Centers(Districts)
To be considered once the salaries

and remuneration commission

advises

Salary harmonization, and enhanced hardship

allowance for civil servants

7

rassroots and reduce unemploymentpoverty at the g

I

Funding for recruitment of additional

health workers has been Provided

(915 doctors and 3000 nurses)

lnadequate Human Resources ln Health Sector

(nurses, doctors etc)

III. HEALTH SECTOR

Funding for CT scans, cancer

screening machines Provided, and

rehabilitation of hosPitals and

dispensaries

Health lnfrastructure DeveloPmentconstruction and

equipping hospitals country wide with amenity wards

and equipment e.g. MRI Machines, CT Scans and

other diagnostic equiPment

2

Funding partiallY ProvidedOf Essential Medicines And Medical SuppliesSupply3

Funding partially done

communicable diseases

4

ENVIRONMENT WATER AND PROTECTION

Funds provided for conservation of

the 5 water towers, afforestation, and

reforestation, and Promotion of

carbon credit, and NEMA

Environmental Degradation and Protection of

Wetlands

Funding for rural and urban water

supplies, water service boards
lnadequate access to clean and safe water-

Rehabilitate, exPand and develop rural and urban

water supplies

2

Pollutio n3

sharing

4

Funding for slum upgrading and low

cost technology Provided
lnadequate decent housing - Development of low cost

material; Slum upgrading and preventionhou sing

Availability and dissemination of weather/climate

information for early warning systems and disaster

preparedness

6

6

Funding provided within the Pove(y

Eradication Commission
Pilot demonstrative small community to alleviate

1

High Disease Burden - Health education and

promotion; dlsease screening and control:

management and research on non-communicable and

1

control and Waste Management

Management and Protection of water resources and

5.
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Exploitation and exploration of minerals and

associated impacts

7 lnadequate irrigation infrastructure Funds provided under NlB, Regional

Development Authorities
8 Poor sanitation and sewerage system

I

V, ENERGY, PHYSICAL INFRASTRUCTURE AND ICT

1 Development and expansion of roads network and

bridges

Funds provided in the Ministries of

Roads, Public Works and Local

Government
2 Expanslon of rural electrification programme Funds provided for rural

electrification

3 Exploitation of alternative sources of energy such as

solar, wind and biogas, and Geothermal exploration

Funds provided for Geo thermal

development, wind and solar
4 Development and expansion of ICT infrastructure Funds for laying fibre optic to

counties provided

5 Rehabilitation and expansion of airstrips and rail

SETVICES

6 Waste management - Construct and expand

sewerage systems in the counties

Building plans and supervision7

8 Funds provided for retail markets

and completion of the ESP Markets

9 Construction of 2 foot bridges in each county, seawalls

and jetties

'10 Skeet and security lighting - lnstallation and upgrading

of street lighting in the 35 counties
VI. EDUCATION SECTOR

lnadequate teaching staff - Employ/recruit more

teachers at ECDE, Primary, Secondary levels

lnadequate learning infrastructure (classrooms,

library)

Funds provided for school upgrading

3 lnadequate teaching & learning materials & equipment

- lncrease FPE and FDSE grant per student

Grants for FPE and FDSE is

provided

4 Low research - Provide funding for research Funding for research is provided
5 Low usage of ICT - Provision of ICT infrastructure to Funds for computer for schools

Funds provided for recruitment of

10,000 teachers, and ECD
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Funds provided for Aerodromes and

commuter rail service

I

1

2

Construction of markets and bus parks - Construct

Livestock markets, Stalls and open Ajr Markets,

construct modern markets, retail and wholesale hubs



6

providedall levels

lnadequate/lack of Special education schools -

Construct and equip special schools in every

constituencY

Poor health & nutrition among learners - Enhance

school feeding Programme

7

uate funding for co- curriculum activitieslnad eq8

Funds for low cost boarding and

mobile schools in ASAL areas is

provided

Poor cultural practices - Construct rescue centers,

low-cost boarding school & mobile schools'
9

Funding of 9 new universities

partially done
LacUlnadequate TTCrTI/and universitiesestablish

colleges

10

GENERAL ECONOMIC,CUI.TURE ANS LAv .
BOUR ATFAIRS SECTOR

lnvestment Research and feasibility studies

are County Master Development Master plansPrep2

Funding for Jua Kali sheds and

Constituency lndustrial Development

Centres, Joint loans board and SME

provided

Lack of adequate skilled labour - Upgrade and equip

industrialtraining centers with modern and aPpropriate

technology, Establish employment centers to provide

labour market information

Inadequate physical infrastructure(Jua kali sheds)

andmodern tools and poor access to credit by MSEs -

Establish MSEs centers of excellence to transfer

technology to the MSEs(Jua Kali) Tailor made credit

schemes(MSEs associations)

4

Lack of Market access, infrastructure and business

information - Construct stalls and modern retail

markets in designated areas

5

Lack of lndustrial parks - setup lndustrial parks in all

Counties

6

lnadequate information on EAC market - Establish

Regional Business Solution/lnformation

7

GOVERNANCE,JUSTICE LAW AND ORDER 5Ev l CTOR

Funding for recruitment, and

operations has been Provided

lnsecurity and crime - Strengthen policing capacity

and law enforcement institutions

lgnorance & lack of information- Civic education -

Civic ed ucation-K-N ICE programme implementation

2
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Funds for school feeding programme

have been provided

1

3

1



3 Delayed/Access justice - Strengthen implementation

of court services programme

4 Registration Services - Devolve registration services

to counties

5 Corruption in the public Service/Slow response Funds to fight corruption provided

under various institutions
Cohesion Challenges/conflict resolution Funds for civic education provided

7 lnadequate/lneffective Rehabilitation measures for

prisoners

Election/Boundary/politjcal issues -Delineation of

constituency and administrative boundaries

9 Human rights - decentralize human rights services to

counties, civic education

Funds provided f

10

11 Drug and substance abuse and HIV Aids Funds provided for eenforcement of

drug trafficking laws, behaviour

change communication on matters of

HIV/AIDs
12 Decentralization of the offices e-g IEBC, EACC, Dpp

& State Law Office, Female prisons, Registration

IJ Lack of disaster preparedness e.g during fires

outbreaks and floods

14 Retrogressive cultural practices e-g Catfle rusfling,

FGM, witchcraft - undertake civic education
IX. AGRICULTURE AND RURAL DEVELOPMENT

Lack of affordable quality farm inputs and poor

access to credit faciiities ancj establishing Ish
fingerling hatcheries

2 lnadequate Extensjon Services - Strengthening

delivery of extension services and research liaison

Funding for extension services

enha nced
3 Lack of markets - lmprove market infrastructure, and

lncrease access to international markets

Funds for setting up the seed and

fenrtrzer funds, ftngeflings hatchenes

provided
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Funds for recruitment of magjstrates,

judges, and computerization

provided

6

8

Field administration services - strengthen coordination

and monitoring of national government business at the

grassroots

1



4 Low Productivity for crops and animals Funds provided for extension

services, field surveillance for pests

and diseases. and control

5 Poor governance of cooperative societies -

Strengthening governance and management of

cooperatives societies

Funds to enhance audit and capacity

build ing ol SACCOs provided

6 Poor Land management - Promote sustainable land

and natural resource management

1 Forest encroachment and poor conservation of water

catchment areas and water harvesting

Funds for water pans and water

harvesting provided

8 lnadequate poslharvest handling and slorage -

Enhance capacity for post-harvest storage and

preservation

Funding for grain driers and storage,

mini-processers provided

9 i/inimal investment in value addition - Promote agro

processing and strengthen existing institutions

10 Human wildlife conflict - Fence the park with electric

fence to avoid conflict with humans

Funding for fencing of major parks

provided
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R.cruirmc.r of Policc Offic.rs
R.wicw ot Policc Salei.s

I hr & lnfrasirucrur. D.w.lo
(_onsrrucrion oa Prisons Siaff I lous.s ( I4.OOO units) i 1,500
Sur. l-.w officc - rarions & M6inr.natce 52(l

IIEBC - Elc.rion Opcratiohs
lnfrasrrucrur. D.! &

R.s'sku of Polirical Parri.s - (]ap..ity Buildin,.. InfrtsGucrurc D.v 2,77)
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a D nl I 
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allows.. hamonrz.tion ro 1,. b!.k d.rcd.s from ru 1.2 I O

12
13 6cnr officcrs for !trioui minisrri.s 15,

(-.rD.ciry buildins in Counri.s
Diplomatic Officcs in soma!it

S.ric. Allowecc
C.Ditaliz.rion of consolidar.d bsk
Coffcc d.bl writc ofI

t2()
EADB- t crc.sc ofshd.s an<i ar.ars

-7 1t lto
7 12
7 rl N'iional C.r..ls and Produc. Boatd _ coh nsarion for loss.s.hanatin from Cabin.r dir.cri,. 2,2OO

Kcn trad. - Purchas. of sofrw!r.
s<i6n 6f rh. r.tail nciwork

Loln ro KPCU -Rcstuctu.i
1 l7 STABEX- loans to coffc. SACCOs r

- sh{.holdcr loan
Lo6. io lDR - on lcndin to sm.ll .nd m.dium siz. E

12lJ
cabinci - Infr.srtucturll d€w.l nr & lcT 5la

122 Enhanc.m.ni of the budE.tar)'
C)PM.O 7t5
Controllcr of Bud

125 ScNi.. CommissioD - S.lei. 6tions ard lDfrasrtuciur. D.rcl
S6lari.s & Rcduncration Coll1hission _

N/\'TI()NAL SE(]URT'TY
S.cu.iiy Op.r.riors, Vod.rniz6rion & Rclatcd Exp.nditures

S<)CIAL PllOTECTIO^_. <]tll-TlrRlt & RECREATI ()N
EnhMc.m.nt ofcash rrMsfcr for old.t P.trons
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Yourh Affai's & Spons - Othcr O&M r.294
N!rion.l !lumMn6ria. Fu.d- r.s€nl. ofIDPt 3,5 00
R.li.f and rchabilitation
Purchas. of 5.7 million bass of maizc
OD.'6rionrliarion of disastcr mMaach.nr in Countics

92r Spcci!l Prosiffim.s - otn.. Op.rBrion. 63 t

922 N.tional Drolghr MMaS<fr.nr Aurhoriiv - OD.rations 112

ENVTR()-_MENTAL PR(,TE( _l !ON \\,a r f:R ,\ND lrotrstNc 13.240
NIB trrir.rion Ptosramm.s
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.mcnr of Wat.r suppl) in wojir W.sr
Accommodarion of Bi-Caff.ral Ilous. I.2()()

't_() r-At- J79,34I
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