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Pteamble

This is the fourth editron of the Budget

eBO). Every year, before the annual E

Budget Office
Budget Office

releases the Budget Opuons' The primary the kev concefns

the country is facing with regard to the national budget The paper takes a

critical look at the undedying economic variables and ptoposes various oPtlons

Treasury could consider in framing the annual budget and medium term targets'

that the National

This Budget Options provides strategic priorities and policy options the government can consider

while preparing the budget estimates for fiscal yeat 201,3 /2014 and the medium term' The proposals

therein are intended to trigger discussion on public policy and induce policy makers to come up with

a more effectual budget that will spuf economic gtowth and development given the prevailing

economic conditions.

The year 2013 will be a defining moment for Kenya. First, the p^ce'^twhich the country shall adhere

to fiscal discipline amid high expenditure incurred following the iust concluded general elections

remains a crucial factor in determining the pace of future gfowth of the country' The growth

trajectory will largely depend on how fast the country fetufns to normalcy as well as how quickly

people and industries get back to full capacity. In addition, the huge recurrent related expenses will

continue to be a major challenge as the implementation of devolved system of governance sets in'

Secondly, the promise of devolution will be ultimately actuabzed as County governments come into

operation. This is likely to present a challenge in terms of increased govefnment fecurfent

e*penditure in an already tight fiscal environment. Significant recutrent exPenses are expected in

establishment of public finance management systems and capacity building for county govefnments

as well as the expanded legislature. In addiuon, the growing wage bill may continue to be a maior

setback as the implementation of devolved system of governance gains momentum. Devoludon will

also bring with it a reorientation of government expenditure into national and counw budgets with

revenue from properry taxes as well as entertainment taxes being raised by county governments

besides receiving the equrtable share of revenue from the national government. These are uncharted

waters and are likely to present a challenge in terms of planning and budgeting.

Thirdly, the role of the Transition Authority and other institutions in ensuring a smooth transition

cannot be over-emphasized. Although there has been enormous effort, there are key challenges

including the huge wage bill and debts that Counq,Governments will inherit from the defunct local

authorities. In addition, the debt take-over by County Governments will lead to limited fiscal space

for other priority development needs.

Given these challenges, the government malr also face increasing expenditure pressures particuladv

from salary demands from public servants who will be reacting to inflationary tendencies that

normally occur immediately after elections. This scenario is worsened bv persistent revenue shortfalls

which have been witnessed over the Past years.

Eha!6q$
ve of Ihs
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The 2013/14 budget must therefore strike a delicate balance between prioritizing critical expendirure
subiect to resource constraints; promoting the functionaliry of the devolved system of government to
sPur economic growth and enhancing macroeconomic stability. These are hard rimes and they
require hard choices. This Budget Options has three main messages. Tighten the fiscal belt further
through expenditure r^tionaliz^tion and prioritizationl enhance revenue collectionl and drive
growth through devolution.
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Introduction

The success of the just concluded general elections will to a large extent influence the growth

trajectory of the economy in the next financial year and over the medium term. The county level of

government will present addiuonal spending pressures and competition for resources across the

country with adverse macroeconomic implications. On the external front, the challenges facing the

global economy especially in the Eurcl area and the continued unrest in the Middle East presents an

uncertain near-term outlook of the global economy. For Kenya, this could lead to lower earnings

from exports and tourism, lower inflows of official development assistance, foreign direct investment

and remittances, as well as a possibility of a rise in oil prices. These are challenging times for the

country which require fiscal prudence and sound budgetary planning in order to achieve economic

$owth and a smooth transition to the devolved system of government.

T:he 201.3/1,4 budget is, in essence, a transition budget which should be geared towards driving

economic growth and ensuring a smooth shift from a centrahzed system to the devolved system of

governance. There is need therefore, to focus on expenditure prioritization and fiscal sustainability in

the face of resource constraints while at the same time ensuring adequate resources are allocated to

counties. In order to drive economic growth, there is need for the budget to be driven by an

availability of resources approach as opposed to an expenditure needs approach which has been the

basis of budgeting in the past. Going forward, counties will be expected to cxry out their own

planning and budgeting intended to promote economic development at that level.

The overriding theme of the Budget Options for 201.3/1.4 and the medium term is setting the pace

for sustainable economic growth rate. The paper is organized into five chaptets. Chapter one

outlines the macroeconomic outlook of the economy and is divided into four sections namely; the

global economic outlook, a review of the Kenyan economy, Economic growth and risks to the

national economy as well as the national debt. Chapter two focuses on revenue trends and

projections including revenue enhancement alternatives. Chapter three discusses public expenditure

trends and sustainable expenditure options. Chapter four focuses on driving growth through

devolution. Lastly, Chapter five highlights thematic issues for consideration in the 201'3/14 budget.

The annual proiections and the estimates for the medium term have been informed by simulation

done through the Parliamentary Budget Office Model (PBONDT.

'pBOM is a macro economic forecasting model developed for the Parliamentary Budget Office in 201i

ISetting the Pacefor Sustainable Ctrowth: Budget Opionfor 2013 / l4 and the Medium Term
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Chapter One: Macroeconomic Outlook
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In The Face of Uncertainty: Global Economic Outlook

In brief

A repien, oJ'the gloltal econontl pretents a nixed hag.for lilr eclnlrul. (Jncertaint'y lingers in the Euro Tone giuen the

forecasted contraction of the leatling econotuies and antlolued debts. EarEe is a key markelfor oar hortirulttre and

other exports inclarling toarism a.r well ar d ilarce oJ Foretgn l)irect Inuutrnent and Olficial Dn'elopment Assistance'

The instabilij in the Mirtttle East, a ke1 ruarketJbr Kerryan ex?ortr and soarce of oil coald pose challenges to our

ec4/tyt/t). Tbe positite ontlook of S.lA and the Far F:ast ltoweaer presents a uindop of opponanilt which Ken-ya can

seiqe to expand it.r ex?lrts and sappofi gronth of the donestic ec0n0?il1'

The global economic outlook is proiected to improve

though at a slower Pace than previously anticipated' In the

World Economic Outlook update forJanuary 2013,the IMF has

lowered its proiections for 2012 aod 2013 from 3.3 percent and

3.6 percent previously to 3.2 Percent and 3.5 Percent

respectively. In contrast, the World Bank proiects a growth of

2.3 percent and 2.4 percent in 201'3 and 2014 respectively

whereas the UN proiects a growth of 2.2 percent and 2'4 percent

respectively. The biggest threat to the global outlook is the

ongoing crisis in the Euro Area' Economic activiry in the Euro

area is contracting, mainly due to fiscal consolidation, reduced

investor confidence and reduced access to domestic credit' The

Euro crisis is affecung surrounding economies with reduced

economic growth in E,uroPe.

Constrained growth in Europe is likely to impact negatively

on Kenya in terms of decreasing external demand' The

European Union accounts for neady half of Kenya's exPorts and

has been one of the country's key trading partners' Kenya

exports mainly coffee, tea and horticultural produce to the

region. Europe is also a crucial source of official financing as

well as remittances, tourism and investment flows. The ongoing

debt turmoil and low economic gaowth in Europe could result in

decreased demand for I{enya's exports as well as reduced

foreign inflows.

ln 2011, the exPort quantities of I(enya's main products to

Europe - coffee, tea and horticulture - recorded declines of 12'9,

6.0 and 4.7 percent, respectively. This was partly attributed t<r

reduced demand for these products due to the Euro

Tbe global economic oatlook

rettains bleak aud ancertaini

lingers wilh the Euro cisis as the

bigyst threat

The European Union it one of

Kenla's mQor trading Partners

and the ongoing tarnoil in

Europe night derease dentand

.t'or Kenla's exports
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crisis. It is however worth noting that while the quantities
decreased, the value of these products increased due to the
weakening of the shilling. These commodities were therefore the
leading foreign exchange earners in 20'11. Going for-ward, if the
demand from Europe continues to decline and given the stabiliry
of the shilling, the impact on total export value will be apparent.

In the United States, growth remains sluggish, and is
proiected by the IMF to grow at about 2 percent in
2013.Kenya's volume of trade with the United States has been
gadually increasing in recent times. Available statistics from the
Office of the United States Trade Representative indicates that
in 201,1, Kenya was the United States' 103"llargest supplier of
imported goods, totaling 9382 million in 2011. On the other
hand, U.S Foreign Direct Investment in Kenya amounted to
$263 million in 2010, a 2.3 percent increase from 2009. A
worsening economic oudook for the US occasioned by budget
sequestration could result in a decline in total export earnings.

Economic activity is also weakening in the MENA region
due to uncertainties arising from the Arab Spdng, slow growth
in maior trading parrners as well as internal conflict in some
areas, have resulted in reduced economic activiry. This is likely
to impact negatively on Kenya's economy in terms of increasing
fuel and commodity prices. Of particular importance is Egypt
whose uncertain politicd situation persists. Kenya,s trade
with Eglpt has grown considerably over the years and Egypt
currendy ranks third in terms of value of Kenya's exports to
from African countries after Uganda and Tanzaria. If the
current crisis continues, the external market for tea, which is the
main export to Egypt, is likely to be reduced even further. The
figure below shows the top ten destinations for Kenyan exports
by country for the period 2007 -2017:

Cofee, tea and horticilture are

like! to be the most afected

export prodacls tf tbe crisis

perci$s

Kenla's trade witb tbe US bat

but increasing and a worsening

economic outlook cosld resilt in
declning trade witb tbe US

Uncertain! in tbe MENA
region, erpecialb Egpt, krgely

dse to intenal conflict coild

afect denand for tea as well as

irmau fiel and conmodi4t

prices in tbe coantry

I
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Figure 1: Value of total Exports by Destination (2007-2011) (Ksh

Million

80,000 :-
70,000 "-
60,000 '-
50,000 -

40,000

30,000

20,000

10,000

0

.2001

r 2008

I 2009

r 2010

r2011

The Bulk of knla's ExPorts

are consanted in Afica and

Europe

Redaced exporl earnings and a

high inport hill coald aduernl1

afect the Balance of Palntents

position

Africa consurnes the bulk of

Kerya's exports and is therefore

like! to diae Kenla't exPort

market

o+ {"**i*".*""fC""u[s"lrf;-&A!

.ott" 
\ **P

-b'
.dtt\)

Data Source: Economic Sun'cv 2012

The import bill has been on an upward trend and this is

likely to further widen the current account deficit' In 2071',

the balance of payments position was under pressure due to a

high impot bill amounting to more than Ksh'1'3 trillion from

947.2 btllton in 2010. This was largely attributed to high fuel

prices and the depreciation of the Shilling. The current account

balance also worsened due to a widening trade deficit as the

value of imports grew faster than that of exports' The export

value was approximately 409J billion in 2010 and 511 billion in

201,1.

The outlook for Sub-Saharan A-frica temains positive and is

projected to expand by at least 5 percent in 2012/13'This

economic expansion is more significant in low income countries

than the middle income countries which are more integrated in

the global economy. Aftica continues to be the dominant

destination for Kenya's exports with a substantial market within

the EAC. Growth of Kenyan industries is more likely to be

fueled by intra-African ttade and the government should

therefore facllttate trade in this vital market.

Given the different economic forecasts for each of the region of

the globe, Kenya should continue diversif ing its export market

especially with the uncertainty of the traditional market, Europe'

5
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The government should consider focusing on competitiveness
of Kenya's produce. Strong exports have a positive multiplier to
our economic growth.

Even though growth in Asia is weaker than had eadier been
anticipated, at 5.75 percent in 20732, it remains relatively high
compared to the rest of the wodd's. Kenya should therefore
posiuon itself to benefit from the positive growth in this region
by enhancing trade ties with Asia, diversi$ring its trade
destinations as well as export products.

2IMF proiections

Keryta sboild diuercif, its export

market notab! to Asia wbicb is

expeiencing b@h economic

growth
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A review of the Kenyan Economy

In brief

The Kenlan eclnumJ has shown aneuen growth pattem and appears lo follow electoral q,c/es. Redund econoruic achuifit

ltas been oltseraed in ruost elecion lears uith tbe exception of 2007. On the other hand, inuestment ltas coilibuted

disma@ to total CDP. Ouer the peiod 1996-2011 , the contibation of capital and labor to GDP growtb stood at

2.64% and0.46% rupectiue!, while totalfactorproductiuiS aueraged0.4l%.Ouerthepeiod 200)-20/1, the sauing

- inue$rnent balance stood at 5.3ok, inplingtltat tlte cuffent dcclltnt balance ltas contintotsll widened ouertime.

Economic growth and the general elections

In the last two decades, economic growth has exhibited irregular

patterns with periods of mild boom and recession especiallv in

the election years as shown in figure 2. The slow growth in 1992,

1997 and 2002 was probabll, due to the uncertaintv surrounding

the general elections. Other factors which affected economic

gfov-th during these periods inciude adverse weather conditions

such as the 1997 Ei-Nino rains which had a devastating effect on

the agricultural sector and physical infrastructure especialll' the

roads.

Figure 2: Real GDP growth tates in Kenya (1991 - 2011)
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ln 2002, a shatp decline in economic growth was <-rbserved

possibly due to the impact of the 2002 general elections. 2007

however was an exception given that the economv registered

sisnificant growth (7o/o) despite it being an election 1'ear.

Nevertheless, the post election violence of 2l)07 /08 wiped out

the gains with economic growth dipping to l.7o/o in 2008. Other

factors that affected the economl' negativeh'during this period

Setting the Pacefor Sustainable Grou'th: Budget Option./ir 2013/11 and the,Nledium Tirnt 7
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were the prolonged drought, rise in oil and food prices and

global economic crisis. Nevertheless, the country is slowly
recovering. The economy gev/ ^t ^ rate of 2.7 percent, 5.8

percent and 4.4 percent in 2009, 2010 and 201 1, respectively.

Contribution to Real GDP

An analysis of contribution to GDP indicates that the country's
economic grov/th is largely consumption driven. Publc and

private consumption as a share of real GDP remained high at an

average of 78o/o and 1.60/o respectively compared to overall
investment which averaged 19o/o over the period '1996 - 2011.

Investment has exhibited irregular growth patterns over the

years. The highest grov/th is recorded in 2005 at 27o/o whereas

2003 recorded a dismal performance at -7o/o of GDP. Since

2009, investment has been on an upward trend and stood at

approximately 13 percent of GDP in 201.1.

The declirung investment growth berween 2002 and 2003 can be

attributed to uncertainty associated with the general elections.

Decline in investments during election years is observed in the

years 1997,2002 and 2007 (Figure 3). This year, the country is

likely to experience the same trend due to and the time it will
take to actively convince investors that the environment is
conducive. Furthermore, the pace at which the country gets back

to normalcy will also influence investment growth.

Figure 3: Growth rate of Investment (1997-2011)
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The Decomposition of GDP 7996-2011

Between 1996 and 2011, the economy grew by an average of
35%. Of this, the 

^yerage 
contribution of capital and labor

stood at 2.64% and 0.460/o respectively. Over the same period,
contribution of Total Factor Productivitv was 0.41,o/o. Table 1

and figure 4 respectively, show the average contribution to
growth and the yeady contributions.

Table 1: Contributions to GDP

Data Sourcc: Parliamcntary Budgct Office

Figure 4: contributions to groylt-r

The contibation of labour and
Total Factor Productiui! to
Economic growtb bu been

minimal compared to

contibation of capital

1000h
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D:rta Soutce: Parliarncntary Budgct Office

The External Position
Kenya's ftade balance has been worsening over time. The
deteriorating trade balance might be explained in terms of weak

gro'wth of exports, relative to growth of imports with high
demand for oil and other consumer commodities. This is

illustrated in Figure 5:

Kenya: Contributions to Average GDP Growth, 1997-2011

Item
1997 -

201,1,

1997-

2001,

2002-

2006

2007-

20tl

Average Growth 3.5 2.3 4.1 4.4

Total Factbr Productivity 0.4 0.4 0.5 0.4

Capital 2.6 1,.6 3.1 3.3

Employment 0.5 0.2 0.5 0.7

ISetting the Pacefor Sustainable C,rowth: Budget Optionfor 2013/14 and the Medium Tirm
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Figure 5: Kenya's trade balance (Kshs Million)
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Savings-Investment Balance

The Saving -Investment (S-I) balance has widened to an average

<>f 5.30o/o of the GDP over the period 2003 - 2011 (Figure 6).

Figure 6: S-I gtowth as a Petcentage of GDP
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A stable savings investment balance supPorts a stable current

account balance. A large saving-investment indicates a

deteriorating BOP position with implications on the exchange

rate. The situation is made worse by a worsening trade balance.

The underlying current account balance recorded an avetage of
5.59oh of GDP for the period 2003-2011. Figure 7 summarizes

8.00

I
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perfcrrmance of the current account balance reladve to the

undedying current account balance since 2003.

Figure 7: Current and underlying current account Balance trend
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In conclusion, a wide savings iflvestment gap implies that the

country has to continuously borrow externally to finance the
much needed investment.

o\

2003 2008 2009 2010 2011
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Economic Growth for20fi,l lr4a;nd' the Medium Term

In Brief

Tlr emrwry is apected n gnxt by 4.4 prcent 5.3 prcent, and 5.8 pocent in 2013/ 14, 2014/ 15, and

2015/ 16 rapecthrly. The consmnthr uiru 0f tbe ountryi ecvnornit grouth 6?ecialb in 2013/ 14 is bdsed on unb

and see scenario, apecially how ecwwmic agenr uill behaw rwu that elrctioru are our. Othr rishs n the economic

otntaoh inchde arry aAnse urather onditiorx, iraearity as urll cu tbe apeaed sbw transition n dewlwd

gowrwrvnf.

Near Medium Term Economic Outlook

In 201,2/73, the economy is expected to gtow at 4.0 percent

owing to external shocks such as the economic crisis in Europe

as well as a slowdown in credit to the private sector which

ultimately impacts on Private consumption and private

investment. ln 2013/'14, it is proiected that economic growth

will increase by 0.4 percentage points compared to the 2012/1'3

Ievel to setde at 4.4 percent. In the longer horizon, the economy

is expected to grow at 5.3 percent and 5.8 Percent, respectively

in 201,4/15 and 2075/'16. Telecommunication especially ICT

which has been one of the key economic growth drivers is

expected to continue driving growth. Agriculture is also

expected to play a key role in the growth as the government

shifts focus from rain-fed agriculture to irrigation. Building and

construction is also expected to boost the economic prosPects as

stnrctures are set in place for devolution.

The near to medium term economic oudook is based on the

assumption of no policy change @aseline scenario). The positive

outlook is premised on the assumption of a smooth transition to

county governments. In the further horizon, it is based on the

assumption of gradual reahzatton of gains from devolution over

the same period. However, in all these scenarios, an important

assumption is that efficiency in utilization of resources will
improve and that the fight against corruption will continue.

The trend in real GDP growth is given in figure 8 below:

ln 201 3 / 14, economic growtb is

exputed to auerage 4.0 percent.

This growth will be diuen b1

telecommatication sector'

agnclhare as well as bttilding

and constntction

Tbe projuted economic gmwtb is

based on assamption of smootb

transition to cot4flA gouen mettt

and gradul naliqation of gains

frun deaolution
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Figure 8: Trends in GDP growth over the 2009/10-201s/16

Growth Rate (7o)
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Source: Economic t"*"rj}r::#jit"), parliamentary Budget

Nominal GDP which grew by 17 percent in2011/1,2 is expected
to grow by 12 percent and 10 percent respectively in 2012/13
and2013/14. Further the nominal GDP is expected to stabilize
at the 10 percent level over the pedod 2014/15 and 2075/16,
with average growth of 10 percent over the period 2011 /,t2 -
2015/16. (In terms of volume growth; percentage terms), the
economy is expected to average 5.1 percent over the period
20't1/12-2015/1,6.

Cost shares indicate the component of costs that are incurred by
the private sector in its production process. For example, the
cost share of wage bill private sector is the ratio of wage bill
private sector and final demand excluding indirect taxes. The
same applies to profits and imports. Overall, cost shares give a

picrure of the share of the aggreg te costs to total final demand.
Figure 9 shows that a larger share of the cost goes towards
profits (including capital costs), followed by imports and wages
respectively. In 2012/13, 44 percent of the costs consisted of
profits while import and wage bill constitute 35 percent and 21

percent, respectively. Given the fact that 35 percent of cost is
spent on imports implies that any upward increase (inflationary)
in the external price such as oil and other raw materials impacts
adversely on the cost structure of Kenyan firms. The pass

through effect ulrimately affects the competiriveness of Kenyan
exports.

Noninal GDP is expected to

grow at / 7 percent in 20/ 1 / 12

and stabiliTg at the 10 percent

leuel ouer the peiod 2014/15 to

20/5/16

35 percettt of cost sharu borue b1

the pirute sector is spent on

inpons inflbing tbat an)

upward iureay in the extema/

pice could adaerse[t afect fnzt.

l
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Figure 9: Cost shares (%) 2013/14-2015/16
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Sectoral Economic Outlook

a) Private ConsumPtion

Private consumption gaew at afi 
^verage 

of 3.8 percent over the

2008/09-2017/12 period, compared to a Pre-economic crisis

level of 5.9 percent (2005/06-2007 /08), translating to a drop of

2.1 percentage points. In the medium term' private consumption

is expected to average 5.8 percent (201,3/14-2015/16)' Total

employment (including informal sector) is envisaged to grow at

an annual rate of 4.7 percent over the period 2013/1,4-201'5/1'6

(about 0.6 million new iobs per year in the formal sector)' This is

lower than the 4.9 percent recorded over the period 2006/07-

2O1O/1,1. The private sector wage bill is expected to gtow at an

^verage 
of 72.6 percent in 2012/13-2015/1'6; higher than 8'7

percent recorded over the period 2008 /09-2011' / '12.

Rising employment in the Private sector is expected to bolster

household consumption. In addition, the expansion in private

sector credit due to downward trend in the Central Bank Rate is

expected to add additional impetus to household consumption

albeit in the short-term. In the event that intetest rates begin to

increase, it would increase household liability, thus lowering

household consumption.

Priuate consamption is exPuted

to aaerage 5.8 percent in the

penod 201)/14 - 2015/16;
lower than the 4.9 Percent
recorded ouer the Periad
2006/07-2010/11

Enplolnert in the piuate sutor

and expansion in piuate sector

mdit are like! to inrease

hotsehold consamption

14 Setting the Pacefor Sustainable Growth: Budget Opionfor 2013/14 and the Medium Tum



I I. l(,: RO 1..(.( ) \t ).\ I I (, ( )t - 
I I.O( ) h

Figurc 10: Gtowth in privatc scctor cmployment' final consumption,

and wage bill
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b) Private Investment

Private investment is expected to grow ^t ^ 
r^te of 4'9 pcrcent

between 2012/13 and 2015/16'. As mentioned eadier on, the

easing of private sector credit b<;osts private investment' The

pace of growth of the construction sector will broadly be hingcd

on this account. Figure 11 shows the trend in the envisaged

growth of private investment.

Figure 11: Forecast growth in Private Investment
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c) Exports
Though the global economy is expected to Efow at a slower

pace than earlier proiected, faster growth in SSA is likell'

3 
Ass.rming no maior economic shocks or policy changes, growth in prtvatc

investment is proiected to be constant in the medium term
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to support rise in the volume of exports trom 1.5 percent and
4.5 percent in 2012/ 13 ar,d 2013/ 14, respectivclv. It is expected
that exports will grou, br, 6.3 percen t in 2015 /16.

Figure 12; Percentage Volume growrh in Exports (2001/02-ZOl5/16)
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Sorrrcc: Iiconotuic Surucy (Historical), parlianrcntary Brrdgct Officc
Forccast

d) Imports
The volume of imports on a CIF basis is projected to grow
b,v 5.5 percent over the pedod 2012/1.3 to 2015/16. This
growth is premised on the steady grou/th in volume of
domestic demand ar.eraging 5.2 percent over the period
2012/13 to 2015/16. Import volume grov,th in 2012/13 is
expected to stand at 5.4 percent due to a rise in domestic
demand, associared wrth increased public secror wages
(feachers and Lecrurers) and go\rernmenr investment in
infrastrucrurc.

Figure 13: Percentage Volume growth in Imports (ZO0L/OZ-Z0LS/16)
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e) Current account

The deficit in the current account is forecast to stand at

Ksh.304.6 bill-ion, Kshs.341'2 billion, Kshs'382'6 billion, in

201.3/14,2014/15, and 2075/16, respectivelv' On the other

hand, the financial account amounts to Ksh'305'9 billion

over the same period. This is exPected to result in an overall

balance of payment surPlus of Ksh' 14.1 million and a deficit

of Ksh. 8.3 million in 2013 /14 and 2015 / 76 respectively'

g Price level, interest rate and exchange rate

GDP deflator is expected to increase by 5.5 percent Per vear

on average, over the period 2012/13-2015/16' Anv maior

change in the short term interest rates below the forecast

level of 6.9 percent (which is the average over the period

2012/13-2015/16) might cause some Pressure on the Price

level. On 
^ver^ge, 

the Kenyan shilling is expected to

depreciate by 1.0 percent against the dollar, over the Peri()d

2012/ 13-2015 / 1'6. The depreciadon of the shilling to the US

dollar is likely to surPass the 90 mark by 2015 /1'6' Devoid of

any internal and external shocks, inflation is likely to average

5.2 percent over the petiod2012/13-2015/'16'

The current accotnt defcit is

pmlected to aorYn ouer the

nediut tertt. Howeuer, tbe

fnancial acconnt will ofset tbis

restrbng in Balance of Palnent

Sarpks

The interest rate is foreca$ed to

auerage 6.9 percent oaer the

peiod 2012/1J - 2015/16

ahereat lhe Keryan 5'hilling is

exputed to dePreciate b1 1-0

percent again$ tbe dollar ouer the

sante ptiod

g) Employment and PovertY Levels

Table 2: Statistics in

19.48

f)ata rcc: Parliatrrctttary Iludgct Offi cc xlcl cstilnatcs

0s/06 06/07 07 /08 08/09 09/10 t0/tt 7r/12 t2/13 73/74 t4/ls ls/16

Private sector 1 .18 1.24 1.29 1.13 1.37 7.42 1.45 1.48 1.51 1.5() 1.61

Public sector 0.65 0.(r4 0.63 0.65 0.66 0.67 0.69 0.70 0.72 0.74 0.76

T()TAI, \(/AGE E,I lPL()YIVIE,NT 1.83 1.8tt 1.93 1.97 2.03 2.09 2.14 2.19 2.24 2.30 2.37

and unpaid family

workers 0.07 0.t)7 0.07 0.07 0.07 0.07 0.07 0.08 0.08 0.08 0.08

INFORMAL SECTOR 6.73 7.29 7;72 8.17 8.61 9.05 t).57 l0.i I 10.65 11.20 1 1.75

T()TAL tsMPLOYMENT ecl.

()ther 8.63 9.24 9.72 10.21 I0.7I 11.22 1t.79 12.37 12.97 13.58 14.20

C)thcr (tradiuonal self-subsistencc

sect()r) 8.67 8.58 8.64 8.71 8.77 8.83 8.7 6 8.69 8.62 8.55 8.48

Total Employed 17.30 17.82 18.36 18.91 20.05 20.55 21.06 21.59 22.13 22.68
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I l.t(.:t?ot.;( ,( ) \'( ).1It( ot- I t"( )( )t,

C)ver the period 2012/13 to 2015/16 the average formal
employment is expected to stand 

^t 26,5724 persons per year
compared to an 

^verage 
of 28,851 persons in thc period

2008/09-2011/12. Informal sector employment is expected to
cumulatively grow by 190,449 people ()ver the period 2O1l/12_
2015/16. Tablc 4 gives employmcnt figures in the various
sectors of the economy.

Assuming no policy change, the share of householcls under the
poverty line is expected to increase by approximately 0.4 percent
()ver the medium term. This could increase further if n, urgent
measures are taken to address poverfy.

Downside Risk factors to the National Economy

Rapid population growth rate: The current fertilirl, rate which
stands at approximately 4.6 births per woman is an issue of
concern. According to Thugge (2010)5, the number of children
between the age of 5-14 years is likely to increase by 60 percent
between 2005-2030. This is likely to put fiscal pressure on the
recurrent budget directed to sclcial inrrastructure such as in
education and health sectors. This is also an indicator that the
country requires a policy shift to address the issue.

Insecurity: Unemployment among the youth in Iienya is
without a doubt becoming more of a securiry concern as it is a
social issue. The threat by the Al Shabaab is notably a looming
threat on the growth of the tourism sector. Thus the related
fiscal pressure from the insecuriqr cann()t be gainsaid given that
huge resources allocated to fight insecuriry and institute police
reforms in the current financial year.

Transition to devolved Government: The third risk is the
manner in which this transition process is likely to bc handled.
Pitfalls and challenges are bound t. arise in its implementarion
given that I(enya's devolved system of government is cited as

highly ambitious and risky.

4_-'I hrs refers ro ncw employment per ve.rr
s Thugge, K, Heller, P.S and Idringai, J, I;i.rcal poliq in knla: Lnoking.l'on,anls
tbe Mediun Tent to l-ong'lbmt

l'he auerage forttal emplolment

fron 2012//3 to 20ti/16 is

expected to be lotyer tban the

aaerage fomal emplolment

statistict -fo, 2008 / 9 to

2011/12

T'he rapid population growth rate

it exerting prersilre on the

rectrrent budget /or social

expendilare and SecaiSt related

Jisca/ pressare it increasing
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Some of the likely risks of devolution include: decentralization

of corruption to the counties; disconnect between high

expectations by the citizens and the economic realities; the

budget absorption capacity of the counties; and risks associated

with disruption of seamless service delivery occasioned by weak

administration.

The extent to which the post election euphoria persists will also

affect the gains made by the economy and the grou/th traiectory

in the near medium term. Investors are likely to adopt the wait-

and-see attirude, and hold investment flows until normalcy

returns.

Other risks that our economy may face include unfavourable

weather, inflationary pressure and high domestic interest rates'

Complying with Budget timelines: The timing of the General

Elections 201,3 has ramifications on the statutory budget

timeframe. For example, the Constitution provides for the

enactment of the Division of Revenue Bill and the County

Allocation of Revenue Bill at least two months before the end of

the financial year @y 30'h April). To comply, Parliament has to

dispense the Division of Revenue Bill and County Allocation of
Revenue Bill as eady as possible. This implies that the National

Treasury, National Assembly and by extension Senate will have

to take great c^re to ensure that the Process is not held hostage

within the limited timeframe.

Deuolation faces manl Pilfa//t
incliling deroh'ed rorruPlion,

h,Sh expectations front the

citiqens, badget abnrPtion

capacilt and disrapion of sentice

deliuery
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National Debt and Sustainability
In Brief

krya's lock of public debt bas increased ubstantial! ouer lime and is tipped t0 grlu euenflrther as the goaenment
bormws extentiue! to make ap for the persistent relente sbonfalls. Thfu presenfi the isk tbat tbe coantry na1 fnd it
dfficalt to seruice the debt in fatne snder modest ecoromic growth rates, urderperfonxtarrce of reuenae, large contitrgent
liabilitiu atd inmasing fscal pressares. The gouentment tbenforc weds to adopt a botouing strategt tbat uitl
maintain ptrblic debt at a sastainable huel. The cr/ffeflt debt leael of about 50 percent of GDP is snsustainabh going

foruard.

The stock of public debt has more than doubled in the last
decade growing from Ksh.749.5 billion in June 2005 to
Ksh.1,793.2 bilhon as at December 2012; equivalent to 51.3oh of
GDP. Faced with increasing expenditure pressures and slow
growth in revenues, the government has experienced a budget
deficit which has been financed mainly through borrowing. A
review of our current public debt indicates that the government
has in the recent times financed its deficit with an increasing
proportion of domestic debt. Figure 14 shows the composition
of public debt and how it has evolved in the last five years, from
Januar/, 2007 to J,aly, 2012. Domestic debt in September, 2012
was 27.4oh of GDP compared to external debt level of 23.9oh.

This signals a higher uptake of domestic debt, which is relatively
more expensive to the economy as it stifles credit flow to the
private sector. The trend is also contradictory to the government
stated policy of ensuring sustainable extemal debt to GDp ratio
while reducing the domestic debt burden.

Figure 14: National Public Debt Composition

Tbe stock of pzblic debt bas

increased oaer the 1earc; arl

exPense to the economl as it
stifhs mdit flow to tbe piuate
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Kenya,s debt as at November,2011 vras considered sustainable

by a joint Wodd Bank-IMF anah'sis. Latest estimates however

indicate that if govefnment borrows as forecasted, the country

could risk debt distress and hence be categorized among the

heavily indebted poor countries (HIPC).

Domestic debt

Total gross government domestic debt has grown from

Ksh.379.8 billion in January, 2007 to Ksh' 969'0 billion as at

December, 2012. The latest debt is composed of government

securities (Ksh. 910.4 bi-llion), overdraft (Ksh' 25'4 billion), and

other domestic debt which includes clearing items on transit'

advances from commercial banks, Pre-1'997 government

overdraft and tax reserve certificates (Ksh 33.2 biliion). T-Bonds

and T-Bills accounted for 78.60/o and 21'4"/o of government

securities respectivell,. Government's preference of longer-dated

debts is sound despite the relatively higher interest rates since T-

Bonds tends to push interest down thus reducing overall cost of

financing.

Interest pavments for domestic debt instruments have been on

the rise and in the first half of 2012/13 fiscal 1,ear, cumulative

interest and other charges on domestic debt amounted to

Ksh.47.1 billion, against a budget of Ksh 94'5 billion for the

fiscal 1'ear.

If gol,emntettt boroas a!

foruasted the country cotrld isk
debt distrest

TLe leuel oJ' domestic debt ltat

inrreased stbslantially since

Janrury 2007 and Interest

paynents Jb, donestic debt

instruruents are quite h4h.

External debt has alto been on

an increasing tretd; with loans

nainlt from the World Bank,

AJDB, llvlF, JaPan and China

Extemal Borrowing
External public debt rose to Ksh.822.0 billion by the end of

2012 from Ksh.417.5 in January 2007' This is composed of

multilateral (58.2Y0), bilateral Q7.3o/o), commercial Banks (7'1%)

guaranteed (5.5o/o), and others (1.9o/o). The World Bank through

the International DeveloPment Association (IDA) is the largest

multilateral creditor (Ksh 306.4 billion) followed by

ADB/AFDB and IMF with loans of Ksh 75'3 billion and Ksh

67.4 billion respectively. Japan for a long time has been the main

bilateral creditor but given the strengthening of the Shilling

against JapaneSe Yen, China is now the bigl5est lender worth Ksh

61.3 billion followed byJapan, France and Germany with credit

of Ksh 56.1 billion, Ksh 45.6 billion and Ksh 25'5 billion

respectivelY.
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Figure 15: Composition of External Debt

Others Commercial
Guaranteed

6%

Data Sorrrcc: Ministrv of Financc

Contingent Liabilities
A scrutiny of the debt owed by other non-central
government entities such as local authorities and other
public entelprises indicates that the country is facing a
buildup of contingent liabilities. The guaranteed external debt
stood at Ksh.44.9 billion by December 2012 with Japan lending
Ksh 40'4 billion. The government is currentry servicing debts
contracted by Nairobi City Council, TARDA and KBC.
Monitoring development of these implicit debts is essential
because the central government is ultimately accountable for
debts contracted by these agencies. Significance of these debts is
poised to increase, especially with the implementation of public
Private Partnership agreements as well as issuance of guarantees
to county governments.

Emerging Issues and Policy Options
It is unlikely that the government win achieve its obiective
of lowering the public debt to GDp ratio to below 4Soh *
the currently proiected levels of resources and expenditure.
This tight fiscal position leaves government with three key
options: cut expenditure, seek external concessional assistance or
enhance revenues.

Option 1: Reduce public expenditure - Given the stunted
gtowth in revenues, the govemment should contain expenditure.
Specifically, the aftempts should be focused on curbing
unproductive oudays. The government should take advantage of
the expected rationatzation of ministries to cut administrative

Contingent liabilitiu especialll

inplicit debts contracted Qy locat

aatboitiet and otber public

enterpises are a isk to tbe

coantry't debt huelt

Giaen tbe constrained ,v.tortrces

and bigh expenditare pressrlrvs,

pablic debt is like! to nmain
bigb. Rtduction of ptbtic
expendituw mal ftduce debt

btrrden
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costs. These measures should also be extended to SAGAs' There

is need to examine the rationale for the existence of many

SAGAs that carry out regulatory, regional development, and

social service functions. Many of these agencies can be merged

with parent ministries or wound up.

The option of reducing overall expenditure is however limited

because much of the expenditure remains committed to the

consolidated fund services (CFS) and the wage bill' The

government has to fight the temptation to reduce development

expenditure because the growth strategy hinges on a substantial

increase in public investment in infrastructure and human

fesource development. Government thus has to scrutinize

expenditure items and make the hard budget choice of curtailing

unproductive spending. This will be a challenge that both

national and county governments must tackle' The country

therefore has to embrace a nev/ approach of achieving higher

targets with fewer resources. The focus should be on efficiency'

Option 2: Enhance revenue collection - As indicated later in

this document, there is still some potential to improve revenue

yield in Kenya and reduce the fiscal deficit through various tax

measures. However, the challenges the government is facing in

its effort to raise revenues discussed the next chaPter are

sigruficant.

Option 3: Seek external concessional borrowing and grants

- The constraints cited above imply that external concessional

borrowing and grants is likely to be the main instrument for

achieving fiscal obiectives. Provisions of the Constitution, PFM

Act 2012 and other regulations on government (national or

county) borrowing should be adhered to' But external

concessional borrowing and grants, though appealing, remains

subfect to many conditionalities and low predictability' The

riding principle should be that all external borrowing be geared

towards infrastructure proiects only.

A combination of the three options can therefore be pursued for

maximum gains,

There fu need to rationalile

ministies ar urell il Semi

Aatoromous Couettment

Agencies to redtce Pillic
expenditare

Cartailing anPrwlactiue

expenditure, enhancing the

country's ret)efirle collection atd

exlerna/ concessiona/ bonowirtg

and grants are like! to atsist the

ronntry meet ilsfscal oblectiau

I
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Indicator Threshold 2077 2072/73 2073/14
Present Value of Debt as 7o of GDP 40 39 44.7 45.9
Present Value of Debt as oh of Revenue 250 154 184 219
Debt Service as 7o of Revenue 30 22 28 32

BOX 1: DEBT SUSTAINABILITY ANALYSIS
Debt Sustainability Analysis is undertaken to assess the impact of a country,s cufient
bo'rowing strategv on future ability to service the debt. As a result of the analysis, a country
is classified according to its risk of debt distress. Three key threshold measures are used:r Present value of Debt as percentage of Gross Domestic product

t Present Value of Debt as percentage of Domestic Revenue
r Debt Service as percentage of Domestic Revenue

Kenya's public debt has increased substantially in the recent past. Provisional figures put the
public debt in fiscal year 20'11/12 at Ksh 1,633.4 billion. This debt is projectejby Tieasury
to rise to Ksh 1,882.9 bilhon inFY 2012/13 and thereafter increase to Ksh 2,Oi5.l billion
and Ksh 2,069.0 billion in fiscal years 201.3/14 and2014/15, respectively.

If the government borrows as forecasted, results of debt sustainabiliry analysis indicate that
in the medium term, Kenya's total public debt (sum of external and domestic debt) urill be
unsustainable, at the projected economic growth rute and revenue collections. The present
Value @\) of debt as a raio of GDP is projected to sutpass the threshold in this fiscal year
while debt service as a percentage of revenue is closing in towards the threshold. For
instance, the present value of debt-to-GDP ratio will reach 44 .70/o in 2012/ 13, exceeding the
threshold of 40oh. This is summarized below

24 Setting the Pacei,ror Sustainable Growth; Budget Option.for 20t3/I I and the A.[edium Tirm
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Chapter Two: Revenue Trend Analysis and Outlook

I
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Revenue Performance and Medium Term Forecasts
In Brief

Atsaning modest econornic growth and relaliae! $able macroecononic faclort, tota/ reuenw h prolectetl to rise fron
I<rh. 748.8 billion in 2011 / 12 to 847.2 billion in 2012/ L. In 201) / 14, tltal ret)en/./e h prolexed to reach I*h.
948.2 billion in 201 ) / 14 eqaiaa/ent to 22.2oh perunt of GDP. In order to safegrard reuenue, it is propotert that the
gzuernment deepens refonns in reuenae collection and administration, especia@ moderniqation of the VAT law. The
g1aerulre/tt sboald also c/anpdown on tax euasion among small basinesses as wel/ at yek to introtluce capita/ gains
tax.

Revenue Performance and Composition
A review of revenue trends in the past decade shows that
income tax contributes the largest proportion of revenue
followed by Value Added Tax (VAT), excise duty, other
revenues and import dury. In 2011 /12 financial year, income tax
constituted 45o/o of total ordinary reveflue, VAT comprised of
27oh, excise dury 1 L0/0, "other revenue" 9o/o, and import duq,,
8oh. Ovet the last decade, "other revenue" and income tax grew
by 3680/o while VAT rose by 227o/o, import dury by 180% and
excise duty by 121n/o. To support this, Figure 16 shows that
import and excise duties appear to rise lethargrcally overrime,
relative to income tax and the total ordinary revenues.
Seeminglv, the performance of VAT is less dramatic compared
to other domestic taxes such as income tax.

750,000

600,000

450,000

300,000

150,000

Tbe coantrl collects reaefitle

nost/1 fron income lax and

Valae Added Tax with the

olber reaenue i*ms perfoming

poorl1

Figure 16: Trends and Composition Ordinary Revenue eOOz/3 - ZOll/lZ)

2002/2003

I Ordinary Revenue

2004l2O0s

I lncome Tax

2006/2007 2008/2009 2OtO/2077

I VAT I lmport Duty y Excise Duty I Other Revenue

Dat:r Sourcc Sorrrce: QEBR
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The government in the proiected the 2012/13 total revenue

collection to reach Kshs.936.5 billion from Ksh. 748.7 billion in

2011 /12. Nonetheless, this tmget has since been revised

downwards to Ksh.908.7 billion. Despite this revision, the target

still appears overly optimrstic due to several administrative and

economic factors: one, the undelperformance of VAT is

expected to persist owing to the removal of VAT withholding,

and delays in repeal-ing of the current VAT law to improve

administration and reduce refund ptoblems. Secondly, the fall in

inflation could affect nominal gfowth of various taxes such as

VAT as well as excise taxes. Thirdly, tax reforms seeking to

viiden the tax bracket, for example through taxing the real estate

sector faced various legal hitches. In this regard, the revenue

proiections (Iable 3) shows that only about Kshs.847.2 billion is

likely to be realized in fiscal year201.2/13. This could result in a

revenue shortfall of about Kshs.51.3 billion by end-June 2013'

Government revenue forecasts have often been pegged to the

hypothetical revenue performance associated with the passing of

the Finance Act and other tax laws. Late enactment of the

Finance Act of removal of essential provisions often results in

missing of the revenue targets by the tax collector. The failure to

repeal the current VAT law, for example, may have contributed

to the persistent underperformance of the VAT in 2012/1'3

financial year.

Composition of total revenue to GDP has averaged 22'5o/o to

23o/o for last 5 vears. In its projection the National Treasury

expects that revenue will exceed 24o/o ol GDP in 2012/1'3 and in

the medium term. However, with limited neu/ areas to collect

additional revenues and compliance problems, the ratio of

revenue-to-GDP may remain faidy static'

Revenue Projections for 2073/14 and the medium term

Revenue projections are based on several assumptions, primarily

the assumption that Kenya's revenue response to GDP growth

is inelastic but close to unity. This is the case for the main tax

categories such as: import duties, VAT, PAYE, and excise taxes'

This means that the tesponsiveness of tax collections to GDP

growth is low. Further, the forecasts are based on moderate

inflation in the medium terrn, some continued wage Pressure,

Rruenae projecion b1 the

goaerfilzefit aPPears to be ouer[t

optimistic due to exPuted

anderpeformance of VAT, fall
in inflation and drawbacks in

tax reforrns

Total reaenile to CDP is

expected to renain fair! constant

ouer time due to liruited new

areas for reueltile col/ection,

alterations to the Finance Act as

well as failare to rePeal tbe

VAT lau

I
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but which seems to decline in the medium term. For the baseline
revenue forecasts, following are some of the assumptions:

1. Slow growth in GDP and nominal GDp growth of
berween 1,2o/o to 14oh in the medium term;

2. Revenue response to GDP growth of all tax heads is
inelastic but close to unity;

3. Modest inflationary pressures in 201,3.

4. Growth in oil volumes remains stable at 1,3oh.

5. Import value growth rise marginally from 15.5% in
2013/14 to 15.7oh and 15.9oh in the outer years.

Using these assumptions, total revenue, which consists of
ordinary revenue, ministerial and departmental fees (often
collected by various government agencies), will rise from Ksh.
748.8 billion in 201'l /12 to 847 .2 billion in 2012/1,3. Revenue is
expected to rise to Ksh. 948.2 billion in 2013/14 equivalent to
23.2o/o percent of GDP. Revenues will rise to Ksh. 1,065.9
billion in201,4/15 and Ksh. 1,184 billion in20t5/16.

Income tax, which consists of PAYE and "other income taxes"
is the single most significant tax head. Including LATF, total
income tax in 201,1/1,2 amounted to Ksh. 329 billion. In
2012/13, income tax is expected to rise to Ksh. 367.1 billion,
and rise further to Ksh. 408.8 billion in 2013/14 (fable 3). In
the two fringe years, 201,4/15 and 2015/16, total income tax is
forecast to reach Ksh. 458 and Ksh. 520 billion respectively.
Pay-as-you-earn (PAYE) vill rise annually by about Ksh. 20
billion owing to positive changes in economic output and
concomitant rise in employment wage rates. V/ages are expected
to rise by about 6.2 percent in the medium term.

By December 201,2, VAT shortfall was about Ksh. 20 billion as a
result of the removal of VAT withholding provisions and this
shortfall is unlikely to be resolved by the close of the financial
year. Consequendy, VAT rvill reach Ksh. 203.7 b1ilton relative to
Ksh. 183.4 billion in previous financial year. In 20,13/14,VAT
collections are expected to rise to Ksh. 233.6 billion assuming no
major changes to the prevai,ling VAT legislative framework.
These values could change marginally if the current VAT law is
repealed through reviving the provisions of the VAT Bill which
lapsed in the 1Oth Parliamenl

Assamptions for tbe baseline

reueflrle forecasb inclade slow

CDP growth, low retponte of
reuenile to CDP growth,

inflationary pressaru, stabiliry of
oil uolames and growth in
importt

Incorue tax is the most signifcant

tax bead ad is forccasted to

inmas in the medium terrn dle
to cbanges in economic or,tlplt

and ise in emplolment wage

rates
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VAT collections will rise further to Ksh' 267 '4 bllltoo in

201,4/15,and reach Ksh.283.1 billion in201'5/16' The VAT on

imported Products largely dominates VAT from domestic

soufces by about Ksh. 15 billion in 2011/12 and the profected

performance in 2012/13. The reforms in the VAT regime and

structural changes in the economy could help change this

strucrure, that is, domestic VAT should be higher than import

VAT to improve stability of revenue.

In the same lines, import duties may stagnate ot decline in funrre

owing to removal or reduction of tariffs, preferential treatment,

and due to commitments in regional economic integration.

Import duty is expected to reach Ksh. 57'4 biliion in 2012/13'

and further rise to Ksh. 65,4 billion in 201,3/14.In the outer

years, this tax will rise at the same pace due to stable growth in

import by about 150/0. Thus, import duties are proiected to reach

Ksh.85.4 billion in2O'l'5/1,6. Excise duty consists of excise on

imports (mainly oil and non-oil products) and domestic excise

(excise on domestic products and airtime)'

Excise on oil is the most substantial, consisting of more than

80% of excise duty on imports. Total excise duty on imports is

expected to reach Ksh. 44.1 billion, but rise to Ksh. 49.7 billion

in 201,3/1.4 financial year. Excise duty on both domestic

products and airtime is neady proportionate to excise duty on

imports. For example, in 2011'/12' excise duty on imports was

equal to Ksh. 39.3 billion while excise duty on domestic

products was Ksh. 39.9 billion. the same proportions may obtain

in the medium term, though excise on imports is likely to

stagnate while domestic excise will receive a boost from the new

provisions to tax money transfer services fees at 1070 (according

to Finance Act201'2).

Total excise duty in 201,2/1,3 is expected to reach Ksh' 89'1

billion, and rise to Ksh. 100.5 billion in 2013/14. These duties

will rise marginally, in line with the changes in respective

changes in the base values, by about Ksh' 14 billion each yeat to

reach Ksh. 128.5 billion in2015/1,6. However, recent reforms to

improve tax collection from domestic production could

Asruming no m@or changet in

the carrent VAT legiilatiue

framework, VAT collectiom will

increase bat coa/d increase euen

fanher if can'ent law is rePeakd.

Impon dnties is like! to ise in

the ottter 1earc dae to stable

growth in inPons whereat Total

Total xcirc dai is exPected to

increase node$l1
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significandy change the structure of excise tax and also the tax
yield. other domestic level taxes include investment revenue and
a host of revenues such as the IDF fees, aviation and aiqport
fees, stamp duty and land rent. This componenq knou/n as

"other revenue" is expected to hit Ksh. 55.g billion by end
2012/13 and rise to Ksh. 62.9 billion in 2013/14. Reported
ministerial and departmental fees constitute only about 6.7oh of
total revenue, but there is much more revenue mainly from
regulatory state agencies whose revenue estimates is not
approved by Parliament (does not appear in fiscal framework). If
all revenue collected by public agencies would be included, then
the total tax burden on Kenyans would be clearer.

All reuenae collected bl public

agetciu is not knopn hence tbe

total tax buden is ttot clear

Table 3: Baseline Revenue
2011/12 2012/13 2013/t4 1s 20ts/16

Total tevenue 748.8

691.3

312.5

51.9

79.2

183.4

14.'t

50.2

16.4

57.4

847.2

769.4

348.8

57.4

89.1

203.7

14.6

55.7

18.4

59.s

948.2

865.9

388.3

65.4

100.5

233.6

15.2

62.9

20.4

61.8

Ordinary revenue

Income tax (exc. I-ATD

Import duty

excise duty

VAT

Investment income (BROP)

Other Revenue

T-ATF

Ministerial and Departrnental Fees

1,065.9

978.4

435.1

74.7

1 13.8

267.4

15.9

71.5

22.9

64.6

1,194.1

1,089.7

494.0

85.4

128.5

283.1

16.8

81.8

26.0

68.4

Revenue as percent ofGDp

Total revenue

Ordinary revenue

Income tax (exc. I-ATD

Import duty

excise duty

VAT

Invesrment income @ROp)

Other Revenue

I.ATF

Ministeria.l and Departmenal Fees

22.7%

20.9%

9.5%

1.6%

2.4%

5.5%

0.4%

t.5%

0.5%

1.7%

22.8%

20.7%

94%

t.t%

2.4%

5.5%

0.4%

1.5%

0.5%

1.6%

2.2%

2t2%

9.5%

t.6%

2.5%

5.7%

0.4%

1.5%

0.5%

1.5%

23.7%

21.8%

9.7%

1.7%

2.5%

6.0%

0.4%

1.6%

0.5%

t.4%

24.0%

22.1%

10.0%

1.7%

2.6%

5.7%

0.3%

1.7%

0.5%

1.4%
Sotrrce: PBO Tax Forecasts
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Comparing the Baseline and Alternative forecasts

The estimates above are fairly conservative - but, changes in the

macroeconomic assumptions, for example assuming reduced

inflaaonary pressure and a slight rise in real GDP (for example

5.2oh instead of 4.1.o/o in 2013/1,4), could lead to a slight dse in
forecasted revenue in the alternative scenario. Further, the

alternative scenario incorporates differing assumptions about
inflation deflators, and forecasted change in various tax bases.

Relative to the baseline scenario above, the alternative forecasts

are based on the assumption about the enactment of various tax

laws (e.g. repealing of the VAT Act).

In this scenario, revenue projection for 2013/14 reaches Ksh.
954.9 billion, exceeding the baseline forecast by Ksh. 6.7 billion
(Iable 4).In2014/15, revenue will be expected to rise to Ksh.
1,077.2 billion under the alternative scenario relative to Ksh.
1,065 billion in the baseline scenario. The most notable change

in revenue proiections is on income tax and VAT, which appears

to rise by at least Ksh. 3 billion above the baselne. Excise duty
and import duty appear inert to the assumptions under this
scenario, with Iimited response in the forecasted revenue

compared to the baseline scenario.

In summary, according to the baseline scenario it is estimated

that the government will realize about Kshs.847.2b1lhon for the

201,2/1,3 financial year. Revenue is further proiected to rise to
Ksh. 948.2 billion due to robust performance in PAYE, modest
growth in VAT, import and excise duties, despite marginal
contribution from investment income and "other" revenue.

Table 4: Baseline and alternative revenue forecasts

Source: PBO forecasts

Tbe alteruatiue reuenae forecasts

assilmer rhanges in

macroeconomic assmptionq

dtfeing assamptions on inflation

deflators and forerasted change in

aaiozs tax base

In tbe alternatiae scenaio, there

are notab/e increarcs in reuentte

pr(ections on incane tax and

VAT but little response in the

otber tax beads

a

Baseline Alternative Scenario

2013/14 2014/ts 2015/16 2013/t4 2014/15 20ts/16
Total revenue 948.3 1,065.9 1,184.1 954.9 1.071 .2 1.191.9

Ordinary revenue 8(r5.9 978.4 1,089.7 871.8 987.8 1.095.7

Income tax (exc. [,ATF) 388.3 435.r 494.0 390.7 439.8 495.9

Import duw 65.4 74.7 85.4 65.4 14.8 85.4

excise duty 100.5 113.7 128.5 100.9 114.1 128.3

VAT 233.6 267.4 283.1 236.2 271,.2 287.2

Investment income GROP) 15.2 15.9 16.8 15.4 16.3 17.3

Other Revenue 62.9 71.5 8't.7 63.1 71,.7 81.7

LATF 20.4 22.9 26.0 20.6 23.1, 26.1

Ministerial and Departmental Fees 61.8 64.6 68.4 62.7 66.3 70.2
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The drivers of revenue growth for financial year 2013/1,4 and

the medium term will include reforms in the VAT
administration and collection systems through the repeal of the

VAT Acl Other reforms include increased funding of the

revenue authority, and inclusion of new sources of revenues

particulady from withholding taxes and other taxes from the

rapidly expanding mineral exploration, mining, and oil and gas

sectofs.

Revenue Enhancement Altematives

As noted above, attainment of revenue forecasts is dependent

on attainment of macroeconomic targets together with

administrative changes and widening of the tax bracket. Such

reforms, would improve Kenya's revenue performance. \Whereas

it could be argued that persistent revenue underperformance is

due to overestimation of revenue by the government, it is still

possible to improve revenue collections as a proportion of GDP

to about 23-24% of nominal GDP. However, this is only

attainable through specific innovations in revenue collection,

and widening of the tax net. Further, it is apparent that the

responsiveness of tax revenue to changes in the GDP growth is

quite low, and most tax heads are inelastic. This is supported by

PBOs projections, which assume moderate elasticiry of various

tax heads to changes in GDP or respective tax bases. This

information cleady shows that there is potential to improve

revenue yield and reduce the fiscal de{icit through various tax

measures. Some of the policy options which may be considered

are briefly outlined below.

7. Speciff criteria for exemptions, waivers, tax

remissions. Article 210 of the Constitution provides

that all tax waivers and benefits be propedy accounted

for including providing teasons for such waivers. While

the primary obiective of zero-rattng, remission,

exemptions and tax holidays is to help confer indirect tax

relief on certain classes of people and productive sectors

of the economy, the tax waivers have tended to deplete

the revenue base without, in many cases, conferring the

intended benefits on the beneficiaries or the economy.

No criterion has been developed to implement these

provisions of the Constitution. To streamline the tax

In order to enhance reuefll/e

collection, tbere is need lo attain

J0 m e lil aerle cln o m i c targets, e n act

some administraiue changet and

expand the tax bracket

N e e d fo r p rE e r j n s tifi cati o n

based on legal ninionfor all
tax waiuert and exemptions

I
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incentive regime, it is proposed that a legal criterion be

developed to provide a basis for issuance of tax waivers

and benefits. Alternatively, the government can assist the

vulnerable groups and aid sensitive productive sectors

through subsidies rather than through the tax system.

2. Revenue Administration Reform Agenda: The

revenue administtation reform agenda appears to have

reached a plateau. Since 1995, KRA has undertaken key

reforms culminating in commensurate increase in
revenue collection. However, over the last two financial

years, the revenue target set by the Treasury has been

missed. There are several reasons to explain this; among

them the fact that the structural and IT reform agenda

v/as not upheld. Thus, there is need for a deliberate

policy shift towards investing resources in areas that are

likely to bring new sources of revenue.

3. Rethinking the implementation of Turnover Tax:
The Kenya Revenue Authority (KRA) introduced

turnover tax in order to ensure that the informal sector

pays a fair share of the tax. However, despite high ToT
recruitment there hasn't been a commensurate increase

in revenue. For instance, ToT recruitment grew by 36.3

percent ftom 3,517 in 2009 /1.0 to 4,794 in 2010/11,. On
the contrary, the revenue Authority was only able to
collect a paltry Ksh.57 million and Kshs.130 million in
2009 /10 and 2010 /11, respectively. To reverse this

trend, KRA should move with speed in terms of
simplifring the recruitment process for TOT taxpayers

as well leveraging ICT in the payment of TOT tax.

Furthermore, KRA should partner with county

governments in order to have a one stop shop for
registration of the taxpayer for the pulpose of taxation as

well as licencing. Indeed, by upgrading and modentzing
the city/town council databases, KRA will establish

physical location of the various businesses.

4. Revamping VAT collection: In the 2012/13 repoft on

the Budget Policy Statement, Padiament recommended

the use of GPRS enabled Electronic Tax Register (ETR)

Deliberate poliry tbift froru tbe

cttn'efit reuefiae adminittration

refonn agenda (Strucnral and

IT refonns) to explore other

sources of reuenae

Rcuanp tbe Tarnouer Tax

tlstem throrgh sinplrf,irg

recraitment prorest and kueragrg

olt ICT to enbance reuefiue

c o I h cti o n fro n T oT T a xp ay rt

(
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as a means of enhancing VAT collection. Based on the

aforementioned resolution, the VAT act was amended in

the Finance Bill of 2012. V AT is the tax of the future

and if propedy administered, it is likely to substantially

enhance revenue collection. The GPRS-Integrated ETR

is its single most valuable, powerful vehicle that is likely'

to increase VAT collecuon. There are concerns however

with regard to the slow pace of implementation of GPRS

enabled ETR. Available information indicates that the

exact population of ETRs in the market is not known.

This makes it difficult for the tax man to net in the non

compliant taxpayers. To this end, it is recommended that

KRA hastens the implementation of GPRS enabled

ETRs.

5. Taxation of capital gains: The capital gains tax was

removed in mid-1980s to encourage investments in

property and marketable securities. However, since then

the real estate and securities market have grown

tremendously. According to a real estate index by

HassConsult, property values have increased by more

than 300 times since 20006. In peak growth times such as

2001-2008, property values rose by 3-4 percent every

quarter. Similarly, most listed stocks at the Nairobi Stock

Exchange have moved up several times over the past

decade. Capital gains tax is present in Uganda, Tanzania,

and many African countries. Uganda levies tax on capital

gains at 30 percent and Tanzant^ ^t 20 Percent. To

broaden the tax bracket, the tax authority needs to

consider levying taxes on incomes or capital gains from

appreciation of properties, stocks and other marketable

assets. The process of implementing this tax m y include

broad consultations with stakeholders such as agencies at

the Nairobi Stock Exchange and real estate actors to

improve compliance.

6. Taxation of the real estate sector: According to the

fifth corporate plan of the KRA, the property developers

t Th. H^r. Property Index, Quarter Three Report, 2009 and Quarter Four
Report, 2012. HassConsult Limited

The totalij of ETR machines

in the coantry should be

utablished in order to net in the

non compliant taxpalerc and

enhance VAT reuenue collection

KRA should consider lerying

taxes on incomes or capital

gains froru appreciation of

propeniu, ttocks and other

marketable assets

I
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market in Kenya and particulady in Nairobi has grown
rapidly in the last five years. Construction of apartments,

estates and office blocks for sale or rent has surged.

However, this growth has not been reflected in tax

revenues. Despite puthng measures such as using

Geographical Information System (GIS) maps among

other measures, there is need to rethink the issue of
property tax administration. Available literature indicates

that property administration in developing countries like
Kenya is most problematic. Often than not, there is lack
of qualified staff, outdated style of record keeping and

lack of coherence and interface between the revenue

collection Authority and other agencies. To increase

collection in the property sector, KRA should institute a

holistic approach to tax administration, namely:

i. Coverage: Put in place a comprehensive list of all

eligible taxpayers. In addition, measures must be put
in place for proper assessment to be done.

ii. Billing and collection: The Authority must make

sure the assessed tax is actually collected. This is the

only way the cycle is completed.

iii. Audit: The assessed files must be audited and the
information therein be compared with other sources.

Crowth in the real estate sector

hat not been ref/uted in the tax

reaenll€r. Propt"j tax

administration should be

$reamlined to eficompass

couerage of a// tax palerq

billing and collection of tax; and

aadit of a// assused taxflet

Y
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Chaptet Three: Public Expenditure and Proposals for 2013/14

and the Medium Term
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Structure and Size of Public Expenditure

In Brief

Gouemment expenditure hat nostfl been diuen b1 recarrent expenditare with a ballooningpublic debt whicb has more

tbat doabled ouer the past decade. Hoaeaer, the high gouernment expenditure has not resalted in improued standards of
liwngfor the citiqens in particalar as relates to Health, Edacation and baic Infmstractare. In order to address the

expenditare clncerns, comprehensiue and far- reacbing pablic sector ,rfo*t will haue to be andeiaker including

strttaining aasteij tljearnres on anproductiue oatla1s. .

Over the last decade, govemment expenditure has more
than quadrupled in nominal teffns. Total government
spending rose from a budget of Ksh 264.1 billion itFY 2002/03
to Ksh 1,195 billion inFY 2012/ 13 (figure 17) representing an

increase by over 350%. Expansion in public spending is
predominandy driven by recurrent expenditure pressures and

mainly growth in employees emoluments.

Figure 17: Trends in Public Expenditure (2002/03-2012/13)
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As a ratio of GDP, expenditure has been inching upwards

at a faster rate than revenues. Expenditure and net lending

rose from 24.3Yo in 2002/03 ro 28.7o/o in 2011/12. This is

projected to rise to 32.6o/o and 33.1o/o in 201'211'3 and 2013/14

respectively. However, despite the increasing government

expenditure, the well being of Keny'ans has not improved. Manl'

of our ciizenry are n()t able to access basic healthcare and the

poverty levels have increased (see Annex 2 on poverry levels)'

This can be attributed to inefficiency in the utilization of publ-ic

resources and targeting and pri<lritization of resources.

Figure 18: Expenditure Revenue and Deficits (% of GDP)
35

30

25

20

15

10

5

0

-5

,-\
\-peo2

Jr----

".$r F.DEFICIT INCL.GRANTS (Commitment basis)

- - A.ToTAL REVENUE

_ B.EXPENDITURE & NET LENDING

Emerging Issues

A scrutiny of the aPproved estimates and actual

expenditure show a huge divergence. There aPpears t() be a

disconnect between government's policy intent and actual

priorities in spending. Whereas the recurrent comPonent clf the

budget is high, the allocations to development are contrary. This

means that the aspirations of the Vision 2030 may not be

achieved.

Expenditure has increarcd faster
than reuenae at a share of CDP

but there bas been no

commensarale improuement in the

well beingoJ.Kenlans

T'bere appears to be a ditconnect

behveen the policies of gouentment

a n d exp e n di tu re p i oi ti e s

10
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Against the background of recent performance, achieving
the targets of Vision 2030 requires bold decisions to be
made. Some hard budget choices will have to be made to
restructure the spending pattern. It is imperative to contain the

recurrent expenditure pressures and address the twin problem of
rising (domestic and foreign) debt and growing deficit which is

forecasted at 8.0o/o at the end of ftscal year 2012/1,3. The
government cannot rely only on additional resources becoming
available to restructure spending. Much can be done within the

existing resource envelope, but this requires hard budget
choices. Specifically, attempts should be focused on sustaining

austerity measufes' on unproductive outlays. The government
should take advantage of the expected rationalization of
ministries to cut administrative costs. Similar measures should
also be extended to SAGAs. There is also a need to review the

rationale for the existence of numerous SAGAs seemingly

performing similar regulatory, regional development, and social

service functions.

7-'The austeriry measures particularly contained foreign travel as well as boards
and commiftee expenses in the last two financial years

Tbere is need to restracture the

expenditure patterns to redace

arprodactiue outlals

\
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Spending for Growth: Sustainable Expenditure Options

In Brief

Public expenditare and inuestment can boo$ economic growth and improue the wellbeing of the citiqens. Howeuer, tbis it
on! feasiltle if retoarces are proper! allocated and prioifi, giuen lo core expenditare programmesf secton sach a.r

Education and Health, Agricultare and R.ural Deuelopment, Energ, Infmstracture and ICT.

i. Agriculture and Rutal Development

Agriculture is a major sector in our country, and although its

contribution to GDP has declined from about 40Yo at

independence to about 24 - 26oh currendy, its contribution to

development is still significant. The sector is expected to support

employment especially in rural areas and provide raw materials

for the manufacturing sector. Through exPorts such as tea,

coffee, and horticultLlre, the sector is also a maior foreign

exchange earner.

Assessment of government expenditure indicates that budget

allocations to agriculture accounts for about 5o/o of total

government oudays. However, the sector has remained

untapped in terms of technological advancement. The sector is

still very highly dependent on rainfall and not much

diversification of crops has taken place. Research and innovation

has remained low and marketing of products has been left to
chance. As a result, close to 10 million Kenyans are estimated to

suffer from chronic food insecurity and poor nutrition. Indeed,

the provision for emergency food supplies is a regular feature in

the annual budget. In order to improve the sector, there is need

to adopt reform measures that should target increased yield,

diversification, improvement in storage, adoption of new

technologies and marketing of agricultural products.

The following are some of the Options for203/14 and the

Medium Term:

a) Enhance Training and Research in Agriculture:
There has been poor coordination and lack of efficient

The agricaltaral sector is expected

to remain tbe pinarl engine for
economic gron,th in tlte forueeable

fatare

In order to addrex food
insuuily, tbere is need to adopl

,rfo-, rueaiilres that target

increased jeld, diaersifcation,

improuement in storage and

adoption of new technologiet and

ntarketing of a.grirultural

prodacts

I
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agriculrure research system that can produce effective

new technologies to increase agricultural yields.

Strategies to encourage private sector participation

should be put in place. The planned merger of all

parastatals in the sector to one umbrella body should

improve ef{iciency and synergy in research. The research

findings should adequately packaged and forums for
dissemination well publicized so as to guide farmers.

b) Availability of quality seeds and fertilizers.

Quality seed is one of the most important inputs for
farmers and influences yield potential to an estimated

level of between 5oh and 20oh. Tltere should be a direct

investment in the production of quality seeds and

measures to ensure that there is quality in the seeds

ptoduced by the private sector.

It is further estimated that with fertilizers the crop yield

can increase 30 to 50oh. Use of organic fertilizers should

be promoted since they are generally better for the

environment as less pollution is created from their

manufacture; they have a longer lasting effect on the soil

quality unlike many inorganic fertilizers which are easily

washed by rain or water if not absorbed into the soil

immediately.

c) Post-harvesthandling

The post-harvest losses in Kenya accounted for about

30oh of all produced crops before the advent of the

Lager Grain Borer and Aflatoxin. Post-harvest losses

occur at various levels that include drying, shelling/
threshing, storage and transportation. Post-harvest losses

are also influenced by pre-harvest decisions such as time

of planting, harvest periods and choices of varieties.

Increased extension services to farmers as well as

development of facilities for storage and preservation

would reduce the losses incurred.

In order to reuamp agricultare,

there is need to inuest in training

and research programmei, as well

as adopt strategu to encoarage

piuate u ctor pani cipation

Inustment in bigb qaaliry rceds

and il.re oJ feniliryrc will

facilitate prodaction of bealthier

crops. There * nud to also

inuest in post barvut handling

technologt and interuentions to

redace post haruest loret

\
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ii. Health Sector

Article 43 of the Constitution of Kenya entrenches healthcare as

a right to every Kenyan. The health sector in Kenya has been

receiving sl,ighdy below 70o/o of the total government oudays

over the last decade. Although there has been growth of
allocations in nominal terms, a huge proportion has been to

cater for wages. Also, there is a mismatch berween policy and

resource allocation in the sector. Though the policy has been tcr

atgn resources on preventive healthcare, curative programs still

get lion's share of resources during budget implementation.

There zre significant non-financial constraints that affect

delivery of healthcare in Kenya such as shortage and bias in

distribution of personnel, leakage and wastage of drugs and

medical supplies, and poor administration of healthcare facilities.

The health services have largely been devolved under the new

constitution. The national government is responsible for health

policy and national health refercal hospitals only. This means

that the bulk of resources shall be devolved to county

governments. Indeed, in the 2012/13 budget, an estimated

67.90/o of total allocations for the sector was allocated for

devolved functions. The allocation to the sector in the medium

terms is given in table 5. The table shows that a larger

proportion of resources are allocated to county governments.

Policy options for 2073/14 and the Medium Term

\X/hereas the challenges in the sector are pertinent and have been

inhibiting government delivery of services, it is important to

note that available resources are finite and the health sector

competes with other sectors for resources. Solving these

challenges therefore calls for creative solutions.

Social Health Protection - care for indigents

User fees are charged at almost every public health facility,

though the rates vary. The public facilities are however expected

to issue waivers for citizens who are not able t() meet the cost of
treatment. This has resulted in most public facilities especially in

There is a mismatcb behveen

policy and rerolrce allocation in

tbe health sector with more focut
on curaiae ralho'lhan preaentiue

bealthcare, poor distribrtion of

personnel, wastage of rnedica/

supplies and poor administration

of b ea lth care faci litie s

Heahh service.r are kr4t\
deuolued to the counA

gouerwzents pith the national

gzaernnerlt heing responsible for
policiu ar aell as national

reJera/ hospitals

I
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rural areas and referral hospitals being overwhelmed by claims of
waivers yet the government does not compensate for revenues

foregone. This has affected the resources for these facilities
leading to compromised service delivery.

Reforming National Health Insurance Scheme is vital. The
scheme should be managed in a more transparent and

accountable manner. Better strategies to reach a larger
proportion of the population especially those in informal sector

and the unemployed are necessary.

Automation of health facilities

This should be fast-tracked to improve efficiency and

accountabiJity of health facilities, due to competing needs in the
sector. A pilot automation process should begin in the FY
2013/14 by automating at least two facilities per county and
until all facilities in the country are automated.

Promotion of Preventive Healthcare

The public health officers should intensify communiry training
and sensitization on public health issues to prevent diseases that
are spread due to inadequate cleanl,iness, poor waste disposal
methods and stagnant water and bushes around the homesteads.

There should be promotion of construction and use of
ventilated pit latrines and hygiene. Spraying of homes and

stagnant water by Health officers to prevent insects breeding is

also crucial. \Water source protecrion, proper disposal of soltd
waste, waste water drainage and market hygiene that involve
water and sanitation facilities should be promoted.

iii. Education Sector

Articles 43 and 53 of the constirurion provide for the right to
education. The constitution gives the national government
responsibility of providing primary, secondary and universiry
education as well as overall education policy and standards. The
county governments on the other hand are responsible for
provision of pre-primary education and youth polytechnics.

Public facilitiu forego reumae in
tenns of waiuers for citiqens and

this hm compromited seruice

de/iuery. To addrus thi.r, the

l{ational Health Insurance

Scheme shoild be reforned

Promotion of preuentiue

healtbcare can be done through

communiry ffaining and

tenitiqation on waste handling

and hlgiene; as well as water

soarce protection
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Public outlays on education sector have continued to rise over

the past, though of late, the sector has been overtaken by

infrastructure as the largest recipient of government resources.

!7ith the introduction of Free Primary Education @PE) in 2003,

expenditure oudays have steadily risen, with a further iump in

2008 when Free D^y Secondary Education (FDSE) was

introduced. One should note that there is substantial

expenditure by households and private sectors on education.

Past trends and Key Challenges

Education sector expenditure trends have not reflected policy

priorities. Low levels of development exPenditure despite the

rise in enrolment have resulted in overstretched and

deteriorating infrastructure. More resources should therefore be

budgeted towards the expanding infrastructure in public

institutions of Iearning.

Policy Options for 2073 / 74 and Medium Term

In the 201,3/1,4 budget, the government should prioritize its

allocations in the sector key progtams as follows:

r Increase the FPE allocations from Ksh 9 billion to at

least Ksh 10.5 billion in order to cover all expenditure

outlays including increased enrolments and bridging

regional disparities demand for additional resources

Increase the FDSE funds to over Ksh 22 billion from

Ksh 19 billion to cater for expected increased

enrolments as well as bridging regional disparities.

Special attention should focus on ASAL regions where

transition and retention in secondary schools is low.

Increase HELB allocations by Ksh 2 billion to Ksh 5

billion. The Higher Education Loans Board should

complement these efforts by intensi$ring recovery

efforts and reducing the coverage by giving prioriry to

bright students from disadvantaged backgrounds

8 For instance, in 2008, 10.8'lo of total primary education enrolment was in

private schools whlle 12.310/o of secondary school children were in private

secondary schools.

There is a mismahh between

edacaion spending and poliE

pioitiu with low leaels of

deue lopnent expenditure

The gouernment thould increase

allocations to Free Prinary

Edacation to at least IGhs 10.5

billion and I'DSE allocations to

oaer IShs 22 billion
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iv. Energy, Infrastructure and ICT Sector

In the past three years, the infrastructure sector has been highly
prioritized by the government, receiving the highest funding.
The sector's allocation increased from Kshs. 165.73 billion in
2010 /11 to Kshs. 267.91 bilhon in 2012/13. Much of the funds
for the sector are used in capital projects under the ministries of
roads and energy.

Owing to substantial spending on infrastrucrure, improved road

network is now seen as a success story of the outgoing
government. However, various bottlenecks still remain in the

transport and energy sectors. Consequendy, the government has

embarked on addressing the botdenecks in the transportation
system within the country and commissioned maior power
production plants especially for renewable energy sources like
geothermal and wind power.

Policy Options fot 2013 /74 and the Medium Term:

^) Amalgamation of the public service transport to enhance

efficiency and give fise to Rapid bus transportarion
services within the major towns and cities.

b) Fast-track the development of the commuter railway

transportation within Nairobi ciry to ease congestion on
the roads and connect major suburbs to the city center.

c) Fast-track upgrade of the Mombasa/Kisumu/Malaba
rall:way line. This can be achieved through Public Private

Partnership @PP) and there exists a legal framework to
facilitate that.

d) Allocate adequate resources for the development of the

Konza ICT Park to enhance the information sub-sector.

Infrastractare bat been a major

pnorij of the gouemnent with

hagefandingfor roadt ,tnd energy

bat trantportat'ion rtmairc a

problen

Tbere ir need to fast-track
deuelopnent of commater railwal

as well as rapid bus

tranrportafion within Ilairobi
and Improuement tf the

Monbasaf Ksumuf Malaba

railwal to ease transpotation

problemt
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Expenditure allocation across sectors

In Brief

The allocafion of ruoarasfor 201 3//4 and the ruedium tenr will take a dffirent approachfrom preuioutlears.

Notab!, witb the coming to existence of the coan! gouelflments, expected fanctional allocations to coanj gouemments

wi// be taken into accoant and deducted. Coanj gluemrlentr will receiue a minimttm of 15% of the total sharable

reaefirle collected b1 the national gouemment. I'Jonetheless, the colnfl gouernmmts will be independent of the national

gouemment with rerpect to badgeting therefore the setling of ceilingt for the dffirent sectors in the national gouernnent

budget will not include the badgetfor the coanfl gouenlmeflts.

The 201.3/14 budget is in essence a transition budget and

therefore a critical stage of setting the pace for devolution in this

country. It therefore means that the allocation of resources for

201,3/1.4 and the medium term Presents a shift from

centrahzaion to decentralizatton. More importandy, the first

step is to adhere to the principles of public finance as oudined in

the constitution of Kenya.

The second issue to consider in resource allocation is the

anticipated targets for 201'3/14 and the medium term. These

targets should be in line with the provisions of the constitution

with regard to the rights of Kenyans, the distribution of
functions between the national and county level of governments

and the Vision 2030.

Thirdly, starting with 2013/14 budget, the principles of
devolution have to be adhered to and thus the ceiJings have to

be made taking into consideration the responsibilities of either

levels of government under the new dispensation. The central

government is expected to retain a lean establishment in sectors

such as agriculture and health where the national government is

majody responsible for policy and research services. Table 5

provides proposed expenditure allocations across the MTEF
sectors for national government

The prEosed expenditare

allocatiott haae been nade taking

into accotnt the responsibilities of

the national and counj

gouernments

The badgetary allocatiorc should

be in line with the expenditare

pioitiu of the coantry as per the

constitution, distibation of

functions behveen the two leuels of

gouernment and Vision 20)0
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THE CONSTITUTION

Thefollowingprinciplesshallguideallaspectsofpublicfinanceintherepublic_

a)thereshallbeopennessandaccountability,includingpublicparticipationin
financial matters;

b) the public finance system shall promote an equitable society and in particular -
(, the burden of taxation shall be shared fairly;

(ii)revenueraisednationallyshallbesharedequitablyamongnationaland
county governments; and

(tu) .*p..ditor. shall promote the equitable development of the country'

includingbymakingspecialprovisionformarginalizedgroupsandareas;

c) the burdens and benefits of the use of resources and public borrowing shall be

shared equitably between present and furure generadons;

d) public money shall be used in a prudent and responsible way; and

e)Financialmanagementshallberesponsibleandfiscalreportingshallbeclear.
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Table 5: allocation across gectors
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Chapter Four: The Economics of Devolution
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Driving Growth through Devolution
In Brief

For 1ears, the coantry hat experienced tkeured deue/opment with some regions atluancing more tban otlters in
deuelopment. knlans are optiruistic tbat tbrotgh deuolation, tbe perceiued histonral injartins will be aldressetl and
equi4t wi// be achieued. Howeuer, rebalancinggrowth wi// be a chal/enge at economicpet'orruance tlffirsfron c4unry tu
coan! with rLne mlrepreparedfor takeof than otbers. There is need to address regional inequalitiet acror tbe coanties
and exploit competitiue aduantage. Howeaer, it is porth noting that deuolution alone cannot diae economic growtb.
Tbere h need for a concerted efot to ensure uaried prucription to remetll the uaious challenges expeiencetl b1 tbe
re sp uti ue co u n ti e s w b i le exp lo i ti ng co mp e ti ti u e a d u a n tage.

The country is gearing itself for a maior shift in its polirical,
economic and admirustrative structure as it shifts from a

centralized governance system to a devolved system of
government. The county system of government took effect
immediately following the 2013 general elections. The county
governments will enjoy a disrinct and inter-dependent relation
with the national government, enjoy guaranteed share of
national revenue, revenue raising powers (albeit limited) and
control over service dehvery within their various jurisdictions. It
is largely envisaged that through devolution, the 47 new counties
will be able to find homegrown solutions to their problems and
freely determine their expenditure priorities thereby facilitating
overall economic development.

Since independence, Kenya has experienced skewed growth.
According to the Kenya Economic Update flX/odd Bank,2O1,l),
economic activity in the country has been concentrated in only
23 out of the 47 counties. According to the Wodd Bank analysis,
the biggest share of Kenya's total production is &om Nairobi
and Mombasa while contributions to the national economy from
counties like Isiolo and Samburu are very minimal. This presents
a challenge in terms of rebalancing growth and redistribution of
productive capacity across the counties.

For counties to achieve sustainable and all inclusive
economic growth, they will have to address the following:

i. Create employment,

The transition to deuolaed

gouernment is exputed to enable

coanties to fnd horue grown

solations to tbeir probhrus

therefut facilitating ouerall

economic deuelopment

knla t economic actiuig has

been concentrated on! in 2) oat

of the 47 coatties
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ii. Reduce PovertY levels, and

iii. Enhance Revenue Collection.

i. Creating EmPloyment

One of the biggest challenges for the county governments will

be generation of employment opPortuniries' Latest employment

statistics indicates a high prevalence of unemployment in almost

all counties. From available data, unemplovment is highest in

Garissa (46.9), Waiir (36.0), Mandera (31'0), Kiambu (25'8) and

Mombasa (1'7.7). Only ten counties have an unemployment r^te

of less than 5 Percent. A high unemployment rate also implies

less revenue collection for the county governments (For details

on unemployment rate per countf, refer to Annex 1)'

Counties will therefore need to device policies that generate

productive emPlovment opportunities. This may include policies

that promote entrepreneurship to increase employment

opportunities outside the public sector as well as skills

development for the unemployed to increase their chances of

being employed or setting up businesses'

Generation of emPlolment

oppoiunities is one of the bigest

challenges facing coanl

goaerflnenls. A kSh

aneruplolment rate imPlies lets

reaerlae collection and h@h

dependenry on coun! gouernmefitr

Enplolnent creation will ruult

in poue@ redaction btt on! if
ilte enplolnent oPPortnnitiet are

productiue enough to enable

ucape potc@

I

ii. Reducing Poverry Levels

vzith available data showing that more than half of the

population in 22 olt of the 47 counties is poor, counties will

have to put in place practical poverry reduction strategies (For

details on poverty levels per county' refer to Annex 2)'

Increased employment Ievels can only reduce poverty if there is

an increase in productivity levels' To this end, Counties should

focus on ensuring that iob creation policies offer stable and

productive opportunities as opPosed to a temporary fix to the

problem such as temporary odd iobs for the youth'
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iii. Contribution to Revenue

Available data indicates that Nairobi is the largest contributor of
revenue national basket wrth Mombasa County coming a distant
second (See Annex 3). The contribution is very minimal for the
other counties. This in essence means that most counties have
limited internal revenue generation potential. In the medium
term, most counties are likely to over-rely on the revenue
transfers from the national government. The County Executive
Committees may therefore need to put in place efficient revenue
collection systems and seal all revenue leakage loopholes to
enable enhanced revenue collections.

Economic Growth through Counties

Driving economic growth ^t the national level through
devolution will require a rwo pronged approach:

i. Address regional inequalities
ii. Capitahze on competitive advantage

Addressing regiond inequalities

Historical patterns of unequal development across the country
has resulted in areas perceived to have more economic
opportunities being economically advanced by attracting even
greater investment through rural to urban migration as well as

businesses setting up base in those areas where they are more
likely to maximize profits. The consequent is that, the ,rich,

counties continued to be richer while the ,poor, counties became
poorer.

Redistribution of national income is a higtrly desired outcome of
devolution. Through allocating specific shares of the national
revenue to each county including equalization fund transfers and
conditional grants, it is hoped that those counties which are
lagging behind in terms of development will be able to reach the
level of the other counties. Indeed, Kenyans arc very hopeful
that the implementation of county governments wi,ll translate to

The contibation to reaenae is

high in l{airobi Coun! bat

quite rninirual in a// the otber

counties

Some counties are lnore deueloped

than otbers dne to histoical
patterns of neglect. Deuohtion is
expected to redistibate national

incorze and addrea regional

ineqrulities
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close proximity of services to the people and bring about the

much need economic development thereby reducing inequalities.

However, it is worth noting that equitable development is not a

guarantee. Redistributing national resources will not necessarily

bring about equitable development across the forty seven

counties (47). In actual fact, devolution is likely to perPetuate

inequality as not all counties will be able to immediately absotb

fully, the resources that will be allocated to them. Also, some

counties lack the capacity to effecuvely take up the

constitutionally devolved functions. This is attributed to the

different levels of development of the Counties' Furthermore,

proper utilization of resources at county level will largely depend

on the levels of transparency and accountability in the

management of publ,ic resources by the counry leaders.

Otherwise, there is a risk that devolution may achieve nothing

more than devolved corruption.

In order for county governments to be successfully

implemented, the following need to be done:

i. Infrastructural Development and Budget

Absorption Capaciry: Not all the 47 counties are

endowed with infrastructure necessary for immediate

takeoff. Some counties lack proPer roads, social

amenities including health and education facilities,

adequate supply of electricity and other public works.

This coupled with low budget absorption capacity

poses risk of disruption of seamless service delivery

by the count)'governments. Transition Authority is

in the process of undertaking county assets audit to

determine the infrastructure levels of various

counties. In order to ensure continuity of services,

there is need to undertake phased transfer of
functions to the county governments based on the

ability of each county.

Capacity Building fot County Staff:-The counties

are likely to face strong headwinds in implementation

of its functions if there is rushed transition without

the requisite capacity. There is need to ensure that

Deaolation will not necesail1

bring aboat eqaitabk

deuelopment and it ma1 take

rune time Jor some coanties to

reach the leuel of the more

deueloped coanties

Coanties are endoaed dffirentll

in terms of infrastructural

deuelopment and not all coanties

are prepared to take ap all

fanctions of counlt gouernments

1l
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as resources are devolved to the counties, the county
staff can properly manage these resources by
carrying out proper planning, budget execurion,

monitoring and evaluation. The Counry Public
Service Boards working closely with Transition
Authority should as a matter of prioriry undertake

capacity building programme to develop the requisite

skills needed to take the county to the path of
development. The staff must also commit
themselves to sign performance contracts with
SMART targets to improve service delivery to the

people.

111. County Development Plans: - for Counties to
remain on a development traiectory, each county
should develop a five year county development plan
in line with Kenya Vision 2030. The Plan should
clearly outline the development priorities and the

criteria for allocation of resources. Functional
departments within the county government should
also develop a strategic plan oudining vision, mission
and commitment to service delivery in its area of
iurisdiction. Counties risk spending their resources on
remuneration and non-priority expendirure areas at

the expense of development if not guided by such

plans.

Exploiting competitive advantage

For devolution to drive economic growth, the country will have

to capitahze on the economic strengths unique to each county.

Since counties can freely determine their expenditure priorities,
Iocal development strategies should be tailor made to address

local needs. This will enable counties to be their own drivers of
economic change. Though some of these economic activities are

cross cutting across regions, some counties appeaf to have a
competitive advantage over others.

Capaciry baildingfor coan! staf
is imperatiue to ensare pradent

manageruent of resol.trce.r at

coanfi, leuel

Coanfl gouemmentr sbould

PrePare deuelopment plans

oatlining their deaelopruefi

pioitiu and the roadnap to

deue/opnent in order to pioiliqe
spending

I
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Some counties have an edge in terms of agriculture. This

includes tea and coffee farming, horticulture, livestock farming,

fishing among others. However despite many counties being

agriculturally endowed, the threat of food insecurity remains

very re al to the economy. These counties can choose to
concentrate on value addiuon to their Products which can then

be 'exported' to other counties as well as beyond borders. This

includes the setting up of agro-processing industries.

However it is worth noting that a county does not have to be

naturally endowed with fertile land in order to e^rn a livelihood

from agriculture. Counties which are located in arid and semi

arid areas can become food secure through investment in

irrigation, appropriate seeds and fertilizers as well as gteen house

technology.

Other competitive advantages which can be exploited include

tourism, provision of services, and energy generation among

others. Overall, county specific economic activity will certainly

induce potentially positive spillovers in adiacent counties. For

example, an economic boom in one county could provide a

market for goods in another county. The primary goal is

therefore for counties and the national government to promote

free flow of factors of production and goods and services. No
doubt, localized economic booms at the county government

level could 
^gf+eg 

te to an unprecedented economic boom in

Kenya.

Lasdy, it is essential for the National government to
continuously monitor key macroeconomic indicators such as

inflation and interest rates which undoubtedly will be affected by

economic activity at county level.

Devolution is not a panacea for economic gtowth and

equitable development. While devolution has enormous

potential to change livelihoods through bringrng services closer

to the people, poor management of the process, unprecedented

challenges and lack of innovation can easily obliterate the

expected gains. Public participation will be critical in deepening

the engagement of the citizenry to develop strategies to tack-le

development challenges ^t the grassroots level.

Each connl has dffirent

economic capabilitiu and thoald

exploit itr competitiue aduantage

to diue economic growth

Coanj rpecifc economic actiuil

will indace potentia@ positiue

spillouers h adjacent coanties and

the entire coafitJ
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Proper planning and implementation along with a heightened

sense of responsibility cannot be ignored in embracing the new

devolved system of government. This will require great effort
from the local leaders as well as the citizens. As much as

possible, counties should be very innovative in enhancing their
growth and development. This will require increased tax effort
across each county in order to enhance revenue collection as

well as coordinated development efforts between the county
leaders, local businesses and the people. In the long run, the

obiective of devolution is to promote economic development
and address inequality by bringing services closer to the people.

Deuolation will on! bring aboat

growtb and deuelopmext f there

is ProPer planning and

coordinated deuelopnent eforts

among leaders

I
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Chapter Five: Planning for Gtowth - the 2013/14 Budget

I

I
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Thematic Issues for Consideration in 2013/ 14 budget

Options
Macroeconomic sta

1. Reduce recurrent

expenditure especially

on the public sector

wage bill and other

allowances

2. Manage

Risks

Fiduciary

3. Manage Public Debt
levels

4. Reduce curent
account deficit

5. Public Sector Staff
Rationalization

Programme

Revenue Enhancement Measures

7. Speci$, criteria for tax

exemptions, waivers,

remissions.

The downvrard salary adiustments for state officers by SRC may not achieve

much if not supported by sealing of loopholes for pilferage of public funds

through public sector staff audit and reducing of unnecessary foreign travels.

Fcrr the 2013/14 budget allowances in form of foreign travel as well domestic

should be reduced. Any additional windfall arising from other expenditure

cuts or increased revenue collection due tax administrative measures should

go towards increasing development expenditure to at least I(shs.400 billion in
2013 /1,4.

Justification

The country's budget formulation and execution is prone to various fiduciary

risks that make service delivery unnecessarily expensive t() the tax payer. The

g()vernment should develop fiduciary risk management Pr()gramme t() ensure

that the budget allocations to various programmes achieve value for money.

The stock of public debt has grown to 50 percent of the GDP which is

unsustainable going forward. There is need to adopt a borrowing strategy that

will maintain a public debt at a sustainable level. With the coming of counry

governments, it's imperative that the Government adopts a robust debt

management strategy. More importandy, the National Government should not

guarantee any counry government for the first 3 1's215. This moratorium will
allow county government to develop the requisite capaciq' in terms of public

financc management.

To reduce this high level of current account deficit which stands at 13.1

percent of GDP, the country needs to re-orients its trade to intra-Africa trade

with a focus on deepening its trade with EAC partners as well diversifying

exports to far East so a.s to cushion it from global uncertainties.

There is need to undertake public service staff rationahzattoo to determine the

human capital needs for the nati<>nal and the c()unty governments. The

County Government should also give priority to establishment of County

Public Service Boards to take charge of managing staff entry and exit into the

county public service.

To streamline the tax incentive regime, it is proposed that a legal criterion be

developed to provide a basis for issuance of tax waivers and benefits in line

with article 210 (1-2). The government can assist the vulnerable groups and

aid sensitive productive sectors through subsidies rather than through the tax

system.
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Options
6. Rethink

implementation
Turnover Tax

of

7. Reintroducc Oapital
Gains Tax

U. Hasten
implementation of
GPRS enablcd IrTRs

9. Rethink propcrtv tax
administration

10. Enhance allocation to
IrPE ancl counw
g()vernmcnt t() take
()vef manalacment of
I]CDE,.

1 1. Irnhancc IrDSE
Budgetary Allocation.

Justification
Despite the high recruitment of eligible ToT Taxpayers, there hasn't been a

c()mmensurate increasc in revenue. To reverse this trend, I{RA should

simplifv rccruitment pr()ccss ior ToT Taxpavers as wcll as leverage ICT in

pavmcnt of ToT tax. I{RA should also partner with countt' governments to

havc a ()nc stoP shop [r,r taxPa)'er rcsistration and licencing' Upgrading and

modcrnizing the databasc at the city council will enable ItA to get the physical

krcation of various btrsincsscs

The capital gains tax was removed in mid-1980s to encourage investments in

pr()perty and marketal>le securities. However, since then the real estate and

securitics rnarket have grown tremenclously. All countries in the East Africa

rcgion cxcept I{enya arc levying taxcs ()n Capital Gains with Uganda at 30

pcrccnt and Tanzanil ^t 
2(l Percent. Consequently, thc g()vernment shrluld

reintrccluce capital gains tax at a modest ratc, after adequate consultations with

stakeholdcrs so as t() improve compliancc.

Thc GPRS enabled IiTR rvill enable thc I{RA to establish the totalirl' of
IrTRs and to track them thcreby reducing leakage of resources and enhancing

VAT rcvcnue collection
The pnrperw developers market in I{en1'a has grown rapidly in the last five

Vears but there has been no commensurate increase in revenue collection.

there is need to enhance coverage b1' establishing list of all eligible taxpayers,

ensure assessed tax is collected ancl out audits

Sustainable Expenditure Options

12. Enhancc buclgetary

allocation to Illrl,B.

Thc annual cnrolmcnt into pre-primary and primaq' schools is expected to

continue to expand w'ith the growth in population. Despite the government

efkrrts in FPE,, the rcsource allocation to prc-priman' school is still wa1' below

the rninirr-rum threshold ior building a stfoflg education frtundation. The

nati()nal g()vernment should enhance allocation to FPtl to at least I{sh. 10.5

billion in 201,3/1,4 buclget from I{sh. 9 billion whi,le the c()unty government

should xs a matter of prioritl' budget frrr and take over thc management of

pre-primarv schools including emplol'mcnt of teachers with effect from

2013 / 14 budget.

Thc g<rvcrnment shoulcl increase FDSE to at least I{sh. 22 million in 2013/14
buclgct from I(sh. 19 billion to catcr for increased studcnts'enrollment to

about 2 million. The government should also bridge regional disparities

especiallv in ASAL regions through enhanced allocation for school

infrastructure bv channeling the equalization funds and other conditi<>nal

grants t() marginalized areas.

The govcrnment has rcccntly awardecl charter to several public universitics

acr()ss the countr), t() cater for enhanced enrollment anticipatcd from FPE, and

FDSfI sraduates who arc cxpected to ioin universities. To effectively cater for

,seting the l'ace.fir Sustainablc (houtth: Budget Olttion./ir 20I3/I4 and the l4edium Term 59
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Options

13. Develop Mass

Transport System

14. Revamping of the
Cargo Railway
Net'work

15. Enhance allocation
for Research and
Development in

Justification
the double intake and growing student population in the universities, the

government should double HELB allocation from Ksh. 2 billion to at least

Ksh.5 bi-llion in20L3/1,4 budget so as to meet the huge demand from needy

students who rely on government support to complete their education.

To reduce traffic iams in maior cities of Kisumu, Mombasa and Nairobi, the

government through public private partnerships should embark ofl
introduction of mass transport buses that can meet demand of commuters

and decongest the road. Mass transport should also include enhancement of
the light railway network coverage as a substitute to easing pressure on rhe

road transport nerwork

This is imperative in making the cost of ptoduction cheaper by reducing
tansport costs for both raw materials and finished products across the
country, and also importandy, for the exports market
Investment in research and development in agriculture facittate the use of
new farming technologies in order to enhance agricultural productivity and
addtess food insecurity as well as job creation in the agricultural sector
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Annex 1: Unemployment rates per county
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Annex 3: Revenue collection per county as per 2070 /71 data from the Audited accounts of Local

Authorities
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Annex 4: Documentation as per PFM Act

A Summary of the Documentations Under the Public Finance Management Act and the Required Timelines
PFM
Act

Document Date / Timeline Action / ByWhom Content

National Budget Process
s.36 Treasury Circular Br'30'h August Cabinet Secretary to to all

nauonal government
entities

a Guidclines on the budget
pr()cess

s25 Budget Policy
Statement

By 15th February National Treasury Setting broad strategic
priotities and goals

S.2(r Budget Review
and ()utlook
Paper

30'h September National treasurv I Actual fiscal performance in
thc previous Frnancial year,
Updatcd macro-economic
and financial forecasts
Information on how actual
financial performance frrr the
pre vious financial year may
have af-fected compliance
with the fiscal responsibiliry
principle s

The reasons for any deviauon
from the financial objectives
together rvith proposals tcr

addrcss the deviation and thc
time estimated to do so.

By 14'h October (within
1 4 days)

Consideration
approval bv (labinct

and

By 21't October (within
7 davs)

Submrt to
Committee for
before each House

Budget
laying

5'h November (ri"'ithin

I 4 days)
Pubhsh and Publicise

s.27 Pre Election
Economic and
Fiscal Update

Within 4 months
before General
Election. (From 4d,

November)

National Treasury Details of all election related
spending including-

. Direct election expenses such
as those for the IEBC for
costs of electrons and election
materials;

I Indirect election expenses
such as allocations to police
and sccurity forces for thc
election year; and

. Any other expenses related
to the election specified in
rcgularions or instructir,nsi

Post Election
Econom.ic and
Fiscal Update

Within 4 months after
General Election. (By
4'h Jull)

s. 31 Report on AII
Loans

Quarterly( every 4
months)

Cabinet Secretary
Submit to parliament

to Report of all loans made to
thenational government,
nauonal government enrities
and counry qovernments,

Report C)n

Outstanding
Loan Balances

Everv 4 months Cabinet Secretary
Submit to parliament

to A report to Parliament statrng
the loan balances brought
forward, carried down,
drawings and amortizations
on ne\r/ loans obtained ftom
outside Kenya or
denominated in foreign
cufrency,

Record ()f Ail
Guarantees
Given By The
National
Government

Up request
parliament

by Information speci fying-
r the names of the parties to

the loan;
r the amount of the loan and

the currency in which it is
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PFM
Act

Document Dste / Timclioe Action / ByWhom Content

I

expressed and in which it rs

repayable;
the terms and conditions of
the loan, including interest
and other charges Payable
and the terms of repayment;

the amount of the loan

advanced at the dme the

report is submitted;
(e) the purpose for which the

loan was used and the

perceived benefits of the

s. 33 National
Government
Debt
Management
Strategy

By 15'h February Cabinet Secretary
Submit to parliament

to Infoimadon on -

. the total stock of debt as at

the date of the statement; (b)

the sources of loans made to
the national government and

the nature of guarantees

given by the national
govefnment;

' the principal risks associated

with those loans and

guarantees;
. the assumptions underlying

the debt management

strategy; and
. (e) an analysis of the

sustainability of the amount
of debt, both actual and
potential.

Vithin 14 days Cabinet Secretary to
Submit to CRA, and IBEC

s. 37 The Budget
Estimates

30,h April Cabinet
submit
Assembly

Secretary to
to national

a the budget estimates

excluding those for
Par[ament and the Judiciary;
and other documents

supporting the budget;

A.y other Bills required
implementing the national

The Budget
Estimates For
Parliament,

30,h April Accounting
submit
Assembly

Officer to
nationalto

the budget estimates fot
Parliament, including
proposed appropriations;

He Budget
Estimates For
The Judiciary,

30'h April The Chief Registrar of the

Judiciary

I submit to the National
Assembly the budget
estimates for the Judiciary,
including proPosed

NB. fn prcpadng the docunents, the eccounting olfricers for the Parliamentary Setuice Commission

and the Chief Registrar of the Judiciaty- to ensure that membets of the public ate given an

to in the
National
Tteasury

15,h May Cabinet Secretary submit
to the National AssemblY

a National Treasury comments
on the
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Comments the Parl.iamentary Service
Commission and the Chief
Registrar for the Iudician'.

Appropriadon
Bill

Cabinet Secretan' tc)

prepare and submit to the
National Assembly.

Upon approval of the budget
estimates bv the Nauonal
Assembly,

s. 39 Consideration of
The Budget
E sumates.

30'h June Nauonal Assembly' a Consideration of the budget
estimates of the national
g()vernment, Parliament and
the Judiciar\',Within 21 davs Natronal Treasury t()

consolidate, publish and
publicise the budget
estimates after approval bv
National Assemblv.

s.40 Budget Policy
Highlights And
Revenue Raising
Measures

Date as prescribed in
regional and
international
agreements ratified by
Kenya

Cabinet Secretary to make
a public pronouncement of
the budget policy
highlights

Finance Bill, Date as prescribed rn
regonal and
international
agreements ratified bv
Kent,a

Cabinet Secretarv
submit to Parliament

t() . Setting out the revenue raising
measures fot the nauonal
government,

Bv 30'h September National Assembly' tc)

consider and appror.e the
Finance Bill

After passing
Appropriauon Bill

the

Division
Revenue
Counn'
Allocauon
Rcvenuc Bill

of
and

of

Parliament to consider and
aPProve

s. 46 statement of
actual revenues
and net
exchequer issues

Within 21 days after the
end of each month,

Cabinet Secretary
publish in the Gazette

to A statement of actual fevenues
collected by category and net
exchequer rssues by the
Natrornl Treasury.

s.59 Statement
guarantees

of Within 14 days (aftet it
has been is entered
into)

Cabinet Secretary
submit to Parliamcnt

to Details of-
r the guarantee, including the

name and other particulars of
the borrower whose loan is

guaranteed;
r the duration and nature of the

guarantee;
. a risk assessment in respect of

the guarantee; and

' anr' other information
s.68 Annual Financial

Statements
withrn three montls
after the end of the
financial ),ear (30,t
September)

accountrng officers for
nauonal government
enuues, Parliamcntarr'
Service Commission and
the fudiciary

Submit them to the Controller
of Budget and the Auditor-
General for audit, and in the
case of a natr<>nal government
entiq"

s. 80 Annual Financial
Statements For
National

Vlithrn 4 months @v
30'h November)

National Treasury to
submit to the Auditor-
General, the Controller of

The financial statements and
summaries of annual financial
statements for natiorul
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Government
Entities,

Budget and the
Commission on Revenue
Allocation

govefnment entltles,

s.83 Quarterly
Reports For
National
Govetnment
Entit1..

15 days after the end of
each quarter of the
financial yeat

Accounting officer to
submit the quarterly report
to the Cabinet Secretary

responsible for the endq,
and the National Treasury.

information on the financial
and nonfinancial petfotmance
of the entity;

Within 45 davs aftet the
end of each quarter

National Treasury to
consolidate the quarterll'
reports and submit them
to the National Assembll'
with copies of the rcports
to the Controller of
Budget, Auditor-General
and the Commission on
Revenue Allocation;

Information on the Ftnancial

and nonfinancial performance
of the entirl;

Quarterly
Reports For state

corporation.

accounttng officer f<rt the
corpotation shall submit
the quarterly report to the
Cabinet Secretary
responsible for the
corporation

lnformation on the financial
and nonfinancial perfotmance
of the entiry;

s. 89 Consolidated
rePoft on the
extent of nadonal
govefnment
investment

V'ithin four months
after the end of each

financial 1'ear

The cabinet secteta4'
responsible for matters to
relating to public
investments to prepare
and submit to national
assembly,

Information ofl the date of
incorporation and objects of
the corporation;
The amount of nauonal
government shareholding,
direcdy or indirectly, in the
state corporation;
A.y changes in the
shareholding of the state

corpotat.ion during the
ftnancial yeag
The amount of any funding in
the form of grants or subsidies

provided by the national
government to the state

corporation or government-
linked state corporations,

Report on the
assessment of the
National
Governmentts
continued
investment in the
state corporation

Once every three years, Cabinet Secretarv
responsible for mattcrs
relaung to public
investments to prepare and

submit to the Cabinet
Secretary. the Controllcr of
Budget, the Commission
on Revenue Allocatron and

to the Auditor-General.
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Annex 6: Main Macroeconomic Indicatore
Unit z|tiltz 20t2lt3 20t3lr4 20t4lL5 20tslr6

Nationalaccount and prices

Real GDP

GDP deflator

CPI Index(eop)

CPI Index(avg)

Terms of trade (-deterioration)

Exchange Rate[Ksh/US$, average)

Money and credit (end ofperiod)

Net domestic assets

Net domesuc credit to the Govemment

Credit to the rest of the economy

Broad Money, M3 (percent changeJ

Reserve money(percent change)

Investment and savlng

Investnent

Central Government

0ther

Gross National Saving

Central Govemment

0ther

Central government budget

Total revenue

Tota lexpendinrre and nedending

0verall balance (commisnent basis) excl. grants

0verall balance (commiunent basis) incl. grants

Primary budget balance

Net domestic bonowing

Total external support (grant & loans)

External sector

Exports value, goods and services ToGDP

Imports value, goods and services 0kGDP

Cunent external balance, including official uansfers %GDP

Cunent external balance, excluding official transfers %GDP

Gross intemational reserve coverage in months ofnextyear imporu (end ofperiod)

Gross intemadonal reserve coverage in months ofdris year's imports (end ofperiod)

q?

0.4

90.5

+.6

0,1

97.4

4.2

-0.1

92.3

7.2

7.2

9.2

11.7

Lt.7

tt.7
9.5

14.2

14.2

t4.2

10.0

YoGDP

%GDP

%CDP

%GDP

ToGDP

ToGDP

21..7

9,0

12.7

13,9

0.1

13.8

21,.5

8.8

12.7

13.2

0.7

12.5

21.+

8.6

12.7

13.0

7.4

11.6

21.1

8.5

u.t
12.6

2.0

t0.7

ToGDP

ToGDP

%GDP

%GDP

%GDP

%GDP

ToGDP

25.6

28.7

-6,0

-5.2

-2.4

2.2

3.+

23.7

27.0

-3.9

-3.2

-0.7

0.7

2.9

24.0

26.4

-3.4

-0.1

0.4

2.8

o/oL

o/oL

o/oL

o/oL

0kL

o/oL

o/oL

o/oL

4.7

15.3

16.0

-0.8

88,7

5.0

5.0

5.0

10.4

28.8

43.5

-6.9

-7.4

3,305

37,277

4.0

7.5

28.0

42.9

-7.3

10

45.7

23.3

22.4

3,713

41,458

23.2

27.7

-+.5

-3.9

-1.3

1.3

3.1

4,082

45,t29

+4.6

21.1

23,5

4,+89

49,143

28.2

43.2

-7 1

o1

2.9

43.3

19.6

23.7

4,9+7

53,547

J.O

4.2

4.4

5.5

5.3

4.7

6.6

2.5

89.6

8.5

8.5

8.5

8.6

45.5

22.4

23.0

20.9

6.5

tz.6

12.3

2.5

9.8

22.8

28.+

-5,3

-4.5

-1.8

7.7

3.2

27.9

+2.9

-7q

-8,0

28,0

43,0

-7.6

-8.1

3.4 3.5 3.5 3.3

Public debt

Nomrnal central government debt (eop), gross

Nominal central government debt (eop), net of deposits

Domestic (gross)

Domestic (net)

Extemal

Memorandum items:

Nominal CDP (in Ksh billions)

Nominal CDP (inUS$ millions)

Source: NIirustry of Finance (Historical), PBO forecasts)

ToGDP

ToGDP

ToGDP

YoGDP

%GDP

46.3

24.2

22.0
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