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Foreword

This 2014 Budget Policy Statemetrt, the first to be prepared under the Jubilee

C"***"rrt, seis out thi Administration's priority programs to be imPlemented

i"1t" ir,i"Ji* Term Expenditure Framework (MTEF) under a devolved system

oi Gou"rnr"nt. It is framed against a backdrop of improving global economic

p.orp"ttr, una.tpinned by gradual strenglhening of the advanced economies and

;;;ii"rtJ robusi grou'th in sub-saharan Africa' These developments together

*it-t i.n"*"a inve-stor confidence following recent peaceful elections bode well

foi accelerated economic growth prospects and creation of more jobs in Kenya

Kenya's economy remains strong and resiliert, largely on account of bold

."o,iori" policies and structural reforms us well as sound economic management

iiri"t 
"",l,a 

over the last decade. Today, Kenya is considered a "frontier"

"'"Jr,"rv 
*i,r', an impressive tumaround in economic performance' Prudent

;;;;;;i" policies have helped anchor the conditions for strong and stable

"i"*itr. 
in!* are, however, chailenges that continue to hold our economy back

ir.r l"nl""irg its full potential. Through this Budget Policy' we are addressing

iirr." tfr"ff*g-"t and builaing on o,, """"tttt 
as a basis for our economic and

transformation agenda'

The Strategy for economic transformation covers five broad areas: (i) creating

"onducive 
f,usiness environment in order to encourage innovation, invesfinent,

g."*tf,-""a expansion of economic and employment opportunities; (ii) investing

irlgri"rl*r.f iransformation and food security to expand food supply, reduce

fooJ prices, suPport expansion of agro-processing -industries 
and spur export

;;;;[; ii;i ini"rttn"ni in first clasi trinsport and lo.gistics hub and scaling

i""et*"iit'in other key infrastructure, including roads, energy and water to

."arl" 
"ort 

of doing business and improve competitiveness; (iv) investing in

qr.ffay 
""a 

accessibie healthcare services and education as well as social safety

,i"t to ,"au"" burden on the households and complement and sustain our long

iln gro*tt and development; and (v) further entrenching devolution for better

servici delivery and enhanced rural economic development'

This Budget Policy Statement, therefore, sets out Priority programs for economic

transform-ution and building a shared Prosperity to be implemenled in the

MJtr; Term Expendiiure Framewori for 2014115-2016/17 ' The

imDlementation of these programs is expected to accelerate and sustain a broad-

;;;J;;;;;;i" srowth at a6out 10 perient and to transform our economy into a

frontier middle-income status within a decade'

I].{ET
K. ROTI

TARY
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2)

aPP'oval.

The'National Treasury shall submit the.Budget Policy Statsment aPProved in lerms of

subseition (l) !o Parliament, by the t5s February in each year' "

In prJparing the Budget Policy Statemenl, the National Trcasury shall sct out the broad '

*"t"gi" pr;riti." 
^nd 

policy goals that rvill guide the national govemment ard tle county

gor",i-"nt in pr"paring thcir budgets both for the following imancial year and ovcr, the

3)

medium term.

4) The NatioDal Treasury shall include in the Budget Poljcy Statement-

5) In prlparing the Budget Policy Stdiement, the National Treasury shall seck and take into 
.

accodnt fie views bi-

(a) an assessment ofthe current state ofthe economy and the financial outlook overthe 
, ,' , mcdium ter., including macroeconomic forecasts; 

-

(b) Tht financial outlook with respect to Gove'ntlent tevenue, exPenditurcs and borrowing for

fte next financial year and over the medium term;

C) ;: ;;;;; ;r;enditure limits for tne national government, incl!djng tbose of Padiiment

and the Judiciary and indicative sansfers to county govem$cnts; and

tal il; rl"il"r-#.,0,tr., pri""'0r", -o financial oblcctives over the medium tierm inclirding
t 

' iimits on total annual debt. I 
. :, I

' (a)

(b)

'(c)
(d)

(e)

,(0
(c)

Thc Commission on Revenue Allocation;

County govemments;

Controller of Budget;

ihe Parliamentary Service Commission;

Thc Judicial Service Cornmission;

The PuUtic; und

Ary other hterested persofls or groups

7)

Regulations made under the PFM Act shall presiribe circumstdnces and the manner in which

p"rs'ons o, group, may make uT itten or oral representations about the contents oftl" : ,

stalrment.

Parliament sha)I, not iarer than 14 days aftcr the BPS is submitted to Parliament' table and

discuss a repofl contalrun8 lts recolrunendations and pass a resolution to adopt it with or
,]

without ar/1en&ncnts

The Cabinet Secretary shill take into account resoluiions passed by Parliament in finalizing

the budset for fie relc\zrt financial year

fh. Nuionut Tr""rrty shaJ) publish and publiiize the Budget Policy Statement not later than

l5 days affer submission of rhe Statement to Parliament'

8)

e)

Leea I Basis for the n of the Budeet Polic Staternent

The Budget Policy Statement is published in aci:ordance with,section 25 of the Public Finance

MaDagemcnt Act, 2012. The iaw states that
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In line rvith the Ccnstituion, the ner^ Public Finarce Manage::rent (PFM) Acr, 2012.

,sets out the fiscal. responsibilirl' principles ro e:rsure.- prudent and transparent
,

maragerneni olpuLlic resoulces..The PFN4 larv (Seition l5l siares that:

1) Oi,er ihe nedium term, a minimum of 30 percent of the narional and county

. budgets shall be allocated to dev;lopment expenditure. ' ."

l) The uarional govemrnenl's exp'cnditure or] \rages and benefits for public officcrs

' shall noi exceed a percentage ofthe nationil [overnrient revenUe as prescribed

, , , ,l : , t. . ;. I '

3) Ihe county govemmentls exienditure on ivages and. benefits-fbr its pubiicl

officers shrll no, .*.""d a peicenrdge of rhe co;nry govemmenl's total revenue

as prescribed by the Counry Execurive irember for finance in regulations and.
i | :,,'
approvcd bi' the County Assemb)y.i

.:.;..,,1...,:..'i,.l . i , :.'i4) Over the medium term, the narlonal arid County govemment;s.borrbwings shall ,

be used only for the purpose of fina.ncing development expendirure ard not for
:' iecurent e:,-pendihire.r ,. ' 
. 

. . ,' .,

5) Public debt and obligations shall be mainiained at a sustainable Ievel as approved

. by Parliament for the iilational Goverrmienr and the county assemblies for tlre

County Govemments. .'

6)' Fiscal risks shall.be managed prudently-; ard

baies shall be maintainea, tiiing into acCount any tax reforms thit miy Le.made
''. in the future: '



I. ECONOMIC TRANSFOR.MATIOF{ FOR' A
SEIAR"ED PR.OSPER.ITY [N KEF{-TA

Overview

l. The 2014 Budget Foticy Staternent (20f4 BPS) is the jirst to be prepared

under the Jubilee Govemment, following a peaceful General Elections in March

iiiii, *ii"f ,tt ered in a devolved gJt'emanc" structure - the National and

C"r*y d"r.*rents under a new Constitution' As such, it sets out the priority

,.*ru*t of the Jubilee Govemment to be implemented in lhe Medium Term

'g*p'"nJi*" Frameu'ork (lr[fEF) undei a devolved system of Govemment'

2. This Budget Policy Statement is framed against a backdrop of improving

niouuf 
"*no.i""prospec;s. 

World economic output is now expected to grow at

5:;;;r;;;; ; toi+, 
"ompar"d 

with an estimate oi2'9 peroent in 2013 Advanced

""oiorni"t 
are graiually strenglhening, having successfully defused hvo of the

uin*"ri .n"n.1..r threats to giobal reiovery, the threat of a-Euro area break-up

*?". ti",p nt.rf contraction in the United States-the so called fiscal cliff'

3. In emerging markets and developing economies' grou'th is slowing down

ar" t. 
-n"* 

po"lic! challenges, lvhile in sub-saharan Africa' growth remains

;;;;";;"Ji5 p".cent, wi-th the economies of East African countries expected

,"-gr"* 
", 

* ur"rug" oi 6 percent in 2014' These developments together with

i"nZ*"a investor coifidence following recent peaceful elections bode rvell for

u"i"i"i""J 
".oromic 

growth prospects and creation oftnorejobs in Kenya'

4. On the domestic front, groMh Prospects remain strong despite instability

*itn"sred in the sub region partlcularli in 

'enfal 
African Republic and Southem

srJun- ff,i. resiliencJ is imibuted io the implementation of bold economic

iolicies and structural reforms as well as sound economic management over the

i;il"d". ;; ; result, the economy recovered steadily from levels as low as l '6

p"r"a.i i, 2008 to 4.6 percent in i012 and is expected to grow by at Ieast 5'0

Percent in 2ol3 
*ith un i'p'""i'"5. Today, Kenya is considered a "frontier" economy

ir*urorna in'economic performance' Prudent economic policies have helped

unrr]ol. tt,. conditions for strong and stable growth. Fiscal discipline has

i.pr"r"J U*f, the extemal and domestic debt positions' We have been able to

urIHo, innuti* expectations down and maintained strong supervision over the

financi"l sector foi stabiliry. The financial sector reforms and innovation have

,6fi;rit expanded financial inclusion to more than 70 percent of the

population.

6. The foundation upon which to build an economic transformation agenda

i, no* ln place. However, despite the progr:T made. thus far' contrasting

;;[;g;; r'emain. The chalienge of high cost of living driven by high food and



energy prices contiuues to be of concern to the Government. The rising imports
particularly for exploration of oil and minerals against stagnating exports, iood
insecurity, declining agricultural and manufacturing productivity, inadiquate and
high cost energy, insecurity, weak transport and logistics as well as weak
investrnent climate rvill continue to constrain the economy from achieving its full
potential. The emerging high and unsustainable public sector rvage and fiscal
related challenges surrounding devolution, if not addressed early enough, rvill
also be a drag on our development effort in the medium term.

7. The need to address these challenges and build on our successes forms the
basis of the Jubilee Govemment's Development Strategy of achieving economic
trar:sformation for a shared prosperity. This Strate$/ covers five broad pillars,
namely:

. Pillar I: Creating conducive business environment by maintaining
macroeconomic stability, deepening structural ard govemance reforms to
reduce the cost of doing business and improving security in order to
encourage innovation, ilvestmen! grorvth and expansion of economic and
employment opportunities;

. Pillar II: Investing in agricultural transformation and food. security,
including opening up at le&st one million acres of new land undir
irrigation in order to expand food supply, reduce food prices so as to bring
down the cost of living, support expansion of agro-processing industriei
and spur export growth and support other sectors such as manufacturing
and tourism;

. Pillar IfI: Investment in frst class transport and logistics, including
investment in standard gauge railway, modemization olour seaport anJ
airport to position Kenya as regional port and aviation hubs, and scaling
up investments in other key infrastructure such as road networks, energy
and water supplies to reduce cost of doing business and make our
products cheaper ard competitive in the domestic and intemational
markets, Witlr the recent discoveries ofoil, the Govemment will fast track
construction ofan oil pipeline to evacuate crude oil;

o Pillar IV: Investing in quality and accessible healthcare servioes and
quality education as well as social safety net to reduce burden on the
households and complement and sustain our long term grorvth and
developmenf and

. Pillar V: Further entrenching devolution for better service delivery and. enhanced rural economic development.

Programs for Achieving Economic Transformation for a Shared
Prosperity

8. This Budget Policy Statement, therefore articulates priority economic
policies and structural reforms as well as sectoral expenditure programs to be
implemented under the Medium. Tentr Expenditure Framework foi 2Ot+/lS _

10 2014 Budget Policy Statement



2016117 in order to achieve the Govemment's development goal of economic

*"tt"*"i", for a shared prosperity as elaborated below:

Pillar I: Creating a Conducive Business Environmetrt for Employment

9. The objective ofthe reforms under Pillar I is to create conducive business

environment by maintaining rnu"io"tonorni" stability' deepening sttuctural and

;;;;;;'.;i";s ana iriproving securitv in order to encourage innovation'

investment, growth and .*pun'ion'if 
""onomic 

and employment opportunities in

Kenya.

tc ta 11 roS Ir elo e

tG \\rt

10. Achieving macroeconomic stability is necessary^to create a conducive

environment for private ""to' 

-inuttt'"nts 
as a basis for sustained economic

;:;h:'."ij ,l;iltelv, expandeJ economic opportunities and povertv reduction'

il HirH;;r"*till",'*ilr continue to puisue prudent frscal and monetary

iJrriiJiiiiiu,. trppo,ti"t or u"t"lerated inciusive growth and developm ent'

11. The fiscal policy strategy recogn!29;. th{ available-resources ate scarce

and hence the need to focus on"ly on th-e Jubilee Govemment's priority programs

that have the highest impuct on'ttr"'stateJ objectives' but within a framevrork of

sustainable debt and a staUfe macroeconomic environment' This will be achieved

bv maintaining a strong *';;;; 
-;ff* 

and containing the growth of total

]ir"ri*.,'-iil" ,t,ltilg *"'fotitlon of expenditure q:T.,tt"*tnt to capital

:i:#;il;';; .rirl""lig 'nf,'J"ti'" 
expenditures lt will also be achieved

;yil;ilfi;;;*h in the pubtic debi to a sustainable level in order to

anrrr" tt a prirut" t"atot is not crowded out'

12. Monetary policy over the MTEF period will.aim at maintaining a low rate

bf inflation of around S p"'""nt, tn'"rrgtfi*ing the intemational reserves position

to over 4.5 months of imPort 
"ou"t 

un'a pto'i-di'g tPl"".tt sustainable incrqase

in credit to the private ,"tto'-to i'ppoti productive activities' Monetary policy

:ffiIi;ffil.l p"ri"v *ri 
"rto 

iotu' on delivering low and stable interest

rates and exchange .u.., ,n. 
',ppo'. 

or growth and employment creation

obiectives. To complement "r|oii 
t 

'u'Lin 'u",.o 
stability' coordination

#11,.", 
'trr" \.tioriui r'""t''y- and the central Bank of Kenva will be

,#iif "rJ f 

" 
oJer to better harmonize fiscal and monetary policies'

S
D to iti B ne d

13. Maintaining macroeconomic stability is in itself necessary but not

rrin.r"ri ," ""^rri.i. 
tt. o.ti'"J gro*'th and iransform our economy lmproving

l"l"lrr-*1J" ;mciency and lnci"asing totat factor producliviry rrFP) is needed

IJH"Ji;;,iig;'-a ',1'"i""a 
iictusiie so*th target of l0 percent' rherefore'

,rr"-'6"""ir"-", *iti undenake Jeep"t" 
't""tu'ui- 

1sf6rm5 with the aim of

#Gil;;'fr;;n.v'u,J "n"aiueness 
of public service delivery to facilitate

private sector grorvth.

11
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14. Governance: The Govemment will implement well-targeted govemance
and anti-corruption reforms covering: (i) corruption prevention; (iif economic
crime investigation and assets recovery; (iii) strengthening prosecutorial capacity;
ard (iv) improving govemance in priority areas, of medicai supplies, free piimary
and tuition in schools, public works, national police service, ievenul
administration, procurement, immigration and lands, A Kenya Inte$ity program
(KIP) will be developed in 2014, partly entrenching Code ofconduit and ve?ing
of public officers, starting with those in the above sub-sectors. This will alsl
provide a framework for consultation, monitoring and reporting to enhance
accountability in the public service.

15. PFM Oversight Institutiotli Efficiency, effectiveness, transparency and
accountability in the use of public resources will be enhanced by siengthening
the institutional capacity of public finance management oversighi agencr:es _ thI
National Treasury, Controller of Budget, Auditor General and public
Procurement oversight Authority. The National rreasury will be re-structured to
align it with its core mandate of economic and finincial mauagement and
equipped with requisite competencies. The capacity of tlre oversighiinstitutions
will be strengthened, by among otiers, adoption of modern wori environment
and training and capacity building in order to enhance their capabilities in audit
and financial reporting.

16. Expenditure Management: As part of economic transformation, the publio
expenditure reforms will be deepened to improve efficiency and effectiveness in
utilization and execution of budget. This rvill entail rationalizing public
expenditures to remove overlaps and waste, rolling out of leasing of assets ;n a.
State. Departnents and public agencies, developing and 

-enforcing 
cost

benchmarks flor projects and consumables, entenching lerformance benchmark
ofat least 80 percent of the development budge! and itrengthening the program
budget. Expenditure tracking and value for money audits will be und"rtak"n
regularly to ensurr :fficiency in use ofresources at both levels of Govemments.

17. The integrated financial management information system (IFMIS) will be
made fully operational as an end-to-end transaction platform. The procure_to-pay
which integrates master item lists and cost benchmarks will be rolled out in 2014.
The integrity and operational capability of the system will be assured, including
th-rough regular independent audits, integration with external systems and a stat;
of the art call centre. The Public Finance Management Regulations and a new
Procurement larv will be submitied to parliament before Aufrist,2014 in order to
entrench prudent public finance managenrent.

18. Asset Managemerr.. Efficient management of Government assets will be
given priority as part of expenditure reforms. The National Treasury rvill
undertake an asset registration exercise and estabrish an updated Asset Rigistry
for all Govemment assets. Leasing of assets wir be ro ed out in all State
Depadrnents and state corporafions to cover such assets as equipment, plants and
machinery, motor vehicles and ICT hardware, among others.;it exisiing neet oi

1aIL 20/4 Budget Policy Statement



Govemment motor vehicles wilt be fitted with fleet management system to

' ensure optimal utilization and management'

19. Ta and Revenue Reforms: The strategy for strengthening revenue efforts

,rl irpi"r" ease of doing business will prioritize .measures 
to sirnplifu tax

;;;; leverage automatio-n, expand the tax^base,.rationalize tax incentives and

;';;ti"rt, exiand tax net to capture the infomral sector and make operational

the two inier-dependent revenue agencies - the Inland Revenue Agency and

iurton , una Boider Control Agenry' Reflecting the impact of new larv' broad

i*" "ii"J 
r"a" more effective VAT administration, the VAT revenue effort will

i" irr"tt*LJty .tti"urt 4 p",""nt as a share of GDP by 2017' To further simplify

-i'."d.*frt tax legislations, a new Excise Management Bill' Extractive

industry Tax regime (lncome Tax Amendments), and a Tax Procedure Bill will

;;;tG anf submitted ro partiamenr in 2014. In the course of FY2014/15, a

,*i"*1"! ."a"rnization of the Income Tax law will, commence and completed

in the course of20l5.

ZO. Financial Sector Reforms:The objective of financial sector reforms is to

"i"ut" 
u riU.unt, accessible, efficient and a stable globally competitive financial

;;;i;; til;t";.tes high level of savings to finance KenYa's overall investment

n"LJr. nuitaing on the progress made thus far, the establishment of the Nairobi

irt".ution"f Flnancial ientre, enactrnent of a nerv Central Bank of Kenya law,

;;-;'rgt;;";l financial regulators under a Financial Service council will be

given priority in the course of 2014'

21. The continuing high bank interest spreads and lending rates which are a

constraint to credit access and business expansion will be addressed' To create a

i,n-ti"ffy literate society, an institutional framework for consumer protection as

""ii at 
" 

i,utionrl strategy for financial education will be developed and enforced'

In adJition, necessary riic,rms will be put in place to Promote regional financial

r"*J"r i"i"g*,ion with the objectivi to facilitate trade' enable cross-border

operations and movement ofcapital

22. Public Secror Refom'rs: For the public sector to play its facilitative role

more effectively, the dovernment rvili rationalize and consolidate the civil

riiri.",o eliminate overlaps and duplications of functions' reduce pressure on

*"ga 
- 
Uiff and enhance' its performance - accountability' Similarly' .state

corlorations, regulatory agencies and research and training institutions will be

i"t,i,rufir"a undie* oigunl,utions strengthened into Iean' efficient' effective and

accountable agencies to provide better service delivery'

23. Further Business Regulatory Refo rms.' The strategy to reduce cost of

doing business focuses on indicators of interest to small businesses such as

starting business, dealing with construction Perm its, registering Property,

accessing credit, Paying taxes and trading across counti es and across borders. The

Govemment rvill bu ild on the progress achieved thus far to further simPlifo and

modemize business regulatory regimes, rationalize all regllatory fees and other

charges, establish an institutional and legaI framework for management of

IJ
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regulatory charges, including those imposed by county govemments, establish a
state of the art one-stop-investrnent-shop and expand one-stop public service
centres (Huduma Centres) to reach all comers of the country. The Govemment
will digitalize its payment t'ansaction by April 20r4 to hasien service delivery,
reduce transaction cost and safeguard revenue.

nh C] ecurl for in ed h Io

24. Security is central to stability and encouraging investnents, accelerating
gro'.,th and in turn creating emplo}tnenl especially for our youth. Therefore, thI
Govemment will build on the on-going Defence and police reform momentum by
enhancing coordination, linking security policy fra:nework and scaling up
investr"nenls aimed at strcngthening securify of our borders and throughoui thi
counEy. The reform and modemization program to be implemented over the
medium term entails, among otlers tle following:

. Investment in securitSr infrastrucfure such as housing, offices, security
installations and training facilities. The Govemment will construci at
least 18,000 housing and building units for the National police
Service, partly through private-public-parkrership flamework. Thisjnitiative_will be expanded in the medium term to cover the Kenya
Defence Forces and the prisons Department;

r Further inveshnent in mobiliry and patrol of secllrity operations by
leasing at least 1,500 motor vehicles and 3 aircrafu and oiher security
equipment per year. To complement these efforts and ensure optimai
impact, a motor vehicle fleet management system and a technology_
based border surveillance and control system will be put in place;

t Investrnent in acquisition and upgrading ofcontemporary, modem and
state-of-the-art security equipment and systems to enhance the
capabilities of security forces;

. Develop standards and guidelines for installation of integrated closed-
circuit television (CCTV.1 system in all urban buildings and work with
county govemments to expand sheet lightin& rehabilitate alcohol and
drug adciicts and to strengthen parhership between communities and. security agencies for neighbourhood safety;

r Strengthen institutional and legal framework for border security,
including investing on personnel training, appropriate security. equipment and technology to monitor, control and iffectively enforcl
border security;

. Undertake a comprehensive training program on modem personnel
management and policing, recruit at least 300 professionals to help
drive critical reforms in ttre security sector; and

r Invest in a modem and functional command and control system as
well as establish and make operational a system-wide forensic
laboratory through a private finance initiative (pF[) to enhanoe orirne
investigation.
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Fillar II: Agricultural Transformatiou and Food Security

2s.kioritizinginvestmentsinagriiultureiscentraltoKenir2'5economic
t uosfotmution foi a shared prosperity' Investing iri agticultural reforms and

tru*io*utio, will spur an inilusive economic $owth with knock-on effects on

related sectors of agio-processing; storage and transport; wholesale and retail;

const uction; financial services as well as export diversification and growth' In

;;tti;, expanded agricultural output will increase food.supply, reduce food

Lf ut"a iti""t and bring down the cost of living, create employment and promote

overall iural developmint and improve the economic welfare ofKenyans'

26. The strategy focuses on identifuing local and intemational markets that

"un 
U" *ppfi.a 

"*ith K",,yr't agricultural Products.and negotiating forward

""r,*"t, 
.lriiifr Uryers on the same, then structuring product specific viable supply

"r,uins 
to meet the secured markets. The viability ofthe forward contlacts, and

.rp".rir"a production that ensures optimal use of inputs will enable smallholder

*i tiu.rto"t farmers to be provided with: (i) financial resources and the

;;;",y invesfnent needed to meet the fon'ard contracts, irrespective of their

in"on,"ri (ii) all the necessary inputs, machinery, technical know-how and

,;;;;l;iJ on standards, all biiug measures necessary to increase agricultural

o.lauctivitv and crop yield, anchored on access to market and adequate financia]

""a 

i""rrril"r ,.roui.., - the central pillars of a functional agriculture value

chain, which is necessary to transform agriculture into a business venture'

27. The stategy entails unlocking agricultural- productivity among

smallholder and livJitock farmers as well is commercial farmers by guaranteeing

,.t"it -a prices and then assisting them to achieve optimal production' This

*ill b" u"hi.n"d by investing in research and extension services' soil

,nrnug"rn"n,, high yieiding seeds]wide application of.appropriate technology and

*..frini-tion to u"hi.u" ih" highest levii of production as well as re-organizing

,ii. fu*"" into viable cluster groups to reach economies of scale' so that they

u"t"rt i".i""t such as driers, coolers and storage to eliminate post harvest

losses.

28. Simitarly, agricultural products will be directed to.their ideal 
.agro-

r"ologi.ui ,on.r-*li.r" yields ind retum on investrrents will be highest' the re-

G#;,t." and commercialization of farming zones will be undertaken and

iuil,-"tt uff""t.a provided with alternative and better famling options The

Govemment will also, in partnership with financial sector actors' structure

nnun.iutinstruments(Agri-.BusinessFund)tosupportalternativeagricultural
i;i,il;t ulnongrt .ruiiholder farmers, expand agri-business ventures and

,upfott .top-tp"Iific value addition initiatives' Given the challenges of climate

"hlig", " 
p't"gi.m to educate farmers on smart agriculture rvill be implemented

i, 
"r-ai 

t j drlve and sustain a$icultural output and create more employment'

especiallY for the Youth.

Zg, A comprehensive agrlbusiness initiative involving provision of farmers'

ioigation kits and fish ponds in all secondary schools wilt be rolled out' starting
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with a half of the secondary schools in fiscal year 20l4il5. This project is
expected to, in:prove nutrition, provide income generation to schools and dev"lop
future agri-business farmers in our socief. Similarly, the aquaculfure p.og.u* I
the Fish Enterprise Project started in 2009, rviil be expanded by securing fonvard
markets for farmers, rvhich in turn will widen coverage, enhante fanneri support
through extension and better farming methods, acciss to modem ,torage Ld
handling facilities, and Iink famers to finances and other services. This inltiative
i-s gxpected to encoumge investnents along the value chain thus making fish
farming a viable commercial venture.

30. The full potential of Iivestock and poultry farming as rvell as that ofdairy
remains untapped, with huge potential growth for beef, leather products ani
poultry as rvell as milk and its by-products rhat can be a catalyst ior economic
transformation. The Govemment will initiate a program 1br modern commercial
Iivestock, dairy and poultry farming, focusing on sicuring fonvard contmcts for
various livestock and dairy products. In addition, ,.sorr..i will be prioritized for
investment in key infrastructure, including training facilities, curriculum
deve)opment, produce handing, stor:rge, agro-p.o""ssing and value addition
facilities, access roads and energy.

31. The Govemmenq in addition to exparding on-going irrigation projects,
has launched a progmm to irrigate at least one ,l ion acies of 

-land 
in

Galana,/Kulalu Ranch. The transformation of trris project into an economic hub
will entail production, hawesting and storage, agro-irocessing, packaging and
distribution. and marketing - creating at least 3 miition lobs arong ihe ugri"uttu."
supply chains. Implementation has begun with a pilot phase Covering t0,000
acres of land to draw lessons on various crop peiformancei. Beginning frical year
2014/15, an irrigation of l00,000.acres of land rvill be rolled by the Govemment
to--benchmark cost of productions and sale price. Thereafter, a framework of
effective partnership with the private secior will be developed under a
coordinated institutional and legal framework.

32. Effective coordination of this project will be a critical success factor. It
involves coordinatiirg planning and diveropment of inftastructure such as
irrigation water access, roads, air strips, railway system, energy, public works,
housing and commercial buildings, antong others. In addition, it entaili
coordinating with security agencies to ensure provision of adequate security and
enforcement of law and order, besides other essential public services required to
lacilitate attainment ofthe proj eot's objectives.

Su D rtin s Growth ofM ufacturin for Emn Iovment Creation

ll . _It tandem rvith the agriculture based growth strategy, the Government has
identified ma'ufacturing as essentiar towards moving afrturture up the varue
chain through value addition. It is through varue addition in agriculture that
Kenya will be able to diversifu and grow its export, while at tie same time,
groling the economy and creating employtnent. Therefore, the Govemment wili
prioritize and facilitate establishment ofmodem aad technology-based industrial
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J

Darks alons the Mombasa - Western Kenya railway line at Voi' Naivasha and at

il;;h*" ;ilrk" victoria to position Kenya as a manufacturing hub for the

region.

34. Similarly, Special Economic Zones and free trade areas will be

"*Ufi.f"J 
u, siiateiic tocation to attract foreign direct investment and new

technology necessary to grow share of manufacturing in the economy' Over the

medium term, the Govemment will facilitate modemization and establishment of

;;;i;,-l;;,#, agro-processing, beef and fishing industries as kev drivers of

agricultural transformation, value addition and industlallza on'

o and en

ean alen

m ent ati

35. Unemploymenf, especially ambng the youth' women and persons witl,

iir"uirity r.riirJ" *ulot 
"t 

utt.ng. to oui development and social stability' over

the medium term, the Govemmeni will build on recent youth and women support

initiatives to further encourage entrepreneurship and innovation, especially by

irriinn tfr. creativity and knorvledge of the young people' Skills development

"lial;;;;;;ir*lii 
u. given f,rioritv to enable this group be the dvnamic

;;i;;-;; gio*ir, una .rpl-ovr"nt "t"ition' 
The Govemment will facilitate

exoansion of credit access to youth ald u'omen, especially through a roll-out of

ii'tirE;o il;;;; establishment of innovative 'i'rsttument for their small and

,.air* enterprises. The requirement for at least 30 percent of all public

,r""*"*""r r" be reserved foi the youth, women and persons with disability will

te entrenched and strict adherence upheld'

36. The Government will also continue its Buy Kenya-Build Kenya policy

*fro.. otl."tiu" is to assist Kenyan enterprises to.supply the public sector-with

t""Jr ,"i-t"tri"es that can be produced comperitively in Kenya' The emphasis

i"ti[";; d"veloping anc manufacturing locally quality product lines that can

"oiorr" 
with importi such as fumiture, office supplies' construction materials'

;;'r;;t ;;; ;li.ttoni. ptoa'"ts, without anv subsidies or Protection-bv the

Lor.*."n,. The Buy Kenya policy will be a training ground for Kenyan

*"-iit.t a expand llcal produttion-for local and export market' and encourage

i"-"ff""- "f ,r'"ur. enterprises, especially by youth and -women' 
under the

i-iutfi"iu i"iiiutire' The smail and rnedium enterprise fund' including Uwezo

;ffi-;; *"il u, uah"..n"e to at least 30 percent of all public procurement

ieserved for the i'outh, women and persons rvith disability'

Y S

37. Kenyan Youth have shown immense talents, especially in sports and arts.

These talents wi1l be nurtured as catalyst for gro*th and develoPment. The

National Government will match one-to one County Government lnves tments ln

sport facilities throughout the country. In addition, talent centers or academies

will be established in counties and mide operational in srategic locations to tap

and developed latent talents and innovations by the youth' As a country' our

cultural heritage foms the basis on which communities and peoples values'
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beliefs, nomrs, identiq,, 1;guak and material culture are passed on from generation
to generation. The Govemment will continue promoting cultural heritage as a
form ofidentity and preservation.

39. Consbuclion of a modem standard gauge railway line from Mombasa to
Nairobi has begun and it is expected to be complete and operational within three
years. Similarly, in the course of the MTEF period, altemative sources of
financing will be sought and construction of phase II of the standard gauge
railway line from Nairobi to Malaba with a branch line to Lake Victoria will
commence and be completed within tlrree years. As part of leveraging these
investrnent to grorv the economy and create emplol,ment, tle Govemment will
ensure at least 40 percent local content in tle constuction and other auxiliary
services.

40. The completion of this historic project is expected to reduce transport
costs by about 70 percent, facilitare faster and cheaper movement of freight and
passengers and enhance competitiveness in our economy and regional landlocked
economies. At the same timer a prograrn for upgrade and modemization of urban
commuter railway'system will be implemented. New strategic railway lines will
also be opened up in order to decongest urban traffic, reduce cost ofEansport and
ease urban publio transport.

41. Development of altemative transport and logistic conidor, through
private-public-partnership, will be scaled up under the LAPpSET covering
development of the port and energy supply at Lamu and construction of service
and evacuation transport network. On the port of Mombas4 a framework rvill be
developed to encourage private investments ard participation in port expansion
and port operations, especially in expansion of the container terminals and cargo
handling and storage, in order to entrench the port as a prelened hub in Eastem
and Central Africa- To complement these initiatives, the Oovemment will upscale
its investment in associated infiastucture facilities, including further dredging of
the port, construction of tlte road networks around and out of the port, and
integrate the single window system rvith other related systems in order to
facilitate fasteq efficient and competitive clearance of cargo at the port of
Mombasa.

lo 2014 Budget Policy Slatement

Pillar III: Transport, Logistics, Energr and Water for Inclusive Growth

38, To support sustained agricultural transformation, encourage expansion of
commerce, grow expoft of goods and services and expand economic
opporfunities for employment, the Govemment will scale up investrnent in
infrastructure by; establishing a firstrlass rail and road net$,orks; navigable
waten,ays; modem and efficient ports and harbours; and expand handling and
storage capacity in order to reduce cost of doing business, enhance
competitiveness and tansform Kenya into a Iogistics hub for Eastern Africa-

Transport and Logistics - Railwav. Port. Aimort and Pipeline Exnansion



Kenva stands to benefit immensely by positioning itself as undisputable aviation

;,b',?;;1.;.-this goal, the on-going expansion and modemization of our

,i-orts *iff be scaled rip. The constiuction oiterminal 4 and Greenfield termjnal

;ffii;;; K;yunu int"-utional Airport will be compteted and made tullv

"""r"i"i"f i" orier to make Nairobi the most convenient' comfortable' secure

ffi;;;";; tuu in arti"u and rvorld at large' With the on-going exploration

f". p*"f"rt" 
"ia 

gas, regionul petroleum ard oil potentials and strategic location

"i,[" 
p"n 

"f 
ft4".nU".u u'na Lamu , it is imperative that Kenya starts to invest in

"if 
piplfirll, 

"ra"r 
to position.itself as a preferred regional petroleum transporter

of choice. The Govemment wrll prioritize construction of a modem pipeline in

partnership with the private sector'

Ac d te

din

dR liable

42. Access to adequate, affordable and reliable energy supply is necessary to

.Ju"" 
"ort 

of doing business, spur grot'th of enterprises and industries' and

,"*i"*i"-ir,L ,.aliz-ation of the 
^plarned 

economic t*nsformation agenda. A

;;;;;;"-;;r.rate at least s,000 Mw comprising of hvdro' geothermal' solar'

i"ir? 
""a "o-"t 

by 20t6, in partnership with tire private sector' has been initiated

,r. 
-,, 

o.o*orinq well. To complement these efforts' the Government will also

il;;J["""i;;; ,"f;;' in tie energv sector' to ensure efficiencv in the

;;;;;G; and distribution of power]-with sigificant. potential of availing

,iir,.*i p"*.i to the grid. Furtlier, the Government will 
.install 

solar and bio-

;i;es.t"er ryil; in att p,iutic buildings as well as facilitate development of micro

iri.., ,,.n'i""t. and use of bio-mass Io produce energy for households and small

;#;At.,;"'t;. *t.tprit.t spread tlroughout the country as Part of green

energy initiative.

tate cu S
u a C

43. The medium term investment in roads network throughout the counfy

will be aligned to support agricultural transformation by tinking farmers with

markets and facilitating access to key tourist attractions. The on-going road

;;;;;il ana ,enu-uititution *o'k' will continue. but subjected to a

comorehensive audit on cost structure and quality of civil works' Altemative

;:iii;d;;i;;;struction will be deploved to reduce time and cost of delivery

;;ii;;h*.i;g the longevity of the road network' Proj ect cost benchmarks will

;^ ilGffina entlenched in the public Finance Regulations and. the

int"grut"a iinuncial Managemeirt Information System (lFMIS)' An institutional
'fr-i"*"tf. *ifi Ue established under the Nationit Treasury to enforce costs and

quality benchmark standards in atl lunded projects'

44. Environmental conservation

lor sustained agricultural transform

as overall develoPment. PrioritY

utilization, management and conse

ald sustainable access to water is essential

ation. hisher productivity and gror"'th as well

witl be- givin to sustainable exploitation,

rvation of-the environment and protection of
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water catchment areas. Over the medium term, a comprehensive program of
water harvesting will be rolled out covering every part ofthe oountry. Thi; entails
constuction of mini dams and rvater pans and rehabilitation ofexisting dams and
water pans to make water accessible for households, irrigation and livestock
development. As part of this process, the Govemment will construct and
rehabilitate at least 3,000 water pans o150,000 cubic metres capacity every year,
roll out water harvesting and storage in all public institutiois Aioughoui the
colrntrlr: arld invest in mid-size dams to store water for household and agricultural
u5e.

Pillar fV: Access to Quality Social Sen ices

45. The thrust of Jubilee Govemment's human capital development for
economic transformation and shared prosperity is to facilitate Kenyani to realize
their full potential and to live in dignity. This rvill be achieved by ensuring that
Kenyans are heilrhy, educared and acquire basic life skills, and that they ari able
to participate fully and share more iquitably in Kenya;s growing piosperity.
Moreover, where some sections of our society canllot participate fully au. io ugl,
disability or natural disaster, soaial protection schemes rvill be Lxpanded 

-to

complement their abilities to participate and share in Kenya,s development.
Therefore, the strategy for human capital development entails getting riore value
out of current spending, improving equitable access to quality health care and
educational services and expanding social protection throughout the country.

Bu a Healthi

46. A healthy population is bssential for higher productivity and sustained
long term development of a nation. We have achieved notable progress,
especially in conbolling communicable diseases (tuberculosis, HiV/A-IDS ard
malaria) and attaining marked decrease in child mortalify, but other health
challenges associated with affluence and accidents are emerging - putthrg
pressure on our health care system. The aim of Govemment policy reforms is to
enable all Kenyans access Io modem and well-equipped health facilities and rvell
trained and motivated health care workers.

47. The National Govemment, working with the county governments and
other partners, will implement a second genemtion health carr reform strategy
involving; recruitment of more health workers, expansion of tmining facilitiJi,
development of systems to support and expand health care ser'ices and sanitation
at the community level. A program for health care infrastructure upgrade and
equipment modemization, especially through leasing, will be implemented. The
Government will also finalize the development ofa health policy ind institutional
and legal franrework for enlorcement of health care standards. In addition an
efficient, effective and accountable framework for the management of public
resources and medical supplies at the facility levets will be put in ptace.
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ali Re d c al en s

48. The Govemment has made tremendous progress on educational access -
,1," "*"r'*."i 

rr", increased ,ignif,.untly rince the inception of free primary

education in 2003 and introAuciion of tree tuition in s"condary schools in 2006'

As a result, Kenya has no* n""'if achieved universal access to education - but

there are concerns on *re qu}i'$'-;f education and high' number of pupils

ar"*fr" ;';i;rg the educational ladder ivith no clear altemative access to

;i#iif#;itf;ro-rg.uu, to;il; 
'h;; 

find jobs' rhestrategv going forward'

ilJ'ffi:,.1;r:;:'"ri""i"*r"e q..,ui;rv or"au"":tion and skills' bv among others:

. Undertaking an infiastructure upgrade and modemization program for all

p'rt]-i.'t.-fto""f t tf"oughout the country over the medium term;

. Fully implementing the e-leaming Program in all primary schools in

20l4lt5;
d Investing in expanding and modernizing technical' vocational and village

noMechnics, ln pu'tn"rsf'lp *ilh Develipment partners and private sector

io .quip tt . yo'ttl with appropriate skills;

n Developing educational delivery standards and strengthening quality

control and edu"utionil intf""tltu'" services in order to enforce and

uPhold qualitY education;

' Rationalizing teacher deployment and strengthening teachers supervision

and management * *l]Icl'"utt'*ism' wf,ich is Lstimated at about 45

Percent ofteaching hour; and

Investing in continuous capacity building program for teachers to improve

qualitY ofteachings in schools'

te

49. As the economy is transformed' we recognize that some sections of our

societv may suffer welfare '-f'*[t' 
*f'ltr' wi'it require cushioning' As the

il"rlt*.,fb;.;iuna"a ug'i;ilrai production take root and a sustained low

orice resime is realized, tf''t co""t'"Ii *ilt build on the momentum established

fi;";"riril *il"n utto"u,ion.1o*ura, social safety nets were increased by 4l

,.**, i" liiftt.S4.4 billion' to scale-up investments toward safety net programs'
t^:'Jfr;iihJ;.,"n', 

'rr'"ra"irv 
p""ons und persons with disabilitv will be

;;ffi;;;; ".J [i"r" o-'";; and a griduation- scheme developed to

enable them exit into fif"aong v?ntu"'' a f irn"*ottt for better targeting and

efflcient and fast delivery "f rri.ay'r"it * l be deveJop,ed and a system of

financial transparency -o u""o'*ntuiitiry put in place to enirench confidence and

value for moneY.

Pillar V: Further Entr'enching Devolution for Better Service Delivery

ltl

7-1
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50. The devolved system of Covernmellt continues to receive shareable
revenues as per the larv. It is important to ensure that devolution achieves the
objectives of better service delivery and rapid local economic development as
well as jobs creation in line with our Vision 2030, but this can only occur if
accountability and fiscal discipline in the use of devolved resources are
entrenched and macroeconomic environment remains stable. There is therefore
$eat need to lay a strong economic foundation that will generate the resources
for the entire country and jobs for the unernployed youth, women and the
d isabled.

51. The National Govemment will deepen its support to county govemments
as the centes for service delivery and economic expansion, espeoially in the
areas ofpublic financia[ management, good govemance practices ind supporting
tlre counties to be fully operational. close collaboration bitween the two ievels o-f
gov€mment in terms of implementing the nationa.l development agenda, and
critical policy initiatives will be encouraged. This will include modirating the
zeal by counties to raise additiona.l revenues and safe guarding a thriving busi-ness
environment suppodive ofthe private sector.

Outline of the 2014 Budget Policy Statement

Recent Economic Developments and policy Outlook

52. The next section (II) outlines the economio context in rvhich the 2014/15
MTEF budget is prepared. It provides an overview of the recent economic
deveJopments aad the macroeconomic outlook covering the global and domestic
scene.

Fiscal PoUcy and Budget Framework

53. . Section III outlines the fiscal framework that is supportive of growth over
the medium-term, while continuing to provide adequati iesouro"s io facilitate
devolution, the policy priorities of the Jubilee Govemment while at the same time
ensuring that the public debt is sustainable.

fnlirgovernmental Fiscal Reiations and Divisiort of Revenue

54. Section [V provides a framervork of managing the decenfalised. county
. govemments, the proposed division of revenue behveen National and County

Govemments as rvell as among counties.

Medium-Terr4 ixpenditure Framew or k

55. Section V presents tle resource envelopiti an{ ipending priorities for the
proposed 20l4il5 MTEF Budget and the Medium Term. Sector achiovements'
and priorities are also reviewed for the 201 4/l 5 MTEF period.

56. Section VI concludes.
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M R.ECENT ECONOMNC DtrVEX-,OPME}ITS

,AND POT,ICY OI]TI-.OOK

Ovenview of Recent Econocnic Ferformance

57. Economic growth was largely satisfactory in 2012' despite a some\\'hat

r"*"irg demani for o,, "*pJ'tt 
in traditional markets' Favourable rains

lJrr;;tb#d i" good harvests, hyiropower generation' and private sector activities

i"i"i,tJ t ", improved muc'o""onomiJ environment' Inflation has declined

rt""lfit", a^"rUi" digits in 2011 towards the 5 percent target in recent months'

Short-term interest rates have also eased in line *ith th" dtop in inflation' while

t 
" 

ririrlirg l-.rr*ge rate has stabiliied against major currencies'

Growth Update

58. The economy grew by 4'6 percent in 2012 compared with 4 4 perce4t in

ioi r tcil"ti i'r;. rfiis groffih was broad-based qnd was driven mainlv bv

exoansion in agriculture, transport and communication' 
-wholesale 

and retail

;;i;;;.;;F.cturing which contributed t}e most to GDP in 2012'

Chart 2'L: Reat 6DP erewtlr (%)
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59'Inthefirstthreequartersol2013theeconomyexpandedby4.6percent
;;.r;;;;.;;ared with 4'4 percent in the same period in 2012 The broad-

ilra-griJrr;as mainly attriluted to continued expansion in building and

;;*ai.r, mining and quarrying, wholesale. and retail' manufacturing'

;ffi;';e "o*i,iri"ution'nnanciJ 
intermediation as well as agiculture and

durins the first t|ree quafters, and the

uader;hich takes into account the fourth

5.9

5.1

2.9
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61. Grouth in broad money supply (M3) slowed down to 10.3 percent in the
year to November 2013 compared with a grorvth of 16.g percent in the year to
November 2012. This was within the 12.0 percent target for November 20i3
(Chart 2.2). The slowdown in money supply was due to a decline in growth of
the net foreign assets (NFA) by 2.0 percent reflecting a reduotion in both the net
foreign assets of oommercial banks and ofthe Central Bank ofKenya.

quarter performance over the last five years, we estimate overall growth for 2013
to average 5.1 percent, up from 4.6 percent in 2012.

Broad ltfoney Supply, M3 withtn target

Cha rt 2,2t M3 6roMh and Net Domestic Assets of Banking System
35

30

25

I
3$

10

0

EBAnhlilGrov.lh io NOA

-4-Annua Grov^h h M3

"4.4";*.r{rl,*l-t'lr'1.t"{"4""1"4"1*.

62. Net Domestio Assets Q.IDA) of the baaking system increased by 13.6
percent through end November 2013 compared with an increase of 14.l percent
in the trvelve months to November 2012. The grorvth in NDA was supported by
increased domestic credit particularly to the private sector.

Recovery in Growth of the Private Sector

63. The grorvth ofnct credit to Govemment decelerated to l.l per cent in the
12 months to November 2013 compared with an increase of 13.3 per cent in t}e
corresponding period in 2012 (Chart 2.3). However, commercial banks credit to
the private sector increased by 20.0 percent in November 2013 up from p.L
percent in the same period in 2012.
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64. Overall month 'on month inflation declined- further to 7'2 percent in

i"""*i"i-)oir fiom the 8'3 percent in September 2013' (Chart ?'4)' 91
;r.;;;, ;;i innation aectinia to 5'7 percent in December 2013 from 9'6

percent in December 2012'

65. Going forward, we expect inflation to slow down to the 5 percent target in

the months ahead with appropriate monetary policy, baning any extemal shocks

such as a surge in international oil market prices'
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Interest Ratu have Eased Progressivelt

66. The Central Bank Rate (CBR) continued trending downwards since July
2012 as the CBK eased monetary policy (Chart 2.5). As a result, the CBR was
reduced from 1 8.0 percent in June 20 1 2 to 8.5 percent in December 20 I 3.

67, The average interbank rate averaged 8.9S percent in December 2013, fiom
l7.l p.ercent in June 2012, while the repo rate averaged 9.38 percent from 17.6
percent over the same period. The 9i-day Treasury bill averaged 9.5 percent in
December 2013 from 10.1 percent in June 2012 while the 364-day Treasury bill
declined to 10.4 percent from 12.4 percent overthe same period.

68. Commercial banks average lending and deposit rates declined to 16.9
percent and 6.6 perceng respectively, in November 2013 compared with lg.l
percent Lnd 6.8 percent in December 2012 (Chart 2.6). As a resul! the interest
rate spread narrowed from ll.3 percent in December 2012 to 10.3 percent in
November 2013, reflecting a larger decline in the lending rate.

Chsrt2.5: Comm..ciEl A.nkr L.ndinE and Deposit Rat6s
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UA 20/4 Budget Poltcy Statement

\-:-----__-

J *f ,o" ./o .+o "r* +o .,,+ *op .r+ ye +f J ,to *o .to



Erternal Balance ol Payments Regbters a Surplus

69. Kenya's overall Balance of Payments positiori registered a lower surplus

of US$ 606 million in the year to OcioUer zOt: from thi surplu.s of US$ l'269

*itiion i" *,. year to October 2013 The reduced surplus reflected a smaller bultd

;;ffi;;i"t;f ihe capital and financial account relative to the high deficit in

the current account.

70. The cun.ent account deficit narrowed by 12.4 percent, from US$ 4,331

*jiri"n ioi io.o p"r""nt of GDP) in the year to o-ctober 2012 to US$ 3'793

;tii;;; i;, e.l po."nt of GDPj in the vear to october 2013' This largelv

r.ii"."a'* i.piovement in the services account which more than oflset the

.il;;G;;fi.fof the merchandise account by USS 345 million or 3 3 percent to

usd ioSso million in the year to october i013' Kenya's current account has

iJinj-ioUo*ing better ciassification of foreign direct investment (FDI) and

"""it *a omissiois. The 12 month cumulative Current Account (as a percentage

"i C-Opj-frpt*ed from 10.45% in December 2012 to an estimated 8'5 % in

November 2013.

71. Gross foreign exchange holdings of the banking ly-stem increased by 8'4

o"rc"n, fro,, USS iz+S .ittion in October 2012 to US$ 7'859 million in October

i013.'|filiri reserves held by the central Bank'increased by 14.3 percent to

US:iLiOl triffi"n or 4.39 months of import 9o1er i1 
october 2013 mainly from

ifufi airUrrr"r"nts under the Extended 
-Credit 

Facility and build-up of reserves

from the foreign exchange market'

The shitting exchange rale slabilised agdiflst Naior international currencies'

72. The Kenya Shilling exchange rate though stable against the US dollar

deoreciated sliefitly against other 
-major world currencies (Chart 2'1'1' The-

;#i,tr';; ,]r,."u( i,iu"t follcwed increased sho( term capital inflora's.and

remittances, disbursements under the ECF programme and- Central Bbnk activity

ir ttr" fot"lgrl exchange market in the year to December 2013'

a1Lt
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Chart 2.7: Exchange Rates
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73. Against the US dollar, the shilling stabilised at Ksh 86.4 per US dollar in
December 2013 from Ksh 86.0 per US dollar in December 20)2. Against the
Sterling Pound, the exchange rate depreciated to Ksh 142.? in December 2013
from Ksh 138.8 in December 2012 and Ksh 118.8 to the Euro from Ksh 112.8 in
December 2012.

Stock Market Remdins Wbranr

74. Activify in the securities market has been vibrant in the year to December
2013. The NSE 20 share index improved from 4,133 points in December 2012 1o
4,885.9 points in December 2013, representing an increase of I8.2 percent
(Chart 2.8). Market capitalization (that nleasures shareholders' wealth) improved
from Kshs 1,272.4 billion in December 2012 to Kshs 1,900.7 billion in Deiember
2013 representing an increase of 49.4 percent.

Chart 2.8: Performance ot the NSE
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Update on Fiscal Perforrnance and Ernerging Challenges

75. The macroeconomic assumptions underlying the 2013/14 budget were

i"t*f"Ji, tfr" 2013 BPS. The budget assumed continued economic growth and

rt"bi;;;;;.""omic environmeni' In addition, the financial objectives were

J"r"a 
"i """"i"ing 

non-priority and unproductive recunent expenditure so as to

tiing ttre Uuaget ae-ficit dorvn and ensure sustainable public debt'

'76. Parliament approved the 2O13ll4 budget with expenditures amounting to

llsr,. r*ls.? iiiiior,'comprising of National Govemm€nt recurrent expenditure

(includins interest payments an-d pensions) of KSh' 780'7 billion' development

:;;;i#; ;"t net i"ndine of KSh. 439. t bitlion, a contingencv tund of KSh

;.,i;i1il"",;;; KSh3.4 billion for Equalization Fund'-These expenditures are

;;p;;; ie-fin*cea by total revenue (including AJ-A) amounting to KSh'

i,iix.i uirii"r, donor $ants of KSh. 77.7 billion, net foreign financing of KSh.

zlTi Llri"", and dorn-estic financing of KSh.l06.7 bi[ion (inctusive of KSh.1.4

billion redemption payments lrom domestic loans)'

Implementation Progress and Emerging Fiscal Challenges

77. Implementation of the FY 2013/14 budgel begun at the backdrop of a

rimif""ri ,.r."ue shortfall in the FY 2012'/13 resulting in expenditure

;;il;;;tt of about KShs.36 billioh' Budget implementation started at a slow

;;;J; rht;t rnonrhs of the frnancial yiar, asthe organizational and service

i.tlu".y ,tr"tui" of the new administration took shape' Initial transitional issues

also delayed the enactment of the county Allocation of Revenue Act slightly

affectingii.ely disbursetnents to the counties' In addition' when the Act finally

;;;-k;it";t in August 26,2013 majoritv of the counties did not meot the pre-

""raiif", "f* 
ap[roved iully fun'ded budget, further delaying the disbursements'

78. Despite these initial transitional challenges, fiscal outcome for the first

nuif of the financial year has been generally satisfactory and underlying

*u.r"..o*ri" urrurnpiion, (growth and inflation) have held up well- Although

;;;i;uy;;r**s (inclusive olthe Railway Development Levy) recorded a slight

rn"iAil 
"g"iru 

the target, it $ew by 24'0 percent compared to the same period

f^.t fi"*.if year. Excluding the Ievy ordinary revenues grew by 2l I percent'

79. As at end of December 2013, cumulative revenue receipts amounted to

iSi,. qOO.O billion, against a target of KSh' 489'2 billion resulting in an

,n-J"rp.rfo"ru,r". of f-Sn.Zg.O billion (Table 2'l)' The u.nderperformance. was

h;;;;i;i KSh. 10.4 billion in ordinary revenue (inclusive of Railwav

Ot""ilp*"" f."vy) and KSh. 18'2 billion in Appropriations-in-Aid (A-I-A)'

ii;;;i;;;;f".*;nce in ordinary revenue was mainlv reflected in excise and

in*^, tri", while the shortfall in A-i-A, partly reflects underreporting by line

rniniroio. For the remaindar of the year, we exPect the revenue shortfall to be

bridged.

?_9
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80. Expenditure execution has lagged behind iu rle first six months of the
financial year on account of lower absorption of funds from extemal sources. By
December 2013, total expenditure (based on disbursements) amounted to KSh.
574.2 billion against a target of KSh. 685.0 billion. This reflected an overall
under-spending ofKSh. 110.8 billion, ofwhich KSh 30.6 billion rvas in respect to
lou,er than projected disbursements to the counties, while KSh. 104.7 billion rvas
in respect of development expenditure and net lending. Development
expenditures financed with domestic resources were below target by KSh. 13.7
million, and those financed rvith foreign resources were below target by KSh.
89.9 billion. Recurrent expenditures were above target by KSh.26.9 billion.

81. Taking into account the performance of revenue and expenditure in the
first half of FY 2013/14, the overall fiscal deficit (including grants) was Ksh.
105.2 billion, compared with a target of Ksh. 160.5 billion. The deficit was
financed by net domestic fina.ncing amounting to Ksh. 67.4 billion and net
extemal financiilg of Ksh. I 1.3 billion.

Table 2.1 Cumulative Bud et Out-Turn, Ju - December 2013

Nomhd GD! 1,662 6 4,t64.6

20l3ll4 Revised Estimates

82. In the course of budget implementation during the first half of the
Financial Year, several challenges emerged. They include: domestic bonorving
underperformalce and expenditure pressures. Furthermore, delays in the

Dc.- Dc..ll Dcc- l JUF l4Jun.l4
Bud CrDwlh !

KSlrlbil)ion a!% ofCDP
TOTAL REVENUE AND C8rtNTS

TOTrl, REWNUE
Ordjnrry r.vcnu! (ln.l- RDL)

Impod Duty
Excis! Duly
Inmnc lsx

O01cr Rcvcolc

tuilwsy Lrvy
Mhistcrirl AIA

GRANTS

TOTAL EXPENDTruNE .{ND NE"I LENDING

Rcdrrcnl Exp.nditura

lntuc4 Prymcnts

Prisioi! A OtlEr CFS

MinisErirl Rccurr.nr
o/w Wlgcs lnd Srllrica

D.Ydopmcnt

DoncnjcdU liraffcd (croi!)
IoEigD Finrrcrd
N.r Ladirg

ConrinEcnq Furd

Counry Trr$Icr

BALANCE NCLUSIW OF CRANTS
TOTALFINANCING

NET FORTIGN TI}.IANCING
NET DOMEST1C FINANCINO

387.9

38t.6
159.t

28.2

t0.5
168.4

8?6
11.1

00
225
6.3

385.4

59.1

144
312 0

13t.t
t25.1

95.6

28.2

1_2

0.0

0.0

022,5)
llr.6
I t.0
|26

5i!.s

t24.6
.89 2

455.5

34.3

J,{.3

2166
t06.8

)71
6.5

311
35.3

6E5.0

368 0

63.0

2t.9
281.1

135 0

211 4

958

l194
t2
2.5

91t

(r60.s)
t60.s
711
8ll

169.0

460.5
145 I

11.5

{8.1

210 1

n0.7
3t.t
t0I
l5 5

84

194.9

651

t5.5
311.3

116.5

1t2.8

83.t

29.4

02
0.0

56.5

005.2)
18.1

.3

61.1

5,"1.2

(55 6)
(28.6)

(r0.4)
0.2

i6.l)
(5.9)

39
(5.9)

3J
(r8.2)
(2?.0)

0r0.8)

26.9

2_l

(5.O
3tl
t.5

(104.7)

(r3.7)
(s9.9)

(t.0)

12.st
(30.6)

5J.2

(Er.8)
(66 0)

157

1,105.4

t,021_2

959.9

69.0

II3.I
,59.0
22 t.8

83.1

t3.5
61.1

18.2

I.139.7

?80 5

t2t.t
, .l
617.5

x69.9

{1.1.1

?01.0

2{0.6
2.4

5.0

2t00

(3343)

334.3

226.2

I08.1

20.9

2A_1

2.4 0

22.2

18.5

251

26.4

(9 5)

2.5

t0.2
1.9

0.?
(.1

(e.8

(13.1

1.5
(82.J)

t2 5

p1.3

31J

(t4l
061

2.7
10.1

15 4 ll.8

l6

(1.9)

1.9

1.9

20

)2.6
I1.7

t0.9

0.8

1.3

5.2

2.6

09
0.2

08
0.8

88
IS
0.5

6.8

32
3.2

2.3

2_9

0.0

0.1

2.3

lll
I t.l
t0.7

0.8

1.2

5.r

1._7

0.1

02
0.4

0.2

9.5

l6
0.1

1.5

3.3

2.1

2.0

0_1

0.0

(2.5)

I,9
03
t.6

26_5

24.1

210
1.1

27
I1.0
53

)a
0.1

t5
t.9

18?

l0
I4.8

65
10.7

{.t
5t
0t
0l
5.0

)46

80
5,t

2.6
Di IO 00 66 56 00

JU 2014 Budget Po/icy Statement



sazettement of functions to be transferred to County Governments' resulted' for

it" *os part in delays in disbursement of funds to the County Govemments

33.Inviewofthefinancingconstraintsftomrevenueandemerging
J*ptnaitr." ir.rrur.r, a supplementary budget for FY 2013/14 reflecting these

;;;;;;;!"., submitted'io Parliament for approval The additional spending

ir'i, i"tp*i "i 
t"lary awards to teachers, lecturers, health workers' and the police

;;;;,ffi; ;., ksn to.o billion' This, together with additional request for

."t"r"Lo.", interventions, FY 2O1Z/13 carryovers, and others &om the line

rn1"ir"tf"Jr,* p;t additional funding requests of over KSh' 356'8 billion' In view

"li'tr. 
,.t"ri.J."nstraints and to erisure sustainable bonorving' the requests have

been rationalized to KSh. 121.8 billion'

84. The rationalized expenditures in the supplementary budget ofKshs' 121'8

Uiiiion r"rrts in a financing gap which is cloied through,budget rationalization

i;lr;;; ;; it ut"gi" inLivintions and, additional bonowing However'

"iJi,io"If 
bonowing-will be kept modest so as not to affect our macroeconomic

;;biury;;"*t oi high int.t.tt rates and to remain within sustainable public

debt livel. Furthermore, to ensure that there is no policy reversal and the

;;;;;;;;ins committed to the planned irterventions' budgetary shortfall

F* ifr" t*t"gi" interventions will be ro ed over, prioritized and availed over the

meaium term. The Govemment will take additional measures including further

ua.i*,n*ntt tf,orld any necessity arise in the second halfofthe financial year'

Economic PolicY and Outlook

85. The global economic recovery is now slightly improving, although

downside rislks remain. According to the IMF's world economic outlook for

Ociol", ZOfS (Table 2.2), world o=utput is projected to expand by 3 6 percent in

2014 and accelerate to 4'l percent in the medium term'

External Efivtronftent

c4.Jl
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Table 2.2: Annual percentage change in GDP for seleeted regionVcountries,
2011-2018
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86. Advanced economies are gradually strengthening rvith policy makers
having successfully defused two of the biggest shortterm threats to global
recovery, the threat ofa Euro area break-up and a sharp fiscal conhaction in the
United States. Gro*th in the U.S economy has been hobbled by excessive fiscal
consolidation as rvell as political uncertainty. The core economies of Europe
show some signs of recovery though progress on improving competitiveness and
increasing exports is not yet strong enough to offset depressed intemal demand.

87. Gro*th in emerging market economies for 2013 has been revised
doq.nwards to 4.5 percent down flom 5.3 percent. This slowdown reflects both
cyclical factors and a decrease in potential output growth. As commodify prices
stabilize and financial conditions tighten, potential growth is lower, leading in
some cases to a sharp cyclical adjustment. Growth in China is slowing, which
rvill affect many otler economies, notably commodity exporters among the
emerging market and developing ecohomies.

88. Emerging market and developing economies are facing new policy
challenges. The appropriate policy nrix and the pace ol adjustrnent ivill differ
across economies, in vierv of the differences in output gaps, inflation pressure,
cenhal bank credibility, room for fiscal policy manoeuvring, and the nature of
vulnerabilities.

89. In Sub-Saharan Africa, comrnodity related projects are expected to
support higher growth and forecasts include no furtJ-rer disruptions. Growth in
sub-Saharan Africa for 2013 has been revised to 5.0 percent down from 5.6
percent forecast earlier. This is as a result of rveaker grorvti prospects in many
Countries caused by spill-overs from sluggish extemal demand, reversal of
capital flows and decline in commodity prices.
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Kenya's Growth ProsPects

90. As global prospects improves together rvith the recent peaceful elections'

prospects f6r the fenyan economy remiins bright' Kenya is well integrated with

[t" irorld economy a;d the Positive developments are likely to impact positively

ort gto*tt prospects, assuming normal weather pattems \ /hile recent successful

"""""J "f"it",i, 
is expecteJ to boost investors, confidence. Furthermore,

3"",i"r"a implementation of robust economic Policies and-structural reforms as

well as sound'economic management is exPected to yield efficiency and translate

to faster growth ofour economy and creation ofmorejobs in Kenya'

gl.RealGDPisexpectedtogrowby5'8percentin2014upfiorrr4.6percent
in 2012 and an estim;ted 5'1 percent in 2013, while over the medium-term'

gi"*,f, it expected to pick-up gridually and cross the.7 percent mark by 2017' as

Ei"uJ'*naiiion. i.piou" und mr"roeconomic stability is susrained. In terms of

f";;i y*tr, the projections translate to 5'5 percent in 2013114' 6'l percent in

iOlitii, O.'O p"r".tt in 2015/16 and 69 percent in2016117 (Table 2'3 and

Annex Table l).

Table 2.3: Macroeconomic Indicators {Jnderlying the Medium Term Fiseal

Framework, F Y 2A1l I n-20l6 I11
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92. This level of gro*'th will be supported by increased production in
agriculture following tie interventions being put to revamp the sector together
with other measures specified in section I, continued investnent in infrastricrure
projects, expansion of activities in other sectors of the economy such as building
and construction, manufacturing, retail and wholesale and financia-i
intermediation, among otlers. The grovth will also benefit from inueased
investnents and domestic demand, following investor confidence and the on-
going initiatives to deepen regional integration.

93. This Budget Policy Statement has identified five pillars that rvill
accelerate economic gr.o*th and transformation in the fiscal year alead and the
medium term as elaborated in the previous section ([). The polices rrfoned to
above, if implemented beginning with FY 2014115 will accelerate the pace of
economic growth and will enable the country achieve the gro*th rates envisaged
in the Vision 2030. Further, resources from the extractive industry especia-lly
mining a:rd oil will enhance economic growth once full scale exploitition oi
these resources commence. It is expected therefore that economic growth by 201g
will be relatively higher than the current estimates due to the impact from this
sector as well as the Standard Gauge Railway.

94. The risks to the outlook for 2014/15 and the medium-term include
continued rveak growth in advanced economies that will impact negatively on our
exports and tourism activities. Further, geopolitical uncertainty on the
intemational oil market ivill slow donr: the manufacturing sector.

95. . Public expenditure pressqres, especially recurrent expenditures, pose a
fiscal risk. Wage'pressures and implementation of the Conititution of i(enya,
2010 and the devolved government may limit continued funding for developmeni
expenditure.

,_6. The continued high capital imports and high investrnent demand to
finance infrastructure investments and mineral e:lploiations *ithin the ccuntry
will continue to drive the level of cunent account balance. The extemal sectoi
developments will be keenly monitored so that the economy is not exposed to
vulnerability associated with high unsustainable current account.

Risks to the 0utlook

97. The govemment will undertake appropriate measures
macroeconomic stability should these risks materialize.

to safeguard

t
I
i
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NXX F'ISCAL POLICY
F'R,A.MEWORX{

AND EUDGET

Overview

98. The 2014 Medium-Term Fiscal Framework aims at striking an

uoororrL* balance between fiscal consolidation and supporting the devolved

ryit"rl of gor"*ment, all these within sustainable public finances' Specifically'

the 2014 Budget Policy Statement emphasizes:

e Fiscal consolidation while ensuring that the resources to County and

National Govemnrents are adequate to promote growth' The Govemment

iscommittedtoaleductioninthgrecurrentexpendituretodevotemore
resources to development. Furthermore, the overall budget deficit is

"rpt"t.a 
to ease from 8.9 percent in 2013114 to 6 3 percent in 20l4ll5'

and further to 4.9 per cent by 2016/17;

uContinuedreformsinexpendituremanagementandtaxadministration'
This will improve revenue collection and thus create fiscal space for

spending on infrastructure bnd other priorify development programmes'

tt is *i'it also help to bring down the debt-to-GDP ratio to below 50

f"i""nt in the medium tenn and confibute to reducing pressure in tfie

iurrent account, in addition to providing adequate room for future

countercyclical fiscal policy in the event ofa shock'

e Efficiency and improving the productivity of expenditure while at the

same time ensuring that adequate resources are available for operalions

and maintenance, and devolved system ofgovernance'

o' Increase the absorption of resources from extemal sources from the

current Ievels of below 60 percent to over 80 percent. This rvill give.the

envisagedimpetustoeconomicgrowthandfurtherimprovethecredibility
of our" budgit. This will be done through strenglhening the current

ongoing reiorm engagements with development partners' as well as

tt Jrgtt'"ning projeci planning and management' This is also expected to

beneEt from-tie Lngoing review of the public Procurement law which is

intended to eliminate inherent delays embedded in the current

Procurement Process.

Contirauing with Prudeat Fiscal Policy

99. Fiscal policy will continue to support economic activiry within a context

of sustainable public finar ing' Over the recent years, the Govemment has

reoriented expenditure towards priority programmes in education, health,

culture and infrastructure under the medium-term nditure framework
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O,ITEF). This process will be stengthened with a revamped legislative
franrework to enable accommodation of critical progmmmes thai will aJcelerate
socio-economic development. The overall fiscal balance (after grants) is
projected to decline from 8.9 percent ofGDP in 2013/14 to a sustainabie Ievel of
about 4.9 percent of GDP over the medi'rm term. This will allow public debt to
decline gradually from about 52.0 percent of GDp in Fy 2014/15 to about 49.6
percent ofGDP by 2016/17 (Table 3,1 and Anner Tables 2 and 3).

Table 3.1: Central Government Fiscal Pro ections 2012t13-2016n7

&uft.: National h.o!!r!

Observing Fiscal Responsibilify Principtes

J00, The Government recognizes that the fiscal stance it takes today will have
implications into the future. Therefore, and.in line with the Constitution and the
Public Finance Management (PFM) Act of 2012, the principle of sharing the
burdens and benefits of the use of resources and public borrowing ben.veei the
present and future generation implies that tve have to make prudent policy
decisions today so that rve do not impose an unrvaranted debt burden on hturl
generations. Also to ensure that development portfolio is not crowded out by both
rhe National and County Govemments, we sliall ensure adherence to the ritio of
development to recurrent ofat least 30:70 over the medium term, as set out in the
law. Once the PFM regulations are finalized it is expected that the narional and

I
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county governments will respect ratios guiding the wage levels in general and

"*r"raiir* 
management on items such as office goods and their pricing ihat

shluld as much as possible reflect actual market prices'

101. Timelines on paying goods should be minimized to enable GoK get

competitive Prices in the market'

102. The respect and observance of these fiscal rules set out in the PFM 1aw

uia itr.aulrtiors is important and necessary to entrench fiscal discipline'

103. In this regard, the Government will observe the fiscal rules set out in the

PFM law so as to entrench fiscal discipline'

104. Fiscal responsibility has become even tnore irnportant since the

L""t,i*ti* requiies the Govemment to progressively provide for a minimum

il;-;r;.J of e"onomic and social rights to its .citizens 
within available

.*"*""t. l, order lor spending to increasJ on a sustainable basis to meet these

trri" o".at, we should be prep-ared to match the increased expenditure demands

*itt- u 
"oo".ponding 

increase in tax revenue yield through efiicient collection

""i'ia."irgtiru* 
-bur.,. 

It is therefore imperative to refo.rm and modernize the

;;;;;;;;"; ensure stabilitv of revenue effort' while^,at tre same time

continuing to restructure ",pa,ditut" 
systems to ensure efficiency and create

;;;;;;;;";;q;ir"J to runa in.," basic needs expenditures oh sustainable basis'

Fiscal Structural ReiorErs

105. Underpinning the fiscal program uP ]ntu:Ytts to raise the revenue to

GDP ratio to aboui 25.1 percent iy ZOl6t17 ' This will .be 
achieved through

,"*"t to simplifl the tax code in line with best practices' in order to help

imDrove tax compliance, minimize delays, and raise revenue' The Kenya

ii;'";;;; er,rr"iin, (KRA) is expected to institute measures to reform the tax

,a-*i.rirt ution to eliminate leakages and to expand revenue.base' In addition' the

Co\r"*nr"n, will rationalize exiiing tax incentives, expand the income tax base

,nd r"more tax exemPtions as envisaged in the Constitution'

106. On the expenditure side, the Govemment wil[ continue with expenditure

*rnug"rn"ni r"foims to improve efficiency and reduce wastage in line with the^
'pFla "fu*. Expenditure minagement wili be strength-ened with expansion of

Intesrated Financial ManagemJnt Information System (IFMIS) modules-which is

;;rr?;;;J;;;;;; line miriistries, departrnents and at the countv level following

;;;;;[;ii.r, The National rriasury has begun a phased process. to

"pti",i""Jr" 
*" Single Treasury Account (TSA)^to ensure efficient and prudent

manasement of govemment a*h ,"'o"tt' for effective service delivery' At t}te

^r*oiri"t. 
time-the National Treasury will work with the county govemments to

"i* "Lu," 
and operationalize single county treasury accounts'

107. The
and release

Govemment will institute measures to contain the Public wage bill

n."iLJ ,..ort""s for development funding' These would include
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pa)rroll cleansing, stalf rationalization, identification and trimming off of excess
personnel; The Govemment will also continue to offer support and enhance
capacity of the county govemments and midwile the devolution process so as to
encourage proper and transparent use of resources ald encourage quality service
delivery to Kenyans.

Deficit Financing Policy

I08. ' The borrowing plans will remain anchored in the medium term debr
management strategy which is built on ensuring public debt sustainability. Ttre
medium-term fiscal stance envisages continued borrou.ing fiom domestic aad
extemal sources with the laner being largely on concessional terms. The
Govemment will ensure that the level of domestic bonorving does not crowd out
Ore private seotor given the expocted increase in private investment with
accelerated econom ic expansion.

109. On the extemal financing front, the Govemment has also highlighted the
need to minimize the degree of foreign exchalge rate risk exposure associated
with the extemal debt portfolio by leaning towards borrowing more orr
concessional terms. A cautious approach will be adopted in tie issuarce of
extemal Government loan guarantees to minimize the level of contingent
liabilities. With the increased appetite for funding of heavy capital projects there
is need ofbeing cautious on the levels ofdebt accumulation and henco the need
to maintain the net present value ofpublic debt to GDP ratio at 45 percent.

2014/15 Bud get Framework

l1l. The 2014/15 budget targets revenue collection including AiA of 25.2
percent of GDP. This performance will be underpinned by on-going reforms in
tax and customs administation. The KRA is expected to institute measures to
expand revenue base and eliminate tax leakages. The modernization of VAT
legislation is expected to simplifo tax collection and enhance tho revenue yield.
As such, total revenues including AiA are expected to be KSh 1,169.1 billion.

110. The 2014/15 budget framervork is set against the background of the
medium-term macro-fiscal framework set out above, the Govemment's national
strategic objectives as ourlined in the Vision 2030 MTp II and the broad
development policies of the nerv Administration. Roal GDp is expected to expand
by 6.1 percent in FY 2014/15 underpinned by continued good performance aiross
all sectors ofthe economy. The projected gro*th assumes normal weather pattem
during the year. Inflation is expected to be maintained at a single digit level of
about 5 percent reflecting implementation of a prudent monetary policy and
easing ofboth food and oil prices and stabilization ofthe shilling exchange rate.

Revenue Projections
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Expenditure Foreeasts

112. The key policy document suiding the Govemment's funding allocation

i""iri*r i" tt " ,""ona MTP (;ol3-2017) of Vision 2030 and the New

;;;i;i;t tt; srategic interveniions' In z114ll5' overall expenditures -are

pC"ili'?-l:.i p"i".rt of GDP or KSh 1'536'7 billion (excluding debt

amortization).

Recurrent ExPendilute

113. Recurrent bxpenditures are expected to decline t9a1he projected figre

"i-ie i o..""nt ofbup in 2013/i4 to l8'4 percent of GDP in 2014/15' on

;;;;r 5;^;;J e'oJr-I in nominal GDP' Tiansfers to parastatals aad semi'

autonomous government agencies wilt be contained atthe2Ol3ll4 nominal value

i, 
"ra.i'i" 

p.rfde fiscal $ace for priority expenditures Any wage adjustments

for tlcse agencies is expected to be in iine'with the recent directions of the

i.tri., .ra"it. ,ecommendations of the parastatals reform taskforce. In the civil

;;;; iilG"r"mment will eontain expansion of the wage bill as measures are

il'iiplal;;';ionutir" ,na ffim the civil service lor eflicient and productive

service delivery.

114. With respect to goods and servicei' expenditure ceilings for

,""*Vri"itui"t'are determined by the funding allocation for goods and services

;;;;;;;i;; year budget as the starting p9ili'-T!: ::ilinc.s 
are then reduced to

irr." fi1o u""ount on.-off expenditures in- FY 2013/14 and then an adjustment

l""il'itlpprr.Jt" take into atcount the general increase in prices'

Development and Net Lending

115. Consistent with the objective of allocating adequate resources towards

a"rtf"p.."i 
"r,lays 

and the nied to ensure completion of critical infrastructure

i.uJr,'"n"rgy ani railway), the projected development exPenditures including

;:*rffi;6j""i' i, r'(++z'rj billion (9'5 percent of GDP) in 20.14/15' Most

;;;;'J;tt';t; expected to support 
"tititui 

inf'*tt"ture that will crowd in

Drivate sector investment as *eli as facilitate critical interventions to remove

tinding const aints to growth '

116. About 47 percent of the development budget will be funded through

froject lo"n, and grants not tied to conditionalities from development partners'

il,i, i. .*p"".a 6 be about 4'5 percent of GDP in 2014/15 down from 5'5

;;;;.;; il',I* revised budget of )otztt+' with improvement in procurement

Itur,nins (followine the expected review of the Procurement and Disposal Act)'

i#il:;t;; .;;;',,v "i project tunds is expected to increase resulting in a

higher investrnent level in infrastnrcture activities'

||7 , ln view of challenges of climate change, a contingency provision ofKSh.

i.O Uittion wilt be provided in tlre budget for FY 2014/15'
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Overall DeJicit and Ftnancing

1.18. The overall budget deficit (including grants) in 2014/15 is projected to be
a!o.u1 tfS! 291.5 billion (equivalent to 6.3 percent ofGDp). About i4.5 percent
ofthis budget deficit will be covered by net external finanoing amounting io KSh
I00.7billion (2.2 percent of GDp), leaving abour KSh I90.81illion (4.1-percent
of GDP) to be financed through domestic bonowing.

I I 9. The Govemment continues to lengthen the maturity stucture of
govemment debt. While we had achieved a ratio of g5: l5 in favour of long term
bonds, the appetite for short-dated Treasury bills in*eased more recently;ue to
rising inflationary expectations. Going forward, the Govemment will gradually
unwind short'term debt and replace this with the long term ones in co-nformity
with the policy target ratio of75:25.

Summary

120. .. Fiscal policy will support grorvth within a sustainable path of public
spending by allowing tho deficit to decline gradually so Bs to achieve a debt to
GDP ratio of less than 46.2 percent in the medium-term. Therefore, moderation in
govemment spending will help assure debt sustainability and intergenerational
equity in line with the constitution and the fiscal .e.poniibiriry principles in the
PFM law. Meaawhile, efficiency and economicai spending 

-of 
govemment

resources will be enhanced to create room for critical inierventions and p.o-poor
spending.

t
I
I
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[V INTER,GOVER'NME,TAI,

REVENUE

F'ISCAI-,
DIVffiIOI{ OF

Iutroduction

121. The 2014 Medium-Term Fiscal Framework is being prepared at a time

*i"" ,igrin"*t progr.ss ha' been made in establishing and o-perationalizing the

,or"ay i"r.*tints in accordance with the provisions of. the Constitution'

r"i#fi'g ii-r. general election held in March 2013' -,Countv 
Executive

;;;i6t ani county Assernblies have been formally constituted and

;;;; ol.r*ionr' ln addition, county govemments have established County

pril. I"*f.J soards which haue'embatkJd on the recruitment of the requisite

staff to facilitate effective service delivery by county govemments' .Key

i.iirno".**."*l institutions have also commenced operations and have

Hfa#;;;r 
'-io, 

uotr, levels of govemmeni io consult and resolve

#;il; .rri'r.rg..'r" ,rr" ,litout of tt'e devolved system of govemment These

include: the Intergovemmental Relations summit, the Intergovemmental Budget

una E"ono.i" Council and the Council of County Govemors'

122. With the enactment of the key larvs to govem p.ublic finance maragement

*i ir,.tg"""..ental relations as well as the establishrnent of the necessary

:^;-;, ,; intArsovemmental institutions, the intergovernnental budget process

iJili, ,,r'ii:'r,i"*i. ir'i' progress-notwithsturding' in 2013/14' the first

;";;;i"il;r.-;ithe implemeniation of the devolved svstem of govemance'

"orniy 
go'u".nr.nts have experienced challenges in plan-ning and budgeting as

well as i-he execution and reporting on budgets'

123. Foremos! given that the elections were conducted close to the

"J*".,"r..r.", 
of inanciat year 2Ol3ll4, tJre county govemments did not have

-r"ir'1ir" t" plan and bud'get' Second, the decision to. transfer most of the

functions assigned to counry ;ovemmtni' t"ut g""tt"d in. August 2013' after

;;il;;;ffi;nts naa finaliied their budgets' fhis necessitated the revision of

""""ii 
E"ag.ir. Third, there wlre anomalieJ in most county budgets approved by

;il;'f i;;;2013 largely because the budgets were prepared in a rush to meet

"onr,iirii"r.ia"udlinJs 
as well as limited capacity in the county governments'

124. The challenges have gradually been addressed through a trvo-pronged

strategy. First, through intergovemm ental forums rvhich . facilitate closer

cooperation between the national and county govemmgnts, such as, the

Inteigovemmental Budget and Economic Council (lBEC), an intergovemmental

forum for consultation on economic and financial matters. Second, the national

govemment, in accordance with the requirements of secti on 15 of the Sixth

Schedule of the Constitution has also been suPPorting county governments by

building their capacity in the mana gement of public finances.
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Resources Available

Equitable Shares

125. Article 202 ofthe Constitution requires that revenue raised nationally be
shared equitably among the national and county govemments. According to
Artiole 203(2) of the Constitutjon, in dividing the shareable revenue behveen rhe
hvo levels of govermnent each financial year, county govemments must be
allocated an equitable share of revenue that is not less than l50Z of most recent
audited revenue received as approved by the National Assembly. In this regard,
the equitable share ofrevenue allocated to county govemments in 2014/15 is not
expected to be less than Ksh. 102.3 billion, based on the latest audited revenues
ofKsh. 681 billion for FY 2011112.

126. The equ_itable share of revenue is an unconditional allocation to the
county govemments and therefore county govemments are expected to plan,
budgeq spend and account on the funds allocated independently.

127. The Constitution does not explicitly prescribe rhe upper limit of the
equitable share of revenue to be allocated to either level of government.
Nevertheless, the Constitution provides some principles that could inform the
decision on how high up the equitable allocation to either level of government
can be set.

128. First, the Constitution requires the equitable division of revenue to take
into account the functions assigned to each lev€l of govemment. This calls for
accurate costing of the functions assigned to each level of government. In this
regard, the costing of the functions assigned to county govemments was
undertaken through a consultative process during the preparation of the MTEF
Budget for 2013114. This costing forms the baseline for the division of the
equitable share of revenue for 2014/15. Second, Arriole 218(2) of the
Constitution requires division of revenue between the two levels of government
and across county governments to take into account the criteria set out in Article
203(l) of the Constitution. The ciiteria include factors such as: national interest,
public debt and other national obligations, needs ofthe disadvantaged groups and
areas etc.

Addilional Resources

129. In addition to the equitable share ofrevenue, county govenlments are also
expected to get additional resources flom the following sources:

Addilional conditional and unconditional allocations from the share of
the national govemment as contemplated under Article 202(2) of the
Constitution.
Own revenues from specific coulty revenue raising measures through
imposition ofproperty taxes, entertainment taxes, as well as any other tax
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thev are authorised to impose by an Act of Parliament as well as user fees

ani charges authorised by county larvs'

" iooo*,is, provided national government gxarantee is obtained as well as

the approvai ofthe respective county assembly'

" Grorts and donations from development partners in accordance with

,".iion ftS and 139 of the Public Finance Management Act' 2012'

o Eoualization Fund established under Article 204 of the Constitution for- 
il,"";;;;i piouiaing basic services including rvater' roads' health

i."ifiti"t and ilectricity to marginal areas in order to bring these services

in the marginal areas to national standards'

Transfer of Functions and Budgeting

Legal Basb

130. The constitution has assigned functions to both levels of government

*ftit,n" i*rii,ion to Devolved dovemment Act' 2012 (TDGA) prescribes how

,i"'2""i1"r. are to be transferred from the national government to the counfy

;;;;;;;;; durine the transition period Article 187(2) of the Constitution has

:il;il;i ;nE prin.ipt" .finance should follow functions' which requires

a# ;; ; iun"tion i, iransfened, the necessary -resources 
should also be

translerred to the government that is assigned thai function in order to enable

such govemment to perform the functions transferred'

131. Therefore, save for cases where there is a signi{icant grotth in revenue

,rir"a *i"rAfy, the only way to substantially increase. the allocation to either

;;i#;;#ent bevond ih" 
"o't 

of funttions assigned under the Fourth

i-"n"arl""f the Constitution, is by transferring functions from one Ievel of

gor.rn rn, ro unother as contemplated under Article 187(2) ofthe Constitution'

Link between Revenue Allocation a"d Futlctions

132. As an example, if the national govemment lvas to transfer to county

rir"*t"r,t KeRRi and KURA road projects, which were retained at the

i^""r.i'i."lf, ,ring tt. "rti.uttt 
for FY 2014/15' the total county allocations

*di in"r"ui, to *sh. 227.9 billion or 33 percent of the most recent audited

,"r"nrr. If primary and secondary education functions'. excluding the Teachers

i"*i"" 
' 

fc"l',rirsion (TSC) were transfened to county govemments' county

iro""ti"ir, *"rla increase significantly to 40 percent ofthe most recent audited

r.""rr.. If primary and secondary education 
'functions' 

together with the TSC

were ransferred to county gout*t"nt', the total allocation to counties would

inciease furthe, to 65 percent of the most recent audited revenue"Table 4'l

;;;rtd* the three scenarios highlighted above which illustrate the link between

Ir** ."Jn r"ion assignmeit' Therefore, save for a situation where revenue

;il;; ilp;;ves dram-atically, it may not be.possible to:ignificantly^increase

the vertical allocation to county'govemments without tansfe ing more functions

to county govemments as conieriplated under Article I 87(2) of the Constitution'

A.)+J
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Transfer of functions to another level ofgovernment, however, can only be done
ifthere is demonstrable capacity to perform that fi.rnction.

Table 4.1: Possib
Governments ma

le

So u rce : N allo n al Tt eosury

Transfer of Functions and Eudgeting

Scenarios to illustrate how Iligher Altocations to County
be Achieved in Future

133. The porver to determine the i.rnctions and the quantum ofresources to be
'lransfened has been assigned to fte Transition Authority (TA) under Section 7 of
the TDGA. In exercise of that po$,er, the TA gazetted tj:e decision on the
immediate transfer of all the functions of the defunct local authorities to be
perfornred by the County Govemments in February 2013, in accordance with the
provision of section 23(1) of the TDGA. Thereafter, the Transition Authority
gazetted the decision to transfer more functions vide legal No. 137, in accordance
with the provisions of section 23(3) of the TDGA.

134. According to the TDGA, the TA's decision on the transfer of fiurctions
and resources determines the level of goverrment that plans, budgets, executes
and reports on the revenues allocated to the two levels of govemment. Therefore,
rvhere functions assigned to county govemments have not been transferred to
county govemments, (e.9. tIe Rural Electrification function), the national
govemment rvill be responsible for the planning, budgeting and reporting on the
revenue allocated for the function. This allocation, however, remain a county
allocation, even though the function has not been tansfered 1rl flre counties sincl
it will ultimately be transferred during the transition period. Where a function is
transferred to counties, then the county govemment is responsible for the
planning, budgeting and reporting for the revenue allocated for such functions.

135. Before county and national governments budgets are prepared, parliament
must approve the division ol revenue between the national and county
govemmerts and among the county govemments. The Cabinet Secretary
responsible for finance is required to prepare and submit the Division ofRevenue
Bill and the County Allocation of Revenue Bill to parliament for approval to
autlorise the division of revenue raised nationally between the national and
counfy governments and among county govemments. In preparing the Re\,enue
Bills, the Cabinet Secretary is required to take into 

^"count 
the recommendations

of the Commission on Revenue Allocation on the Division of Revenue between
the national and county governments and across county govemments. Upon

Scenarios for FY 2014/15 Amount (Xsh.)

Percentage of most iCiEni aiJiiEd-
revenue (2011/12)

l Currenf Cost ofDevolved Functlons 228,489,000,000
nctions plus XehRA andCurrent Cost oiDevrlved ru

(URA roads 238,989,000,000

i

Current Cost ofDevolved Fun ns plus Primary.nd
Secondary Educrtion excludlnS TSC 286,447,000,000

IV

Curr.nt Cost of Devolved Funaions ptusFiimifliia
Secondary Educatlon and TSC 452,970,O00,00C 6E%
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approval of ttle two Bills, each level of govemment- is expected to Plan'

drmutate, execute and report on their budgets independently'

136. The county govemments have adequate time to plan and budget for the

i*L"l"j'y"* ioi+7r s ,t i, time round. county govemmenrs will therefore be

;;il'i;;;;p"* their 2014/15 MrEF budget in line with the

;;;;;*;*;l tudget process set out in the Public Finance Manasement Act'

2012.

Vertical Division of Revenue

Baseline Cost of Devolved Functions

137 . In estimating the county governments' share of revenue raised nationally

;;" ;i;;;i"J to lounties inti'e financial veat 2014115' the baseline cost of

a"r"fr.a- lr"Ji"ns is derived from the Division of Revenue Act' 2013 and

"".mr"t- "f 
the equitable share of Ksh 190 billion' To this baseline the

following adjustments have been made:

" 
"ea:rt*L", 

to reflect the increase in cost for personnel emoluments for

""rlrq, 

' 

"in1f 
nistration in line with the decision of the Salaries and

n.*,i""iriio, Commission (SRC) communicated vide circular of Ref' No'

SRC/TS/CGOVT/3/16 of 27th November 2013'

o Adiustments to include cost of county staff pension and/or service gratuity- 
ffi;;;;;fu.n.*itr, u'," curent legisiation and the decision of the SRC' It is

"*p"","J 
ifr"t tt.ffofthe county gov-emments will.shift lrom a defined benefit

;;;i";;;.r" to a defined contributory pension scheme' where county

iovemm.ents will be expected to contribute to the scheme'

o Adiustment to transfer a portion of the allocation for administration at the- 
;il;;;;, oi national' government ministries^ whose functions were

transferred to county goveirments' This is to reflect the reduced role of

,uiio"ui g"r.*,r"ni in tt. administration of the functions transfened to

county govemments.

i8. The total cost for adjustment of salary, pension and gratuity is expected to

U" fsft- 16.6 billion n 2}l4l15' As i iesult' the cost of salaries and

administration of the new county structures is expected to increase from Ksh'

ii.6iilii"" i" 2013/14 to Ksh.3b.Z billion in 20t4/t5. The cost of pension for

,t" ,ruff transferred from national govemment to county govemments is

"riirui"a 
at Ksh 4.2 billion in 2014/f5' In addition, Ksh' 7 l billion is to be

o*rr"""a from the budget of the national govemment to county goverflments,

il;;-;i;.*""t to reflict ttre expected reduction in administration costs for

nuiio'nuf 
"go".nr.ent following the transfer of some functions to county

;;;;;;i, in August 2013. iable 4'2 shows the computation of the Vertical

Illooation ofrevenue to county govemments in 2014/i5'
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Table 4.2: Vertieal Allocafion of Revenue to County Governments in Fy
2Atq75

Bud t ltem KSh. Millions

uitab le share in 20L3/74 190,000

Estimoted cost of rentunerotion and odministrdtion of
the new county structures in FY 2073/14 1? F)')

Adjusted Baseline L76,318

Add:

7. Adjusted cost of remunerotion dnd odministrotion
for the new county government structures, including
adjustment lor pension/grotuity and increase in solaries &
ollowonces

2. Cost of pension for stdlf tronslerred from ndtionol
government

3. Cost ol odministration transferred lrom nationol
government to county governments

4. Adjustment to coter for annuol qrowth in
expenditure

30,200

4,248

7 ,080

10,s83

Total County Allocation from the shareable revenue 228,489

Less:

Cost of Rurol Electrifrcotion function that is to be
transferred to county governments at a ldter dqte 7 ,31,4

E uita ble share in 20!4/L5 zzt,r75
Source: National Treasury

Proposed Vertical Division of Revenue for Fy 2014/l S

138. In the Financial Year2014/15, the estimated vertical allocation to national
and county govemments is as shown in Table 4.3.
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PercentaBe (%) of
201U12 Audited
Revenue(i.e. KES.

682.1 billion)Amount in l(ESe/Level of Allocation

1,25.7%

1.1%

0.5%

853,525,000,000

7,314,000,000

3,410,705,000

National Govern ment

Of which:

Rurol Etectrificotion (REA Funds)

E uolisotion Fund

32.4%221,17 5,000,000County Equ itable Share

L,07 4,70O 000,000Total Shareable Revenue

Table4.3;AttocationofRevenueraisedNationallyBetlr'eentbeNationaland
Coun Goverum ents for FY 2014i 15

MEMO ITEt\4S

S o v rce : Nalio nal T r ea sut))

govemment.

13g. In the flnanciai yeor 2014t15, the fulrds allocated to county govemments

ui" .rtirut"a at about lish242.4 billion. This represents 35.5 percent of the most

recent audited revenues approved by the National Assembly (or Ksh 682 1

tf f fi"rl, ".r" 
ihan douule^ the constiiutional minimum of 15 percent' This

comprises of:

o Countf Equitable Share of Ksh' 221'2 billion' This is an unconditional

allocation to county govemments in accordance with the lormula for

sharing revenue approved by Parliament under Article 217 of the

Constitution'
o .Allocation for R.ural Electri{ication of Ksh' 7'3 billion' It should be noted

that whereas this function has been assigned to the county governments the

Je"ision to ' transfer it to county govemments in a manner contemplated

under the Transition to Devolvid 
-Govemment 

Act, 2012 is pending. This

function is therefore under the national govemment and therefore planning

-auuag.tingforthisfundwillbetheresponiibilityofthenational

32.4%

7.1%

2.0%

2?1,115,000,000

7,314,000,000

13,89 8 67 3 ,499

County Equ itable Share

Ru ral Electrification (REA Funds)

Conditional Allocations - loans and

grants

35.59',"242,!a7,673,499AllocationsTotal Coun
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a Conditional allocations from donor loans and grants estimited at Ksh.
13.9 billion.

Evaluation of tlre Vertical Division of Revenue in Relatiort to Article 203e) of
tlre Conslitution

140. Of the balance of the shareable revenue left after allocating Ksh228.4
billion to counfy govemments, it is estimated that Ksh 3.rt billion or 0.5 percent
of the most recent audited revenue will be allocated to the Equalisation Fund in
financial year 2014/15.

141. In estiurating the vertical division of revenue between the national and
county govemments the national govemment took into account the criteria set out
in Article 203(l) of the Constitution. Some of the factors set out under Article
203(l) that were taken into account include: national interest, public debt and
otJrer national obligations and others. Table 4.4 provides an assessment of the
extent to which the requirements of Article 203 (l) have been incorporated in
estimating the division of revenue betu,een the national and county levels of
govemment.
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Table 4.4: Evaluation of Revenue Allocation in Relation to Article 203 (l) of

the Constitutioo
2AL4/752013l14z0L2lL3BUDGET lIElt4

L,O74,700955 600849,740ArA)ordina Revenue excludin

478,296

80,071

t9,243

L7,687

4,383

3,014

2,7M

68,481

162,34s

8,902

3,816

108,211

472,776

89,444

20,004

15,700

5,988

2,947

7,475

67,386

165,739

8,949

4,L60

90,984

360,587

91,275

1n \4)

12,157

g,243

5,410 '

1,072

<? t-11

ua,412

7,749

25,286

Natlonal lnterest lArticle 203 (1](a]l

7, Defence ond NIS

2, Porliament

i, JudiciorY

4. PresidencY

5. Office ol the AttorneY General

Office & DePartment of lustice

8. Teochers SerYice Commission
g. Other Constitutiondl

Commissions ond lOs

10. Eledions
77. Notionol Strotegic

lnterventions

5, DPP

7. Police Services

B

4!4,39L

353,477

60,914

38L,535

331,167

50,368

36L,322

320,322

41,000

Public Debt and Other Obllgations
(Article 203 [11[b])

7, Debt PoYment

2. Pe ns io ns, co n stitutio no I

solories & other

C

s,0005,0005,000encies [Article 203 (1)(kD

3,4003,4.003 000
Equalisation Fund [Artlcle 203 (r) (c)

and (h)lE

)J9 LgqL93,4t9L68,974

tounty Governments Allocations

lArticte zo3 (1) (f))l less Loans and

GrantsF

54,87100,530(4s LEzl
Ealance available to National

Government after Article 203 (1H

142. It should be noted from Table 4.4 that after takin

set out in Article 203(1) ofthe Constitution, there is no

national govemment needs. indeed, the national go

shortfall of Ksh. 54.9 billion or 8.0 percent of the mo

g into account the criteria
revenue left to fund other

vemment is left with a

st recent audited revenue
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received as apprcved by the National Assembly. This therefore means that the
national government will have to borrow to finance other national government
needs.

Projecled Slnres

143. The projected shares of revenue for the trvo levels of govemment are
outlined in Table 4.5. The equitable share is pr,:jected to grow faster in 2016/t7,
at l6 per cent compared to 12 per cent in 2015/16, as the amounts allocated for
rural electrification are converted to unconditional allocations to counties.

144. The allocation for the Equalisation Fund is expected to rise from Ksh. 3.4
billion in 2014/15 to Ksh.4.2 billion in 2016117.

Table 4.5: Projected Division of
Billion unless iirdicated other-r,r,ise

Available Funds,2014/15 to 2016/17 (Ksh.

Source: National Treasury

20!4 15 2Ot5/L6 2016/17

1.0

2.O

3.0

National Gov€rnment

Equalisation Fund

Cond itional Allocations to counties
Of which:

RuralElectrification

County Govern ments

Eq u ita ble Share

Conditional Allocations
Of which:

Rural Electrification

Total Shareable Revenue

Percentdge Shdre
NationalGovernment
Cou nty Govern ments

Memo ltems
Conditional allocation to counties -
Loans and Grants
CoLrnties own revenue
County Allocations as a % of latest
audited revenues (Ksh.682 billion for
FY 207L/72],

846.2

7.3

228.5

7.3

I n1l'l

33.5%

7.3

221.2
7.3

18.7%
21.3%

13.9
28.4

96 9.7

7.8

255.5

7.8

1??qn

37.5%

3,8

247.7
7.8

78.9%

20.8%

14.7

32.6

1,108.6

1,399.0

4.2

286.2

286.2

42.O%

79.20/o

205%

15,6
37 .4

50 2014 Budget Polrby Statement



Ilorizoutal Division of R.evenue among Counties

l45.Sectionlg0ofthePublicFinanceManagementAct,2012requiresthe
iuuir.i S."tttu,y for finance to prepare and submit to Parliament a County

;il;.; of Revenue Bill, setting oui the division of county govemments' share

;;';.;;;;t among counties. c-ounty governments will also get additional

conditional allocations from the loans and grants'

146. Table 4.6 provides estimates of revenue allocation among counties inlhe

n".*fi y"* ioiqts. The allocations comprise of the equitable share of Ksh'

;uirttil;;; distributed based on the formula for sharing revenue approved by

p*fiu*tnt in accordance with Article 217 of the Constitutio

147. In addition, county govemments will also get an additional conditional

,rio*,i"" J rrri. z.g 6ittion to finance rural electrification projects' The

uiio"ation is shared among counties in accordance with the revenue sharing

i**ri" 
"ppr"r"a 

by Parliament' As explained above' this function is yet to be

transfened to county govemments by the Transition Authority' The allocation

;;fth;;i"t" be mana'ged by the naiional govemment on behalf of the counly

;;;;;;;;;; tl,ere6.e rvitl be part of thi national govemment vertical share

of revenue.

148. An additional conditional aliocation of Ksh' 13'9 billion will be allocated

io .ou,ray govemments from the loans and grants received from development

;;;;;; 
'ani the government counterpart funding- derived from the national

'go**r.nt't sharl. The conditional altocations from proceeds of loans and

;;;; 
'h;.;*, 

will not be transferred to county govemments in the financial

year 2014115 due to the following reasons:

o Loans and grants earmarked for devolved functions are tied to on-going

cont 
""ts 

with suppliers, tho alteration of which may have legal and cost

implications;

. There exists financing agreements guiding the structures and management

framework of all the prograilmes/projects, the alieration of which would take

long and delay implementation of programmes/projects;

o Some ofthe programmes/projects funded by loans and grants lave a$eed

imDlementation structures transcending more than one county and therefore it

,.'v ,.i i. p"ttible to place the responsibility for their management in one

county govemment; and

o .The frnancing agreements also specifo the funds flow modalities which

,"yr"t l" """titeit 
with what is contemplated under the intergovemmental

arrangement.

149. I
financin

t is therefore exPected that the loans and grants under the existing

the national vemment but with

51

a ement will be m b
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involvement of county governments in the project Steering Committees and
Project Implementarion Units for'each programme/project. In addition, reporting
anangements as well as the conditions attached to the implementation of the
programme/project will be clearly spelt out in project Implementation
Frameworks to be agreed with counB govemments prior to the release ol the
funds and implementation of the projec.ts.
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Tabte 4.6: Revenue Altocation for Each County Governmeut for FY 2014/15

izr

lU
,17

tt 2a,ll:,4

Allocations. TotllcountY
(!hTotd CounlY

allootlont{Eh.l Equitable 5harc

Runl

Eledxlficrdor

8.rifto 1,78O757,552 125,025,2J9 7 161

t8r% !,715,121,394 .,@7,503,r41 132,521,a58 i50.759,518 {,u90,795,!29 5.95

l.z5x 5,515,252,210 711,417,0t5 8,1rr,i,124, U9 1,99

!8cll ,,a8,n),sn 3,972, 10S,0{9 131,359,f07 9.762

1,136,5111q 2.784.{90888 92,079,87! 8151

1,351,281,093 1,25?,656,165 108,057,919 1,801u9,074

i.22.,' 4,596,r65,675 162.901,m1 91,802,!18 5,168,168,210

1,791,6[9,841 15E,653,362 5,171,78t,625

2,423,476,881 150139t08s 86,058,179 2,780,2!5,61 19,4C2

K 1ie; 1,5rr,792,058 3,755,950,107 124,218,311 214,154,4i8 !,095,351,115 5.9!9

341* ?,156,?t\m 7.58,4,559,170 r50,811,881 955,696,758 8,791,078,809 5,?91

17lN 629 t,81s,653.1E7 126,840.927 120,8r7,.Iq 4,81,331,712 5,1t5

2.87X 6,264,{35,5q 5,154545,405 u0,137,425 1a8.204.918 5712,887,!48

(itill 2.86% 5,820,419,123 5,$5,517,520 209,508,657 142,501,1!8 6.58r,6{€,794 s,025

136X 2,8A,920,8.0 3,012,,t79,221 tn,515,192 1,389 6rt,597

Xirli 2.73X 6,019.s96,11u 1-o9,722,419 155,899,518 6,19t,218p1q 5,Ss0

4,855,574 7,lt 1,812094,911 199,957,101 210.5D,518 s,207.581,533

1.8V; 5,614,195,951 6.187.439,951 299,716,!18 5,..91.757,91I 6,60€

r.97% ,1.07?..rc]66i 4,354,077,915 144,114,981 158,452,418 4 676,875,314 7,196

2989
1.13'l, 2,75?,834,914 2.936,985 641 !7,122699 155,2245i3 3,18-a,:3Z.Et8

18,673
0.1y 1,599,991,106 57,h,11A 9t,802,418 1,896,571,C15

2 61X 5,41\,691,909 5,752,909,4€7 190,572,714 102,987,289 6,256469,490 5,695

l.1ai 4,711,15r,8!1 5,08t,546,941 168,077,223 309,113,344 5,559,657,S0S

7,169
1.45% 5,780,541,137 1,624,989,121 252,1q9,528 91,801418 7,968,911,273

z.0crl 4,t)68,447 ,6@ 4,41E,167,51! 146,rr0,279 9r,602,418 4,556,280,1i1 15,9-o2

t5w, 5,507,866,27t 5,528,728,169 181,828,610 1,584,000,1s4 7,295,S61,151 5,179

?.25x 4,760,051,0j1 4,959,553,098 164,137,672 216,486,618 5,150.187,388 5,814

007
2 0l9i {,t47.575,911 4,425,546,174 146,147,684 131,729,518 q,103,511,911

4,311,825,974 q,sso,tsl,tlt 150,799,114 11q,012,785 5,014,969,659 5,352

5cf}n ,a,896,216, E?q 11,055,462,,491 365,921,974 1,505,339,814 11,036,724,121 4154

).r2% 6,961,312,53! 5,.o10,137,606 228,516,827 138,214,t18 7,277,068,991

183% 1,886,848,s86 4,048,551.880 120,799,5rE 4,301,212,3m

5,701
7 04% 4,115,381,9!L 4,502,1?9,905 r4n,861,8!l 205,415,618 4,856,478,177

N 1601 3,317,084,5lL 1,517,221,499 115,971,801 153,902,418 1,808,0!5,718 6165

N 1.66% 1.415,119,0!! 3,667,089,692 121,266,191 145,774,518 t,934,110,601

4,071,172,92! 1,788,116,810 125,258,518 r16,867,785 4,210,253,28

!1l 180t,092,097 ),024,45),718 lm,015,t57 91,802,418 1,216,271,324

! 91X 3.971,5!2,206 42s3,054,841 laa,u\,511 653,606.711 5,047.105,129 5,992

1.21% 2,625,482,115 2;817,80{,4t0 93,1E1,516 91,80U,4i8 3,m2,?!8,194 10,549

1.53X 1,11E,807,124 3,192,508,745 112,185,318 123,797,418 t,628,492.481 15,114

7.llr 1,414,590,07I 2,6',71, 150,382 88,138,781 698,623,219 1,458,522,401 9,467

T 1.95% 1,923,008,857 4,141,858,96{ 1{1,580,557 5,590

4 Atl 7,89{,198,068 8,921,959,701 295.039,161 91,E02,418 :40 10,882

7.WA 1,065,889,8!L 4,419,574,955 1.5,150,20{ 96,431,418 4,662, t5?,588 5,2Ir

1,01E,518,7{0 1,296, r6,{,713 109,m,lll d10,4t5,808 ,1,81t 6l1,8tr ,( 931

z.fix 5,6a1 ,52r,551 5,158,01E,175 201,519,157 91,E01,r18 6,453,{79,959 9,7q9

1.55X 3,t92.826,759 !,511,127,115 121,452.821 95,412,418 3,890,511515 7.589

GRANoTOTAL _ 1m.0e; 210,0@,@,ocn 22t,175,000,0o0 13,898,573,4..9 241,187 ,573,499 6,275

il

15

iz

171

i3r

]B

34

35

4)

Fiscal DisciPline

150. Article 201 (d) ofthe Constitution requires public money to be used in a

"*i"ni una ."rponribl" *"y rvhile Section 10i ofthe PFM Act' 2012 sets out the

1"""i'*tp"*ulfity principies to be enforced by the County Treasuries' Cunent

;;il i;'th" county planning and budgeting as well as execution of budgets
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suggest that county eovemlnerts nlay have difficulty meeting tlese requirements.
A review of some county budgets as well as the courrty rev"nu" collectio'tends
indicate that count]' govemments may not realise thi ambitious targets set for
revenue collection for financial year 2013114. There is therefore a ris[ that some
county governments may end up wirh huge unfunded budget deficits at the end of
the financial year. county governments shourd therefore be conservative in
projecting their revenue collections. In addition, county govemments should not
include deficits in their budget for financial year zoi+lts without a clear and
realistic plan ofhow the deficit will be funded.

151 ' county governments have embarked on ambitious staff recruitment
exercise. This tend if not checked may result in an unsustainable wage bill.
County govemments are therefore urged to ensure that staff numbJrs are
commensurate to the functions assigned. County governments must also ensure
compliance rvith the requirement of section lO7(2Xb) which requires county
Bovemments to spend a minimum of 30 percent of their budgets on-development
expenditure over the medium term.

Capacity Building of County Governments

152. Evidence shows that some counties are still exped cing challenges in
fully implementing the PFM Acr 2012. The national gor.-rn.nt will therefore
continue providing the necessary support. In flris regard the national govemment
will roll out training a-nd provide standby teams to r-spond to requests-for support
from the county govemments. A county public finance management hai;ing
curriculum has been prepared and preparation ofrrainers and Users'Manual foi
each ofthe training module identified in the curriculum is underway.

34, In addition, the national govemment is in the process of setting up a
departnent within the National rreasury to coordinate iniergovemmental matters
relating to economic and financial management. Resources-will also be set aside
lor building the capacity of county govemments in public finance management in
the national budget for the financial year 2014/15.

Summary

153. .The new PFM larv provides a robust intergovemment8l budget process
that, if implemented, will present an opportunity {br improved financial
management at both ]evels of govemment. The division of revenue behveen
national and county govemment in 2014/15 is informed by function assignment
as set out in the Fourth Schedule of the Constitution. In 2014/15, approxi-matety
21.3 percent of the estimated shareable revenue in financial y"u.-ZOt+nS i.
allocated to county govemments while national govemment share is 7g.7 percent.
In addition, county governments will receive additional conditional aliocation
from loans and grants received from development partners.
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V MEDII]M T'ER,}4

F'R.A.MEWORK

EXPENDIT'ETRtr

Resource EnveloPe

154. The resource envelope available for allocation among the spending

agencies is based.on the medium term fiscal framework outlined in section III:

oDomestica]lymobilizedbudgetresourcesfinancbabout80percentofthe
budget. Of this, tax revenue (income tax, customs duties, value added

taxe-s, and excise taxes) accounts for over 70 percent of total budget

resources. Revenues are expected to be 25.3 percent ofGDP in 2014/15;

o Committed external financing in the fornr of grants and concessional

borrowing tied to speci{ic programmes/projects are expected to be about

2.2 percent ofGDP in 2014/15; and

Domestic bonorving at 4.1 percent of GDP is expected to finance about

65 percent of the deficit in.r}l4ll5, and thereafter is expected to decline

to ftnun", about 40 percent of the budget delicit in the medium term This

is consistent with the objective of gradually reducing the debt stock as a

percentage ofGDP.

155. Ordinary revenue is projected to broadly cover funding required for

recurrent expenditure, County allocation and part of the development' Ieaving the

rest of the development budget to be financed mainly through extemal project

grants and loans, as rvell as domestic borrowing' This approach bodes well for

long+erm sustainability of our public finances'

$pending Friorities

l56.TheMTEFbudgetingwilladjustnon-priorifyexpenditurestocaterforthe
priority sectors. the Secona MTp (2013-2017)' together with the priorities ofthe

new Aiministration will largely guide resource alJocation, going fonvard'

157. In addition, the constitution and the PFM latv require national and county

gou.a."nt, to piomote budgetary transparency, accountability and effective

Enancial nr"nugin1.nt of the economy and the public sector. Therefore,

inefficient and iasteful public expenditure will be eliminated at all levels in

order to promote public trust in govemment spending'

158. Overall, the MTEF budgeting will fogus on the following:

55 2014 Budget PolicY Statement



The priority social sectors, education and health, rvill continue to receive
adequate resources. With a combined allocation of 30.1% of total
discretionary expenditures, both sectors (education and health) are already
receiving a significant share of resources in the budget and iequire them
to utilize the allocated resources more efficiently to generate fiical space
to accommodate otler stategic interventions in their sectors.

At a total allocation of 22.5 Yo of total discretionary expenditures The
Energy, Infrastructure and ICT sector receive the second iargest share of
resources after education sector. This sector is a key driver of the
economy and reflects GovenLment's commitnent in improving
infrastructure county;vide, such as roads, energy and rail. The allocation
to the sector will continue to rise over the nedium term. This rvill also
help the sector provide reliable and affordable energy.

Other prioritl, areas includ.ing intemal security, rule of law, youth and
development ofarid regions, will continue to receive adequate resources.
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Medium-Term Expenditure Estirnates

159. Table 5.1 provides the projected baseline ceilings for the 2014 MTEF,

classified by sector.

Table 5.1: Medium Term Sector Ceilings, 2014/15 - 20f 6/17 (KSh MilXion)
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Baseline Ceilings

160. The baseline estimates reflects the cunent ministerial spending levels in

sector programmes. In the recurrent expenditure category, non-discretionary

expenditurJs takes first charge and excludes payment,of statutory obligations

su;h as interest payments, salaries for Constitutional offices and pension that are

financed by the ilational Govemment included in the consolidated fund services.
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These. expenditures are projected to account for about 18.0 percent of the
expected ordinary revenue receipts.

l6l. Compensation of employees covering those staff in the line ministries
providing services for national govemment and on behalf of tlre devolved
functions accounts for about 27 percent of the ordinary revenue. It is expected
that some ofthe staff rvhose functions have been devolved would follow these
functions rphen the counties are on board. Expenditure on operations ard
maintenance accounts for 33.0 percent of the projected ordinary revenue, of
rvhich Defense and NSIS account for 7.0 percent.

162. Overall, reourrent expenditure on non-discretionary, compensation of
employees, and operations and maintenance account for 99.0 percent ofprojected
ordinary revenue. The balance of 1.0 percent from total ordinary revenue is the
resources available to fund planned development projects/programmes for the
National Goveminent (excluding the Railway Development Programme which is
financed through the Railway Development levy) and loan redemptions.

163. As already indicated, it is onty 1.0 percent of the ordinary revenue that
will be available to finance part of the planned development expenditure in an
ordinary year. The rest of 1Ie development expenditure is funded through
borrorving fiom the domestic and foreign sources, as well as grants tied io
projects.

164. Development expenditures are shared out on the basis ofthe Vision 2030
and MTP priorities as well as other strategic interventions to deal with
unemployment and remove constraints to fastbr growth as outlined by the
manifesto of flre new Administatjon. The following guidelines are used:

. On-going projectsi emphasis is given to completion of on-going
projects and in particular infrastructure projects and other projecs with
high impact on poverry reduction a:rd equity, employment and wealth
creation.

. Counterpart fundsi priority is also given to adequate allocations
for donor counterpart funds. This is the portion tlte Government must
fund in support ofthe projects financed by development parhers. Usually
it accounts for between a quarter to a third ofthe cost of the project.

c Slrategic policy inlerventrbns: priority is also given to policy
interventions covering the entire nation, regional integration, sbcial equity
and environmental conservation and priorities of the nelv Adminisfiation.
The implementation of the Constitution is a.lso a key national objective,
thus more resources will be set aside for this purpose over the medium
term.

Finalization of S

troU(J

din Plans
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165.. As indicated earlier, the finalization of the preparation of the dstailed

Uuag"o *iff entail thorough scrutiny to curtail spending on non-productive areas

urJintutt ,.tortces are directed to priority programnles As detailed budgets'are

scrutinized and the resource envelope firmed up, it is likely that additional

resources may become available' Govemment will utilize these resources to

,.""ir"a"r"'key national strategic priorities with sound business plans'

Specifically, the follorving will receive priority:

Detaits of Sector Priorities

166. The medium term expenditure framework for 2014115 - 2016/17 ensures

.onilnuiryln t"tource allocaiion based on prioritized programmes aligned to the

i.r""J-ftip Qot3_2017) of vision 2030 and strategic policy iniriatives of the

jubilee Administration to accelerate $owth, employme't creation and poverfy

."Jr"ti"" The recent achievements and key priority targets for each sector are

based on the reports from the Sector Working Groups (SWG)'

,4grtculture, Rural & IJrban Devetoprnent Sector (ARUD)

167. This Sector comprises of three sub-sectors, namely; Agriculture'

Livestock and Fisheries; Land, Housing and Urban Development and the

f.f"ri"rufLandCommission.TheResearchandDevelopmentinstitutionsinthe
;";i;; 

-; 
Kenya Agriculrural Research Institute (KARI), Tea Research

ilrnA"tion ofKinya OnfXl, Coffee Research Foundation (CRF)' Kenya Sugar

il;; Foundation (KESREF) and Kenya Marine and Fisheries Research

Institute (KMFRi)

163.TheSectorgoalinlinewiththeVision2030is.loattainfoodsecurity,
sustainable land management, and development of affordable housing and urban

FriorilT Areas of Considera tion for Additional Resources

lr)tervention identified dur lders consultation foring the stakeho
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infrastructure". The Constitution, under Article 43 on the Bills of Rights; has
provided for accessibility of adequate food of acceptal,le quality and accessible
and adequate housing. In terms of its contibution to GDp, ARUb sector directlv
contributes 24'5 percent of the GDP valued at KShs 741 billion. The sector alsl
contributes approximately 27 percent to GDp through linkages with
manufacturing, disEibution and other service related sectors. It furtheiaccounts
for about 65 percent of Kenya's total exports, l g percent and 60 percent of the
formal ard total employment respectively. ARIID sector has been identified as
one of the six sectors aimed at delivering the 10 percent economic $o\+th rate
under ttre Vision 2030.

169. The key challenges facing the sector include unfavourable climatic
changes, poor planning and inadequate warning systems, low production and
produotivity, poor marketing and marketing infiastructure, low value addition and
competitiveness, inadequate physical infrastructure, unfavourable legal aad
policy frameworks, and low aocess to financial servioes as rvell as afFordable
credit.

170. Over the 2014 MTEF, ttre sector aims to address the above challenges by
raising agricultural productiviS through value addition and adoption oT new
technologies; exploiting irrigation potential; increased commercialization of the
sector aotivities; exploiting the potential of Exclusive Economic Zone @EZ);
creating an enabling policy and legal framework, improving efficiency and
effectiveness of sector institutions; effective administration and- management of
land- r_esource; enhancing Infrasbucture connectivilr and accessibility through
rehabilitating and upgrading strategio urban roads; development of dicent aid
affordable housing, and sustainable management ofresour"e, in the sector.

17 During the 2l14ll5-2}t6lt7 MTEF period, priority rvill be given ro the
following: fertilizer cost reduction and expansion of irea undei irrigation
including promotion of greenhouse farming, enactrnent of the Consolidated
Agricultural Reform Bill, establishment of Livestock Disease Free Zone (DFZ),
increased access of sector products to local, regional and intemational ,it"ta,
agro processing, value addition and product diversifica.ti6n of farm, livestock and
fisheries products, fisheries deve)opment and management through expansion of
fisheries in exclusive economic zones (EEZ), rand ieforms and iisuance of ritle
Deeds, establishment of National Land Information Management System
Q.fLIMs), establishment of national spatial data infrastucture, tevelopmint of
affordable and quality houses for lorver income Kenyans, installation oiphysical
and social insastructure in slums and informal settlements in urbal areai and
development of social and physical urban infrastructural facilities.

172. To undertake these programmes, the 2014/15 - 2016/17 MTEF estimates
lor the sector are estimated to be KSh.l87.6 billion. For the Fy 2014/15, KSh
55.6 billion has been set aside for tle sector. This is projected to increase to KSh.
65.0 billion and KSh. 67.0 billion, respectively, for the Fy 2015/16 and Fy
2016117.
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Energt, Infrasttucture & ICT Seclor (gfi)

173. The Energy, Inlrastrucfure and Infonnation Communications Technology

i""a. ,onriu, 
-of 

the subsectors of Energy and Petroleum; Transport and

f"A^rnrttri.; and lnformation and Communications Technology' The Sector

asnires to be a world-class provider of cost-effective public utility infrastructure

;#ii;i;;;-;rvices' in ih" ut"ut of energv, transport and ICT that meet

iiit"'"tL'"r standards' Key achievements during the 2ol0/11-2012/i3 MTEF

""ll.J'i"Jra" improved infrastructure and in particular construction of new

I*at i"J-uiffi across the entire country; periodic -road 
maintenance;

,"rr"ai"" of aifoort facilities; dredging of the port of Mombasa; Syokimau

"li-,*rt"-t 
tuit service and discovery ofoil in the Turkana County'

174. The strategies and measures to be pursued in the medium term include;

=uooortinn 
tf,. deielopment of infrastuctuie initiatives around flagship projects'

;ffi ffi ;,h; in.iitutionat framework for infrastrucrure developmenr, raisin g

il';"fi;i;;;y and quatity of infrastructure as well as increasing the pace of

ffi"G;; projecis so-that they are completed as envisaged' protectin-g the

"nri.on**t 
as a national *,.t und conserving it for the benefit of the future

;;;;;-;-the rvider intemational community' other measures include

E ."r*girg Private Sector participation in th.1-RJo^vision of infrastructure

r"*i"Lr"*"i"gn tf,e Public-Private-Partnerships (PPPs) framework'

175. Funding over the 2014/15 MTEF period will facilitate the implementation

and fast tlacking of Programmes undei the Information and Communication

Services; Road Transport; National Electrification; ICT Infrastructure

;;;;l&";i; Rril rranspoit; Marirle Transport; Rdnewable-Energv Resources;

p#"i.il i-'pr"ration ani Distribution; Airport Transport; ICT and Mass Media

Skills Develoiment; and Govemment Clearing Services'

176. Total MTEF estimates for the sector is KSh' 842 5 billion of which KSh'

ii6.O Uifiio, has been set aside for the FY 2014/15' This represents u ]?:9%
i""*"* it". fSh.2l6.5 bitlion allocated in the FY 2Ol3l14' KSh' 280 1 billion

""J 
riirr.-iiiJ uillion have been altocated to the Fy 2015/16 and FY 2016117.

.;;;"1y. irrctions such as county roads maintenance' street lighting' traflic

"ni 
purting, public road transport and ferries and. harbours' and housing have

been devolved 10 the county level of govemment'

General Economic snd Conufiercial 'Affairs (GECA)

177. The General Economic and Commercial Affairs (GECA) Sector

comprises two Sub Sectors namely: East African Affairs' Commerce and

i"ritu ,ra industrialization and Enterprise DweloPmelt, The Sector plays a

rigrii""iri- t"it towards achievement ;f the vision 2030 and Millennium

ij!".f 
"pr""t 

O"als (MDGs) through trade, tourism and investments to enhance

;clnoffi;;"*h. Exports hom Eionomic Processing Zones (EPZ) under the

t".,o, t,uni at Kshs'41.41 billion while direct local employment il the !l?
ri*ar 

", 
iz,sto peopl". Tourism eamings from the sector amount to Kshs 96'02
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billion. The sector contributes significantly to the overall national development
agenda accounting for about 33 percent ofthe overall GDP. It is a major source
of govemment revenue in fomr of taxes, duties, license fees, entry fees, among
others.

178. During the 2010111-2012113 MTEF period, the sector achievements
include the following: growth of exports from Ksh.409.8 billion in 2010 to Ksh.
517.9 billion in 2012 representing a 26.4Yo increase; expansion of intra EAC
trade with Kenya recording a surplus balance of USD$ 1,005.1 million, USD$
1,021.8 million and USD$ 241.5 million respectively, in the years 2009, 2010
and 2011. Expansion of Kenya's expofts to the EAC region from Kshs.10l.3
billion in 2010 to Kshs.l34.95 billion in 2012; employment under industry grew
by 5 percent with formal employment increasing frorn 261,300 in 200] to
275,800 in 201 i while infomal emplo;rnent grew by l? per cent frorn 1.57
million in 2007 to I .83 million in 201 1 . Value of exports from EpZ increased by
5.98% to Kshs 41.41 million in 20i2 from Kshs 3 9.I million in 20l l; direct locil
employment in the EPZ also increased from 32,043 persons in 2O1l to 32,516
persons in 2012.

179. The sector also exceeded its target of reviving dormant cooperatives (l g0
against a target of 100) and registration of new cooperatives (798 registered
against a target of400) for the FY 201212013. Appropriate model by-laws were
developed leading to the registation of fwo Diaspora SACCOs in U.K and U.S'A
in a bid to facilitate stuctursd remittances from the Diaspora. Tourism earnings
increased Som Ksh.73.7 billjon in 2010 to Kshs.96 billion in 2012; and visitor
arrivals grew from 1.6 million in 2010 to 1.7 million in 2012.

180. Despite impressive performance over the recent past, the soctor still faces
a number of challenges ranging from inadequate lega.l, regulatory and
institutional challenges, limited access to medit by businesses, high cost of
production, stiffcompetition from access to international markots, lorv arvareness
ofbenefits of regional integration, influx of sub-standard, counterfeits and contra-
band goods, and low technologl,, innovation, research and development.

181. Over the medium term, rhe sector u,iil implement progmmmes aimed at
promoting reBional inte$ation and cooperation; Fowth and development of
conrmerce; tourism promotion and development; savings and investment
mobilization; employment creation; and industrial and entrepreneurship
development.

I82. 'The key outcomes expected from the sector are: increased contribution of
industry to GDP; increased conkibution of cooperatives to the economy;
deepened and widened EAC hrtegration; increased contribution of domestic trade
and tourism to GDP; increase in export eamings; and effective and efficient
service delivery. The total MTEF estirnate for the sector is KSh 43.3 billion. For
the FY 2014/15, KSh. 13.8 biilion has been set aside. This is projected to increase
to KSh. 14.6 billion and KSh. 14.9 bitlion in 201 5116 and 2016/17 respecrively.
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Health Sector

183. The Health Sector comprises of the Ministry of Health and eight SAGAS

iur"ty,-f.nyuua National Hoipital, Moi Teaching.& Refenal Hospital' Kenya

ndi"ui n"t...h Institute, Kenya Medical Supplies Agency, Kenya Medical

i;;i;i"g College, National Health Insurance Fund, National Aids Control

6*r"i[*a uIi a ams Tribunal. The Medium Term Expenditure Framework

rvrp.n f.,, the oeriod 7Ol4/15 '2016117 for the Sector is guided by the Second

il;;;; i"." ilan of Vision 2030; the Kenva Health Policv 2012-2030; the

health Sector Strategic Plan and the Constitution ofKenya'

184. The sector mandate is to promote and Participate in the provision of

int.grut"J *a high quality curative, preventive and rehabilitative services that is

"orloUt". 
respo-nsive, accessible and accountable to Kenyans The key

,Jii"r...",, io. th, ,..tor include reduction ofunder- 5 year old mortality from

rii ,"ii.ooo live births in 2003 to 74 per 1,000 live births in 2008/9 and infant

rnortliity'fton, 77 per i000 live births to 52 per 1000 Iive births over the same

frtrir"r. ffr" sectoi has also seen increased immunization coverage for under -l
year old from 71% in2008 to 77yo inZlll'

185. The sector faces numerous challenges, rvhich include inadequate

i,lf.urt*trr. for service delivery, shortage of qrialified health personnel' and on

tiine detivery of medicines and rnedical supplies' tt{191ngl mortality ratio has

Jei"riorutea fro.4l4 in 2003 ro 4gg deaths per 100,000 live births in 2008-09

"nJ 
Uirtfrt utt"raed by skilled health personnel declined from 51 percent in 2007

t"-ai- ptr"""t ln iololtt, despiie considerable funding flowing to the

programmes.

186.Inthemediumterm,thesectorwillseektoaddressthesechallenges
through continued investment in training of health professionals' medical

;;;i;;t, health, ana sanitation infrastructure and improvement in the working

"LrJiti""t 
of medical Practitioners. The resources required under the Health

;;;;;; captured ,:nder four programmes and guided by the sector policy

commihnents and the core mandates olthe sub-sector

187. The resources being requested will be used to implement projects aimed

,ir"f,i"uing accessibility, affordabiliry of health services, and reduction ofhealth

i""q"af,i* and optimai utilization of health sen'ices These resources will'

t],"refore, target to improve access, quality and equity in the provision of health

,"iri""r.'frr""zo l4tli _ 2016117 lvfTEF esrimates for the sector is KSh. 121.8

Liition, of which KSh 37.9 billion has been set aside for the FY 2014/15'

i.pitt"r,i"g a 4JYo increase from the FY 2013/14' This is projected to increase

to'fSn +O.iUittion and KSh.43.4 billion in 2015116 and 2016/17 respectively.

188. Under the Constitution, a two tier health service delivery system has been

introduced wherebY the MinistrY of Health at the national level deal s with Health

policy, National Referral Hospitals, Capacity Building and Technical Assistance

io counties. On the other hand, the Counw Health Services will focus on County

Health Facilities and Pharmacies, Ambulance Services; Promotion of himary

OJ
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Health Care; licensing and conhol of selling of food in public places; veterinary
services, cemeteries, funeral parlours and crematorium; referral removal; refusl
dumps and solid waste. This scenario will need concerted efforts in resfucturing
humar resource management, infrastucture development and maintenance]
health financing donor funding and partnerships, amorg others. Consequently
relevant health sector laws,. Iegislations, policies and regulation will be
fomulated to guide the devolution of health servicos ;d programme
implementation.

Education

189. The Sector comprises of the Ministry of Education Science and
Technology (MOEST), the Teachers Service Comurission (TSC) and their
aJiiliated lnstitutions. The sector maldate is ro provide, promote and coordinate
quality education and training; integration of Science, Technology aad
Innovation in sustainable socio- economic development processes. The iector's
overall goal is to increase access to education and t aining; improve quality and
relevance of education, reduce inequa.lity as well as exploii knowledge ana sn s
in science, technology and innovation for global competitiveness.

J90. Key achievements by the sector include free primary education which has
improved admission into primary level education from 5.9 million in 2003 to g.g
million children in 2010 and 9,86 million in 2011. pupil completion rate
remained above 75 per cent, rvith transition from primary to iecondary increasing
from 66.9 per cent in 2009 to 73.3 per cent in 201I. Other achievements include-l
improved gender parity at primary school level; increased number of secondary
schools from 6,405 in 2007 to 7,297 in 201l.with free tuition for secondary
schools, increased accredited TIVET centres from 2gg in 2007/0g to 411 i;
2011112, and increased enrolment into the public universities from 16,134
students in 2008/09 to 32,648 students in 2011112.

1.91. The sector's challenges include inadequate infiastructure and staffing,
slow pace to ICT inte$ation, and dealing with accelerated admissions io
university, among others. In the medium. term, the Govemment will seek to
address these challenges by enhancing education and training opportunities and
building capacity in industrial training^ The 2014/15 - 2016117 MTEF estinrates
for the sector is KSh 940.6 billion of which KSh 296.0 billion has been allocated
for FY 2014/15, an inmease from FY 2013/14 funding level ofKSh. 276.2 billion
and a revised baseline of Ksl-r 298.2 billion. This is projected to increase to KSh
316.8 biilion in the FY 2015/16 and KSh. 327.8 bilion in the Fy 2016117.

192. Assigned functions to the counties under this sertor are Iimited, mainly to
cater for pre-primary education, village polltechnics, home craft centres and
children facilities.
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Governance, lustice, Law and Order Sector (GJLOS)

193. The Govemance, Justice, Larv and Order Sector (GJLOS) consists of

iourteen Ministries/Departrnents/agencies (MDAs), namely; Interior and

cooraination of National Govemment; oflice of the Attomey General and

n"i"*i"nt of Justice; The Judiciary (including Judicial service commission);

;,fi;;;;J enii-co"rptlon commission (EACC); office of the Director of
prUfi. E"t..rrions (bopp); Commission for the Implementation of the

b"rru*l.t fCfC); Oin"" of the Registrar of Political Parties (RPP); Witness

n"i".,i", a}"""y $pa); Kenya National Commission on Hurhan Rights

;KNaHR;, 
"Indipendent Electoral and Boundaries Commission (IEBC);

iq"i*"f-'p"fi* Service Commission O{PSC); National Gender and Equalily-C"rritt., 
OICEC) and Independent Policing Oversight Authority (IPOA)'

1g4. Specifically; the role of the sector includes provision of security'

nrosecution services, management of elections and electoral boundaries' ensuring

;;;;-;;;;;;" ^nd 
u.-"ountubilitv in public resources' resistration and

.-Jur-ion of political parties, facilitati and oversee constitution implementation'

;;il;i;; 
-urlJ 

pronrttirg Human Rights, rehabilitation' reintegration and

Ii*ni"*"""i"f Lustodial'and non-cusiodial offenders, providing migration

,*,i""tl r"ir"lning Iaw and order, judicial & legal services and prornotion of

cohesion, uansParency and inteslity.

195. During the MTEF review period (2010/11 - 2012113)' the sector

;;;;*plfi;i notable achievements in the implementation of kev flagship

Drosrammes including constitutional implementation' provision of security'

;;ii;;;ii.;' ;nd Jnsuring good govemincer y{9!inc.th" rule of law and

;;;".:",i"" of iustice' Fundinf o,erihe 2014/15 MTEF period will facilitate the

*Jf "."r"ii""'"i 
the critical-and priority areas including operationalization of'

,iiJ r{"nv" Citizens and Foreign Nationils Management Service (KCFNMS)'

;;;";i;;;; modemiz.ation o1 the policing services' implementation of the

C"itiiirii"r, prosecution servicei, modernization' automation and

;;;;;;;ili.^'of kev sub-sector's programs to all counties' registration'

..g,,i;it", 
-;J 

funding of political parties, operationalization of witrress

pritection programmes, entrenchment" of democracy and promotion and

lr"rtt"urni"g Jf human rights, gender equality and non-discrimination'

196. The total funding level for the MTEF period is KSh' 423'4 billion' For the

pv zor+7is, KSh. 133.-2 billion has been set aside, representing 5.6 o/o increas.e
^t"r, ff ioi:lr+ funding level after adjustnents for the once-off items This is

;G"t"d1; increase to kshtqt.o billion and 149.2 billion for the FY2015/16

and FY 2016/17 resPectively. 
.

Judiclary

1g7. The Judiciary's key objective is to dispense justice to all irrespective of

status, provide justice exPeditiouslY,' Promo te altemative disPute mechanisms,

admini ster J ustice without undue regard to procedural technicalities and promote

the purpose n. The GILOS sector ProPosal

65

and principles of the Constitutio
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includes the MTEF expenditure limits for tle Judiciary. The estimates of
expenditure for the Judiciary rvill be submitted directly to tle National Assembly
in line with the Constitution.

.198. The challenges facing the Judiciary include case backlog, case delay and
inaccessibility to justice in many parts ofthe country. This is athibuted to Iack of
adequate facilities in most of the existing 120 court stations in the country;
inadequate numbers of judicial officers and other support staff; and slow
adaptation and institutionalization of ICT technology and other faci)ities, slow
paoe ofreform by otherjustice sector bodies.

199. During the 2014/15 MTEF period, the Judiciary will prioritize the
implementation of the constitution and continue to inrplemint stratigies &at will
Iead to reduced case backlog, improved access tojustiie and modemlze the court
system. KSh. 17.7 billion has been set aside for the Fy 2O14llS, Ksh lg.2 billion
and Ksh 19.0 billion for FY 201 5/16 and Fy 2016117 respectively. This has been
adj]rsted to reflect the expenditure limits approved in flie 2013 Budget Review
and Outlook Paper (BROP).

Public Ad.ministration an d I nternatio nal. Relations

200. The sector plays a key role irr enhancing public service delivery,
organization and coordination of Govemment business through planning,
mobilization of financial and human resources in the public sector. In adaitioi,
tIe sector links all other sectors with the rest of the rvorld on matters oi
intemational treaties, agreements, cooperation and resource mobilization. The
Office of the Controller of Budget, Kenya National Audit Office, Salaries and
Remuneration commission and commission on Revenue Allocation are some of
the Constitutional offices and independent Commissions established by the
Constitution in the sector.

201. Funding over the 20r4 MTEF period will enable the sector to oversee trre
implementation ofthe Constitution; provide leadership and poticy direction in the
govemance of the country; coordinate and supervise govemment affairs; promote
sound public fina.ricial and economic managenrent for socioecononric
development; articulate and implement Kenya,s foreign policy for national
development; promote macroeconomic stability, mainsbeam MDGs into the
nation's policy, planning and budgetary process, implementation, monitoring and
evaluation; pronrote efficient and effective human resource management and
development for improved public service delivery; and promote public service
integrity.

202. The total MTEF estimates for the sector is Ksh. 52g.4 billion. For the Fy
2014/15, KSh.l68.0 billion has been set aside to fund the programmes of this
sector. This is projected to increase to Ksh. l?7.6 billion and Ksh. 1g2.8 billion in
&e FY 2015/16 and FY 2016/17 respectively.
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Parliament

203. This sector proposa.l includes the MTEF expenditure limits for the

p*fi".r"i tf,"t i, .rp""La to be submitted directly to the National Assembly in

if"" *iift-,tr" Constiiution. Parliament plays a crucial role in strenglhening the

i.r".r"ii. 
-rp"* 

and good gov"'nan"j in the country' Under the Constitution'

prriir-""i 
"i."rius 

of i'he Na'tional Assembly and ths senale. This is expected to

;;;;";; the resource requirement to cater for the increased membership of

Parliament and additional physical facilities/ infrastructure'

204. For the FY 2014i 15, KSh. 19.2 billion has been set aside' Ksh 19 9 billion

una ftf, ZO.S biltion in FY 2015/ 16 and FY 2016/17 respectively'

Social Proteclion, Culture and Recreation

205. The Social Protection, Culture and Recreation Sector comprise of tivo

irL-S"""* ""rely; 
the Labour, Social Security and Services; and tie Sports'

iutt*" -a th" Arts. The sector is mandated to address issues on promotion of

frr-"ri"rt industrial relations, safety and health at workplaces' employment

;;;iil;. industrial taining, productivity management' national human

i.r"r..t 
'tjl"r"irg 

-d d.,.loi,"nt, social security and. children welfare and

,o.lui J"u"foprn.-nt' fn. sector is also mandated to address issues relating to

;;;;;fi"";;; exploitation ofKenva's diverse culture for peaceful co-existence'

il;i;; Kenyais reading cultuie through expansion of 1ibrary nehvork for

in"r"ureiinfo*ation access, developmeniand promotion of sports for a vibrant

,iortins inarrt y, promotion and preservation of Ke'ya's heritage for national

;il" ;i i;;nvl p.motion of iultural and sports tourism; and development"

i;;;il;; ;;J;;;mltion of the rilm industry as well as development' research

and preservation of music in the country'

206. The sector achievements in the 2010/l 1-2012i l3 MTEF period include:

e;;*r"ity mobilization, social development and welfare; vocational

;;;iiili"" and training; Social infrastructure development; Children's

i".ii*ti"" and community iupport services; Transfers to the elderly;.Research'

;;;;;;;;11;; and promotion'of national culture and heritage; Public library

services, records and archives management'

207. Funding for the 2014/15-2016/17 MTEF period. will continue to focus on

,fr" a.fir..y 
"i,he 

sector priorities and in partiCular those.aimed at creating an

"fi"i""t, 
riotivated and healthy human reiource base rvhile promoting decent

*orf., iurOu","ntal rights at work, adequate jncome from. work' representation-

unJ'io.iui ."*rity. In-addition, the sector will continue to improve livelihood.of

"rir"til. 
gt"rps specifically the orphans and vu-lnerable children' the e]derly'

;; ;;;n; wiin aisauititv ihrough'National Safetv Net Proglamme that will

integrate the various cash transfers'

208. Total funding
2014115, KSh 21.3 bi
FY 2013/14 tunding

level for the MTEF period is KSh. 65'7 billion' For FY

llion has been set aside, representing 3 5%o increase from

level after adjustments foi the once-off items' This is

67
2014 Budget PolicY Statement



projected to increase to KSh.21.8 billior: and KShs. 22.6 for the Fy 2014115 and
FY 201 6/17 respectively.

Environmental Prclection, Wate?, and Natural Resources

209. The seclor is composed of two sub-sectors, namely; Environment, Water
and Natural Resources and Mining. The sector also has twen[, five Semi
Autonomous Govemment Agencies (SAGAs) and four other institutions. The
mandate of the Sector includes; Environmental policy management, forest
resources maragement, regional development authorities, water resources
management and sewerage services policy. It also includes conservation and
protection ol,ational wildlife and marine parks; meteorological services; mineral
exploration and mining policy and management. The mining sub-sector is also
mandated with management of health conditions and health and safety in mines,
resources surveys and remote sensing, and policy on extactive industry.

210. .The sector plays a key role in ensuring that every Kenyan has access to.
portable rvater in a clean and secure environment. Over the MTEF period the
sector aims to achieve expansion of water coverage and sewerage facilities;
scaling up water storage to improve water security; conservation and
management of catchment areas; mitigation and adaptation measures on climate
change; enforcement of sector laws and regulations; rcstoration of Nairobi
Rivers; modemization of metebrological services; mineral exploration and
mining cadaste system.

2ll. The 2014/15 MTEF esrimares of KSh I71.8 billion has been allocated to
the sector. For the FY 2014115, KSh. 55.0 billion has been ser aside. KSh. 5Z.g
billion and KSh. 59.0 biltion in the Fy20l5/16 and 2016/17 respectively.

Nattonal Security

212. The 2014/15 - 2016/17 MTEF estimates for the sector amounts to KSh
243.1 billion of rvhich KSh.80.l billion has been set aside for the Fy 20i4115,
rising to KSh. 8l.t billion in the Fy 2015/16 and KSh. 81.9 billion in
FY20r6117.

i

I
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all Kenyan

2l3.The2014MTEFisnrarkedbymoderategrowthinoverallexpenditure,
lr.irg iri".".*nt the rueuker globaliconomic ouilook and.the need to stimulate

^^^-^-i. o.nwth F.xoansion ?i infrutu'"*re investment' while maintaining

iJljl,T"ol"?"-ii, Jr'I"."ii"'aopment continues to be a piioritv Allocations

i;".';;;;; ;;i""t an equit'ble it-luti'nl or nutlonal rtsources for the betterment of

714. The set of policies outlined in this BPS reflect the-changed circumstances

;il ,t"^;;;iyll lin" witl fl';J;; responsibilitv principles outlined in the

pFM law. They are ,tro .onrirt*i-i"ith the national'strategic objectives pursued

bv tle Government as a basis oiutto"ution of public rescurces' These stategic

IiliJlit'il "..'i'ili.al" 'r" '""onJ 
rta"ai"' term Plan as well as the Jubilee

Aiministration Priorities'

{-
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.ANNEX I: STATEMENT'OF SPECIFXC FISCALR_ISK

l. The Kenyan economy is highly susceptible to various domestic and
exogenous shocks, such as droughts, volatility in commodity prices, as well as
insecurity and terrorism threats. More recently, the slowdowa in global growth
and extemal security threats have posed challenges to attainmeni of prolected
expansion in our economy. To this end, maintaining fiscal stability is ciitical for
safeguarding against these adverse shocks and ensuring that growih is sustained
despite challenging circumstances.

?. a. part of requirement under the Public Finance Management Act, 2012
for prudent management of risk, this Annexure presents the Staternent of
Specific Fiscal Risks (SSFR). It outlines Kenya,s exposure to fiscal risk that are
associated rvith assumptions used for fiscal projections, public debt dlnamics,
operations of state corpomtions, contingent liabilities, vulnerabilities of the
financial sector, as well as risks posed by drought.

tr. Overview

3. Overall, the Statement highlights the following:

Kenya's debt sustainability analysis indicates that oul public debt is
projected to remain sustainable;

Macroeconomic assumptions have been broadly accurate, although
economic growdr, VAT collection mechanisnr, and under-spending
by line ministries remains a key concem;

Contingent liabilities from key State Corporations present minimal
fiscal risks.

o The financial sector remains sound and is adequately capitalized.

o Steps at'e being taken to ensure food security with on-going imigation
programmes and robust early waming systems, but sigDificant
investnent is reqr.rired to meaningfully roduco the country,s
vulnerability to drought.

U. Specific Financial Risks

Changes in Underlying Macroeconomic,A.ssurnptions

Macroeconomic assumptions play a key role in the formulation of tfu budget..
Changes in these macroeconomic variables oreate risks to both revenue and
expenditure projections in this BPS and the budget estimates and expenditure
being submitted to Parliament for approval. In particutar, the praiectod budget

20/4 Budget Policy Statement70
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balance is sensitive to expected expansion in output (GDP), inflation and

exchangs rate. Table A1.1 presents the magnitude of frst round impacts of
varioui mactoeconomic variables on fiscbl aggregates' '

TableAl.lFiscalsensitivitytoKeyMaroeconomicVarlables,2013/14oGh
billion per year)

Assecsment of Past X'orecast Accuracy of Unilirtying Assumptions and

Budgetary Aggregates

4. Overall, the macroeconomic 
'assumptions underlying the recent budgets

and actual budget outtum have_ generally beeo accuratp with_minimal deviations

as shown in 
-T'able A'1'2. Over the period 20ll/12'2013114' the avenge

i"riation U.t*""n tle assumed and provisionai acfual real GDP $owth rates was

;;y- 0.t percentage point. With iespect to inflation assumption' the large

a"ri"tion in Fy 2011/i2 reflect the inhirent volatility of intemational oil prices,

the adverse impact of drought which ilcreased iood prices and the sharp

Jepreciation oftiro shilllng exchange rate against major intemational currencies.

Annei A1.2: Deviations in Macroeconomic Assumptions/Fiscal Aggregates

Fro ections and Actual '

Re!enue Ex enditure
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5.. - The actual performalce. of fiscal aggegates vis-i-vis target was gelerally
mixed. The ordirary revenues in 2012/r3 was berow target mainry irr ialome tax
and AjA. On AiA perfonaanoe, tle deviation was maj-nly attributea to ura"r-
reporting by line ministries. It is expected that these deviat:ons will ,anow when
audited accounts are used as opposed to acfual returns. Also, the poticy oi
converting A-i-A irrto ordinary iivenue collected by IRa wiil help h,;;.;;
coliection and reporting ofthis item.

I Execution ofdevelopment expenditure was generally below target duo.to
lower absorptign by the rine ministries. The averige devi'ation of exicution is
largc a reflection of low.absorption of.foreign finanied expendihre. Absorption
01 donor gants averaged 70 percent while that of project loans was atouad 50
Pvrvuurr

rlsk f .]hg fiscal program, goiag forward. ii order to irevent this risk from
materializin& the government has been prtssing lile.ministies to ir"i"ua.
absorption to at least 80-90 percent as part of perfo-rrnance contracting. afso, tel
infrastructure ministries and departments have been asked to sut*rt *ontt ty
im_plementation reports. Donors have arso.beea asked to speed up the issuance oi
'No Objection" to improve absorptive capacity of implementing. agencies. Other
measures include asking minisbies to improve procurement plaruring arrd
implementation capaoity in managing procUrement process.

8. Overall, the actual fiscal deficit tumed out lower thaa budgeted over the
period in 2a1uB. while this may indicate a somervhat strong fis&r position, it
happened agarnst a backdrop of lower executioa of the budget which does not
bode well for gro*th and poverty ieduction.

9. Goilg forward, there are risks associated with expendifar-e proposals that
calnot be accommodated within the baseline ceilings.

Public Debt Sustainability

10. The Govemment recognizes rhe imponance of managing debt prudentlv
to avoid unwarranted debt burden to the future generation ana riauce'*e rist or
macroeconornic instability. significalt effort has been made to improve the
institutional arrangement for debt management as well as capacity to *r;r, ,irtr.
11. Th9 PFM Act 2012 piovides for a new institutional. and legal framework
for managirg pubtic debt in a devolved system of Govemment Thi Act provides
for a Debt Management Ollice that will be responsib)e for formulating debt
st'atery and easure pn:dent management of debt. Under the cu[ent alrdrreement.... .,

the Debt Management 
. 
Departrnent of the National Treasury or"rri. tfr?; -"function and has coatacied the Cenha-l Bauk of Kenya as agent ior the dom,estic. jdebl; - 

ir:
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12.TheApril2013debtsustainabilityanalysis(DSA)forKenyaindicates
tt ut f"niu't debt is sustainable. The DSA compares debt -burden 

indicators to

iraiJirl thresholds over a 20-year projection period' A debt-burden indicator

tf,ut .*""tat its indicative thresh;ld suggests a risk of experiencing some form of

debt distress.

13. The Present Value of public (PV) debt-to-GDP increases from 394

p"...rt-in 2012 to 40.3 percent in 2013 but will gradually declines to 38'1

l.r""nt of GDP by 2015. In the long term, the PV of public debt-to-GDP is

!-p".i.i L-J""f ine to about 36.2 peicent by zolz. Given Kenya's relatively

,ting ,"""nu. performance, the PV of public debt-to-revenue remains well

Lrf"* tl. threshold of 250 percent throughout the period of analysis' The debt

;;;";;;r;"re ratio consistently rem;ins below the 30 percent tl*eshold'

iir.r.ir,-1r," results from the DSA indicate that Kenya's public debt remain

sustainable over the medium term.

Debt SustaiuabilifY Risks

14. The sustainability of Kenya's debt depends on macroeconomic

i"rformance and a prudent bonoling policy' Recourse to significant uptake of

["r.tii" a"U, financing could furtherlncrease the.domestic interest rates' and put

;;; on the debf sustainability position' In addition' non-concessional

!-i.-"i fi"*.irg carries an inhereht foreign exchange risk' worsens the PV of

debt and therefore increases the risk of debt distress'

15. With the increased appetite for funding of heavy capital projects there is

,r"a .f U.irg 
".uiiou, 

on the levels of debt atcumulation and hence the need to

maintain the-net present value ofpublic debt to GDP ratio at 45 percent'

Deficit Finaucing PolicY

16. Our bonowing plans wilt remain anchored in our medium term debt

,n:an.S"i"n, 
"uut"gy 

;','hi"l, is built on ensuring public debt sustainability' On the

"*itniui 
f*un"ing" front, the Govemment has also highlighted the need 1o

.i"*ir" trr" degiee offoreign exchange rate risk exposure associated with the

L-,"*"i a"rr, pJ.trotio by leaning iowards borrowing more on concessional

i;;:- A *riiou, upptou.h wif ue adopted in the issuance of extemal

Govemment loan guarantees to nrinimize the level ofcontingent Iiabilities'

Contingent Liabilities

17 . While liabilities of state-owned enterprises constitute a potential source of

is"al rist, they are cunently not a major cause of concem A study that was

.""ar.i"J'f""t'years ago of i5 state corporations that the Govemntent perceived

i" "*"r" f"t ,ite malJrity of the contingent tiabilities revealed that out of KSh

Sz.O Uittion total iiabilitie;, about half or KSh 28'2 billion constituted potential

contingent liabilities. Of the contingent liabilities,. about 80 percent were

accoun-ted for by two corPorations-TARDA (KSh'13 billion) and NSSF
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(KSh.9.8 billion). Contingent liabilities relating to TARDA arose from under-
insurance of the power generation assets whose Iinancial benefits were enjoyed
by KenGen, given that the assets had not been fully vested. NSSF,s contingent
Iiabilities relate to couft cases and possible penalties for non-compliance witlitax
regulations.

I 8. Given that the causes of contingent liabilities are lairly generic, the broad
policy recommendations emerging from the study of 25 state oorporations are
relevant to other state corporations. Thus, the Government will continue to: (i)
closely monitor ald evaluate state corporations based on performance contracting
as well as stengthen their govemance; (ii) continue with conversion of stati
corporations' pension schernes ffom defined benefit to defined contribution
schemes to limit Govemment exposure to unfunded liabilities; (iii) review the
mandates of some state corporations and conclusively vest assets and Iiabilities;
(iv) and speed up the privatization programme. On the civil service pension
system, the Govemment is undertaking reforms (under the netv pension iaw) so
as to contain escalalion ofpension liabitity, estimated at Ksh 500 billion in 20itg.
i9. Overall, following reforms in ssctors such as telecommunication,
kansportation, and energy, the fiscal risks have reduced. privatization and the
offJoading of some operations to private entities through various forms such as
concession arangement have, to a large extent, bansferred various risks of state
corporations in these sectors to the private sector. However, there are some risks
relating to shareholder's role/obligation in the operations oflhe corporation with
Govemment still remaining as stategic partners in some of key institutions.

Public Private Partnership

20. The Govemment is aware that
country to a variety of complex
political/regulatory risk and charge in
termination, material adverse effect,
management of contingent liabilities,

the PPP arrangements may expose the
fiscal risks, including right-of-rvay,
larv, currency convertibiliry, events of
among others. To ensure prudent
an appropriate legal and regulatory

arrangements and processes trat rvill help guide the selection aDd implementation
of projects. Scrutirry of PPP projects will be done carefully to prlserve fiscal
discipline and safeguard the interest of tax payers. All guarantees ald other
security instruments provided under the ppp agenda, together with all other
contingent liabilities will be integrated into the debt management process.

Financial Sector Stability

framework to guide the PPP agenda is currently atvaiting Parliamentary approval.
In addition, the Govemment rvill continue intoducing administrative

21. The banking sector remains adequately capitalized. The ratio of non-
performing loan (NPL) to total loans, rvhich measures credit risk declined from
5.3 percent in October 2013 to 5.1 percent in November 2013. Stress tests
conducted by CBK taking into account the prevailing high interest rates regime
indicate that the banking sector remains solvent and reiitient.
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22. Commercial banks partially owned by the Govemment pose minimal risk

after the KSh 20 billion res-tructuring ofthe National Bank ofKonya in 2008. The

;;;t-1;;;; b"nks ar" broadly on sound footing 
-and 

have limited risks'

ni""ti-ti-on of Consolidated Bink and Development Bank of Kenya is ongoing

,il"i O" privatization programme that is managed by the hivatization

Commission.

23. To strengthen the banking sector, the Govemment wilt step up the efforts

i" ro*g,i"" irrt"financial infrasiucture to adapt to the new challenges associated

*i,r-l tfrJ."a"*ization of the banking system, including cross-border operations

and mobile bankitig'

24. Overall, fiscal risks in other sub-sectors of the fmancial system are

minimal:
. The Govemment is not currently guaranteeing loans to ttre 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 relorms in this sub-sector'

o Restructuring of the National Social Security Fund (I'ISSF) is on-going

and it is largely in compliance with the Retirement Benefit Authoriry (RBA)

rules rvith continuing compliance shortfalls being addressed' RBA rules have

helped ensure stability in tlre pension sector as a whole'

o Insurance and capital markets industry is reforming with strengthened

regulations from the iegulators-I.surance Regulatory Authority (IRA) and

Cipital Markets Authority (CMAfto safeguard stability and increase

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

Public Service Vehicle (PSV) sector' To further strengthen capital markets'

legislation to allow the demutualization of the Nairobi Securities Exchange

u,ill be introduced shortlY.

o The Govemment has set up Financial Reporting Center (FRC) as

provided for under the Proceeds of Crime and Anti-Money Laundering Act of

IOOS. ln addition, the Government has enacted the Prevention of Terrorism

law to further strengthen the fight against illicit and terrorism financing in the

furancial sYstem.

Drought Mitigation and Managennemt

25. Kenya is a drought-prone country due to its location in.the Hom ofAfrica

*d ,"..r, "li.ut. "hung.i. 
Financing of drought intervention measutes have

;;;;il significant budgetary resoutl"s, far much more than the I(Shl billion

; ;,d. i";"drrrght retieiand another KSh5 billion for civil contingency tund'
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26. Due 1o the risks posted by drought, the Government has invested in
various water and inigation progmmmes and initiatives to reduce the countrv's
vulnerability to repeated droughts, including sbengthening the capaoity to
respond to the disaster. Some of these initiatives include early waming sysiems

Tanug-.d by the Kenya Food Security Steering Group (KFSSG), and upgrading
the infrastructure used for providing timely weather forecasting. More iJcently]
the Govemment has estabrished the National Drought lr.{anaginrent Authorify
-QPUal to spearhead effective coordination of drought manage.ent initiatives.
NDMA is in the process of preparing an investrnent plan on Ending Drought
Emergencies (EDE), rvhich has drawn support from devilopment partners.

27. Looking alread, significant investrnents rvill be required to reduce the
country's vulnerability to repeated droughts. This includes stepped up support of
improving domestic agricultural productivity in a sustainabre manner, in line rvith
the Govemment's action to ensure food security by investing in imigation and
agribusiness activities.

I
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Annex Table 2: Government Operations ?0l1l13 -2016117 (in bi[ions of
Kenya Shillings)
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Aunex Table 4: Medium Term Sector Ceilings, 2014/lS - 2016117 (KSh.
Million)
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Annex Table 6: Developnent Sector CeiliDgs 20I4/I5 - 2016/l? (KSh.
Million)
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Annex Table 7: sunmary of strategic InterventioEi,20l4l15 - 2016/17 (KSh.

Million)

SECTOR ESTII\{ATES
20r3/14

CEILING
Fy20l4/ls

PROJECTIONS
20ls/15

AG RI CI,ILTI]RE, RURII & URBAJ'{

DE\'E LO PM!}I-I r0,9t6.0 21,880.0 22,348_0

ENERGY, UCTURE AND IgI

D.v r0,966 0 t4.l3l 9 21,s80.0 2?.848.0

Total 1.1j060.0 38,3J2.8 9I 640.7

D:v' 2i.060.0 18,132 8 64,05?.8 9t,840.7

GENERAI ECONOI,{IC A}.D CO N{I-{ERCTAL

AFFAIRS Tolal

D.a

HEALTH
5,940.0 6,192-0 6,856.6

?00.0 900 0 1.100.0 t,300.0

4,S00 0 5,040 0 5,292 0 5.556 6

EDUCATION Totel 14,715.0 17,730.0 21,r03.0 21,164.0

1.000 0 3.000 0

Dev 14.715.0 11 730 0 t8.l0l0 18,1610

Totrl 10,000.0 10,000.0 ll.461.0 11,209.0

rq,000.0 I0.000 0 ) l,461 0 12,209 0

PTJBLIC ADMIfi ISTRATION .A.ND INTER,'iAT'O
TIONS

D:v

Totrl I?,176.0 t2,279-O t2,449.0 12,937.0

2 9?6 0 2,9760 2,916 0 2.976 0

D.v 9,t03 0 9373 O 9,961 0

TIONAISECURIIYNA Total ?,000.0 2,100 0 2,r00.0

2,000.0 2,000 0 2,t00 0 2,t0{ 0

D.v

SOCIAL !ROIECTI ON, Cl,,1,TURE AND

TI ON 6,747.0 7.15r.0 1.317.5

2,141.4 2,7110 2,14-10

De! .4.000.0 4,200.0 4.410 0 4.630 5

E}IVIRONMENT PROTECTION, lVATER AND

NATT]RAL RESOURCES 600 0 850.0 1.600.0 2,100.0

Dcv 600 0 8s0 0 1,600.0 2,100 0

GRAND TOTAL 90,904.0 1q8,210.6 r48,199.8 t79,412.6

R... 18,421.0 23.181.0 ?4,331.0

Dev 72,561.0 89.587.6 124,815.8 t55.100.8

'hclu!.5lrile, D.Y.loPE. *ii.h ir clulta.d und.r Lan A_l_A

oc()J
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Anner Tatrle 8: summary of Expenditure by Programnres, 2Dl4t15 - 2016117 (KSbs. Million) (cont'd)
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Aunex Table 8: Summary of Expenditure by Programmcs, 20l4tl5 - 2076n7 (KShs. Million) (cout'd)
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