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Foreword

The2022 Budget Review and Outlook Paper (BROP) has been prepared against a background
of economic slowdown occasioned by the ongoing Russia-Ukraine conflict, effects of the
COVID-I9 containment measures, higher-than expected inflation worldwide triggered by
higher global oil and food prices and the impact of the global monetary policy that has created
tighter financial condition. As a result, the global economic growth is projected to slow down
to 3.2 percent in2022 and2.7 percent in2023 from 6.0 percent in202l
On the domestic scene, the Kenyan economy has demonstrated remarkable resilience and
recovery from COVID-l9 shock due to its diversified nature and the proactive Government
measures to support businesses. Consequently, the economy grew by 7.5 percent in 2021
following a modest 0.3 percent contraction in2020. The growth momentum continued in the
first half of 2022 withthe economy expanding by 6.0 percent supported by the ongoing recovery
in the services and industry sectors. Agricultural output has been affected by the ongoing
drought. Addressing food security and climate change that will become a core development
policy anchor in response to the climate change in relation to adaptation, mitigation and
resilience. The Government in partnership with the Development Partners and the private sector
under the auspices of the National Steering Committee on Drought Response has provided
response to adverse impact of the bngoing drought to affected persons, regions and
communities. As part of the Country's long-term food security plan, the Government has made
available subsidized fertilizer to farmers across the country.

The economy is projected to grow by 5.5 percent in 2022 and above 6.0 percent over the
medium term. This growth will be reinforced by the Government's development agenda geared
towards economic turnaround and inclusive growth. Special focus will be placed on incieased
employment, more equitable distribution of income, social security while also expanding the
tax revenue base, and increased foreign exchange earnings. The economic turnaround
programme will seek to increase investments in at least five sectors envisaged to have the
biggest impact on the economy as well as on household welfare. These inchide Agriculture;
Micro, Small and Medium Enterprise (MSME); Housing and Settlement; Healthlare; and
Digital Superhighway and Creative Industry. The Government has launched the Hustlers Fund,
as an intervention to correct market failure problems at the bottom of the pyramid. This program
aims to lift those at the bottom of the pyramid through structured producis in personnel finance
that includes savings, credit, insurance and investment.

The fiscal performance in the FY 2021122 was satisfactory, largely attributed to improved
operating business environment following the recovery of the economy from the adverse impact
of COVID-l9 pandemic. Revenue performance recorded a growth of'22.0 percent compared to
a marginal growth of 0.3 percent in FY 2020/2L The growth in revenue coliection was recorded
in all broad tax categories in the period under review. This good performance was however
overshadowed by the effects of the Russia-Ukraine conflict which put pressure on fuel and
commodity prices prompting the Government to increase spending inbrder to cushion citizens.
This coupled with the unfavourable conditions in the soveieign bond market which resulted to
below target performance in foreign financed resources and shortfalls in domestic market
affected expenditure performance during the reporting period. This notwithstanding,
implementation of the FY 2022/23 budget picked.,p r*oothly and we expect this to continue
during the remainder of the financial year.

The strong outcome in revenue collection in the Fy 20zll22 offers a strong base for supporting
the expenditure estimates in the Fy 2023/24 and the Medium Term Budget. To enhance revenue
mobilization, the National Treasury has initiated the development of the Medium-Term

the County Govemments' fiscal performance in the FyRevenue Strategy (MTRS). Based on
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2Lzll2\,County Govemments are expected to put measures in place to address the several

areas of weakness that has been reveaiJ. f" particular,. County Go'"**ts are expected to

put in place meas*., ,o uaaress the fottowing:'optimization of Own Source Revenue collection;

adherence to fiscal,"rp"rriu1ity principl.r;1nd clearance of pending bills

As we prepare for the FY 2023124 andthe Medium Term Budget' emphasis will be on

aggressive revenue 
^oirtirutiron 

including policy measures to bring on board additional revenue

while containing g-*n i, expenditur"rl rrri, w,r reduce the fiscar deficit rhat w,l support

reduction in the growth of public debJ,to ensure debt sustainability. In this regard, the Sector

working Groups are requireq,"_::r:Ii', sciutirir" at p.ooot"d Ministries' Departments and

Agencies (MDAs) il;;;; I rv zo)lt;; il; medium term to ensure that thev are not

only direct"a to*u.ll*i"rlrr"rire.proar.iJiry ur, are also aligned to the achievement of the

objectives. I therefori 
"uti 

,pon utt a uan.r" io the hard sector"ceilings, and the strict deadlines

provided in this do"rr-.r,t to fr"ilitutt tn" r*uii'ution of the FY 2023124 andthe medium term

budget ProPosals.

NJUGUNA S. NDUNG'U, CBS

CABINET SECRETARY
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Acknowledgement

The2022 BROP has been prepared in accordance with the Public Finance Management (PFM)

Act,2012 and its Regulations. The document provides the fiscal outtum for the FY 2021/22,

the macro-economic projections and set sector ceilings for the FY 2023124 and the Medium
Term Budget. The document also provides an overview of how the actual performance of the

FY 2O2Il22 affected compliance in the fiscal responsibility principles and the hnancial
objectives outlined in the PFM Act. The 2022 BROP will guide the 2023 Budget Policy
Statement (BPS) that will summarize the various projects and initiatives undertaken during third
medium term plan of Vision 2030.

The economy is operating under tight global financial condition as a result of the ongoing
Russia-Ukraine conflict and higher than expected inflation worldwide. Our resources are

limited while at the same time the Government is confronted with significant expenditure
demands. This calls for proper prioritization on Government projects that will ensure we focus
on critical expenditures with the highest impact on the well-being of Kenyans while our
economy remains resilient and continues to register growth. Therefore, All Sector Working
Groups (SWGs) are expected to ensure that their budgets are aligned to the overall Government
priorities while taking into account the resource constraints. We have put in place a budget
implementation and monitoring framework at the National Treasury to ensure that budget
implementation by all spending units is strictly adhered to as per the cash, procurement and
work plans provided.

The preparation of the 2022 BROP was a collaborative effort among various Govemment
Agencies. We thank'all the Government Ministries, Departments and Agencies as well as other
spending units for the timely provision of useful data and information on their FY 2021122
Budget execution. We are also grateful to the Macro Working Group, that reviewed this
document to ensure it satisfies the PFM Act,2072 and set out the sector ceilings contained
therein to guide the rest of the sectors in the prepalation of their FY 2023124 and Medium Term
Budgets. This document incorporated key inputs from various Directorates and Departments
within the National Treasury and Planning. I wish to thank the core team from the Macro and
Fiscal Affairs Department that coordinated the finalization of this'document.

Finally, allow me to thank all institutions that we consulted as well as the public for the useful
comments and inputs. I wish to reiterate the importance of public participation in the FY
2023124 and the Medium Term Budget preparation process by calling on all SWGs to ensure
engagement and open public and stakeholders' participation and incorporation of the proposals
received.

JULIUS MUIA, PhD., CBS
PRINCIPAL SECRETARY/ THE NATIONAL TREASURY
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Legal Basis for the Publication of the Budset Review and Outlook Paper

TheBudgetReviewandoutlookPaperisprepareditraccordatrcewithSectiotl26oftlrePublicFinance
Management Act. 2012. The law states that:

l) The National Treasury shall prepare and submit to -Cabiner for approval' by the 30tr' September in each

financial year,aB;ilRt"iewf and Outlook Paper' which shall include:

a.Actualfiscalperformanceirrthepreviousfinancialyearcomparedtothebudgetappropriation
for that Year:

b.Updatedmacro-economicandfirlancialforecastswithsuft.icientinformationtoshowclrarges
from the forecasts in the most recent Budget Policv Statement

c.Informationonhowactualfinancialpertbrmancefbrthepreviousfinancial.yearmayhave
affected compliance rvith the fi.;;il;;sibility principies or the tlnarrcial objectives in the

latest Budgei eolity Statement; and

d.Thereasonsforanydeviationfronrthefinancialobjectivestogetherwithproposalstoaddress
the deviation and t'he time estimated to do so'

2) cabinet shall consider the Budget Review and outlook Paper with a view to approving it' with or

without u*.nAr.ni,. not late'ihan fourteen days after its submission'

3) Not later than seven days after the BROP has been approved by cabinet' the National Treasury shall:

a.SubmitthepapertotheBudgetCommitteeoftheNationalAssembly,tobelaidbeforeeach
house of Parliarnent: and

b. Publish and publicize the paper not later than fifteen days after laying the Paper before

Parliament.

Fiscal Responsibilitv Principtes in the Public Finance Management Act

ln line with the Constitution. the Public Finance Management (PFM) Act' 2012' sets out the fiscal

responsibility prln"ipi.i to ensure prudent and transparent Inanagement of public resources' Section l5 of

the Act states that:

l)overtlremediumterm.aminimumof30%oofthenationalbudgetshallbeallocatedtodevelopment
expenditure

2) The national government's expenditure on wages and benefits for public officers shall not exceed a

percentage ofthe national goverrunent revenuJ as prescribed by t5e regulations'

3) over the medium term. the national government's borrowings shall be used only for the purpose of

financing development expenditure ind not for recunent expenditure

4) public debt and obligations shall be maintained at a sustainable level as approved by Parliament (NG)

and countY assemblY (CG)

5) Fiscal risks shall be managed prudently

6) A reasonable degree of predictability with respect to the level of tax rates and tax bases shall be

maintained,takingintoaccountanyta}ireformsthatmaybemadeinthefuture

8
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Executive Summary

The 2022 BROP has been prepared pursuant to PFM Act,2072 and its Regulations. The

document provides an overview of the government's financial performance for the FY 2021122

including compliance with the fiscal responsibility principles and the financial objectives spelt
out in the PFM Act. It also presents macro-economic projections and the sector ceilings for the

FY 2023124 and the medium-term budget as well as information on variations from the

projections outlined in the 2022Budget Policy Statement.

The 2022 BROP has been prepared against a background of global economic slowdown
reflecting the impact of the ongoing Russia-Ukraine conflict, effects of COVID-I9 containment
measures in China, higher-than-expected inflation worldwide triggered by higher global oil and
food prices and the impact of the global monetary policy that has created tighter financial
conditions. As a result, global growth is projected to slow down to 3.2 percent in2022 and2.7
percent in2023 from 6.0 percent in202l.

On the domestic scene, the Kenyan economy has demonstrated remarkable resilience and
recovery from COVID-l9 shock due to its diversified nature and the proactive Government
measures to support businesses. Consequently, the economy grew by 7.5 percent in 2021
following a modest 0.3 percent contraction in2020. The growth momentum continued in the
first half of 2022withthe economy expanding by 6.0 percent supported by the ongoing recovery
in the services and industry sectors. Agricultural output has been affected by the ongoing
drought. Addressing food security and climate change that will become a core development
policy anchor in response to the climate change in relation to adaptation, mitigation and
resilience. The Govemment in partnership with the Development Partners and the private under
the auspices of the National Steering Committee on Drought Response has provided response
to adverse impact of the ongoing drought to affected persons, regions and communities. As part
of the Country's long-term food security plan, the Govemment has made available subsidized
fertilizer to farmers across the country.

The economy is projected to grow by 5.5 percent in 2022 and above 6.0 percent over the
medium term. This growth will be reinforced by the Government's development agenda geared
towards economic turnaround and inclusive growth. Special focus will be placed on increased
employment, more equitable distribution of income, social security while also expanding the
tax revenue base, and increased foreign exchange eamings. The economic turnaround
programme will seek to increase investments in at least five sectors envisaged to have the
biggest impact on the economy as well as on household welfare. These include Agriculture;
Micro, Small and Medium Enterprise (MSME); Housing and Settlement; Healthcare; and
Digital Superhighway and Creative Industry. The Government has launched the Hustlers Fund,
as an intervention to correct market failure problems at the bottom of the pyramid. This program
aims to lift those at the bottom of the pyramid through structured products in personnel finance
that includes savings, credit, insurance and investment.

The fiscal performance in the FY 2021122 was characterized by above target performance of
total revenue mainly on account of surplus collection of ordinary revenue. By the end of June
2022, total revenue collected including A-I-A amounted to Ksh 2,199.8 billion against atarget
of Ksh 2,192.0 billion reflecting an improvement of Ksh 7.9 billion. The impressive revenue
performance was however overshadowed by the effects of the Russia-Ukraine conflict which
put pressure on fuel and commodity prices prompting the Government to increase spending in
order to cushion citizens. This coupled with the unfavourable conditions in the soveieign bond
market which resulted to below target performance in foreign financed resources and shortfalls
in domestic financed resources affected expenditure performance during the FY 2021122. As a
result, total expenditure and net lending was lower than programed at Ksh 3,027.8 billion
against atarget of Ksh 3,286.1 billion reflecting a shortfall of Ksh 258.2 billion. The resultant

$EGHHT
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under expenditure is partly attributed to lower than targeted disbursements to county

Governments, Ministries, Departments and Agencies (MDAs), Civil Servants Superannuation

Scheme and below turgli'p.rrormance in Miniiterial Appropriation in Aid (AiA) This resulted

to lower absorption ,"""o.i.d in both recurrent and development expenditures by the National

and CountY Governments'

The strong outcome in revenue colrection in the Fy 202v22 offers a strong base for supporting

the expenditrre estimates in the FY 2023/24 andtheMedium Term Budget' To enhance revenue

mobilization, the N"i"*f Treasury tt* i"iti"ed the development of the Medium-Term

Revenue strategy (MTRS). Based on the county Governments" fiscal performance in the FY

z,zll22,county Governments are expected to put measures in place to address the several

areas of weakness that has been reveal;'"i; iu'ti"tttu'' County dovernments are expected to

put in place measrrr", ,o address roil"*ing' optimization of own Source Revenue collection;'

adherence to fiscal r"rp"*iUif,iy principlei; und tl"utunce of pending bills'

The Government will continue with its fiscal consolidation plan drivenby continued reforms in

tax legislation and administratio.r. R"t"nue collection is piojected to increase to 17'8 percent

of GDp in the py zozz tz4 from 1 7 .3 percent of GDp in thl Fy zo2zlz3 . Total expenditures are

projected to a."tinJio iz.i |,"r"""-"i cpp in FY 2023124 from 23 '3 percent of GDP in FY

2O22l23.while the overall fiscal deficitl fro;""t1d tg decline from 5.8 percent of GDP in FY

2022123 to 4.3p"r".* orGDp in yYzoasi4and further to 3.5 percent of GDP in FY 2025126'

stc[tHT
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I. INTRODUCTION

Objective of the 2022Budget Review and Outlook Paper

1. The2022 BROP provides a review of the fiscal performance for the financial year 2021122

including adherence to the objectives and principles outlined in the 2022 Budget Policy
Statement (BPS) and the PFM Act, 2012.It also provides a basis for the revision of the current
budget and the financial policies underpinning the medium-term plan. The 2022 BROP will
guide the development of the 2023 BPS. The 2023 BPS will summarize programmes and
projects under the Fourth Medium Term Plan (MTP Iy 2023-2027).

2. The fiscal performance in the FY 2021122 was broadly in line with the financial objectives
outlined in the PFM Act, 2012 and the 2022 BPS, and the Budget for FY 2022123. The
performance of main tax heads was broadly above the Supplementary II targets resulting to a
surplus of Ksh 66.4 billion in ordinary revenue. As such, the overall ordinary revenue
projections will be retained at the levels outlined in the 2022 BPS. Any adjustments to the
revenue targets will be only to reflect movements in the macroeconomic indicators should these
change. With revenues retained at the same levels at the 2022 BPS, the overall resource
envelope therefore, remains unchanged from the 2022 BPS position. Any adjustments would
be to reflect any change in priority across sectors or MDAs and any identified one-off
expenditures.

3. As required by the PFM Act, 2012, the annual budget process aims to improve the
efficiency and effectiveness of revenue mobilisation and government spending to ensure debt
sustainability and stimulate economic activity. In this regard, this BROP provides sector
ceilings which will guide the budget preparation process for the FY 2023124 and the medium
term. The sector ceilings are based on the overall resource envelope that is informed by the
medium-terrn macro-f,rscal projections as presented in sections III and IV of this document.
Sector ceilings in this BROP are aligned to the priorities of the Government, ongoing
implementation of the Economic Recovery Strategy and other priority programmes outlined in
MTP IV which aim to create wealth and employment; reduce poverty and create a conducive
environment for savings and investment.

4. The rest of the document is organized as follows: Section II provides a review of the fiscal
performance for the FY 2021/22 and its implications on the financial objectives set out in the
2022 BPS; Section III highlights the recent economic developments and outlook; Section IV
presents the proposed resource allocation framework, Sections V and VI presents medium term
revenue strategy and conclusion, respectively.

STCHHT
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IT. REVIEW OF FISCAL PERFORMANCE FOR THE FY 2O2I /22

A. FY 2021122 Fiscal Performance

Revenue Performance

5. Revenue Performance in FY 2021

business environment following the recovery

9 pandemic. Total
recorded a growth

122 was above target largelY attributed to imProved

of the economY from the adverse imPact of

cumulative revenue including ApproPriation in Aid (A-i-A)
COVID-1

of 22.0 Percent compared to a marginal growth of 0.3 Percent
collection

in FY 2020121. 'l'he growth in revenue collection was recorded in all the broad tax

registered
categortes in the FY 2021122

6. Total revenue including A-i-A for FY 2021122 was Ksh 2)gg.8 billion against a revised

target of Ksh 2,192.0 billion (Table 1), recording a surPlus ofKsh 7.9 billion. OrdinarY revenue

collecti on was Ksh I ,gl7 .9 billion against a target of Ksh 1,85 1.5 billion. Collections from the

broad tax categorles were above target excePt for Value Added Tax on locallY Produced goods

and services and Excise Duty which were slightlY below target bY Ksh 4.1 billion and Ksh 3'8

billion, resPectively. On the other hand, imPort duty, income taxes and VAT on imPorts

surpassed their targets bY Ksh2.4 billion, Ksh 40'0 billion and Ksh 13. 1 billion resPectivelY

7. Performance of ministeri al A-i-A was below target bY Ksh 58.5 billion on account of

shortfall s recorded in both recurrent and develoPment A-i-A of Ksh 44.9 billion and Ksh 13'7

billion, resPecttvely. Shortfall in recunent A-i-A was mainlY on account of below target

performance recorded by State DePartment for Infrastructure (Ksh 9.8 billion), the Executive

Office of the President (Ksh 7.7 billion), State Department for UniversitY Education (Ksh. 5.6

billion), State DePartment for TransPort (Ksh 4.4 billion), State DePartment for CroP

Development and Agricultural Research (Ksh 4.1 billion) and the Ministry of EnergY (Ksh 2.9

billion). DeveloPment A- i-A performance is attributed to shortfall recorded bY the State

Department for Infrastructure (Ksh 12.5 billion) , Executive Office of the President (Ksh 2'0

billion) and State DePartment for Sports (Ksh 2.0 b illion)

Tab le 1: Government Revenue and External Grants FY 2021122 Million

l/ includes rent on land/buildings, fines and forfeitures, other taxes, loan interest receipts reimbursements and other fund

contributions, fees, and miscellaneous revenue'
*Provisional

Source of Data: The Nqtional Treasury
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8. Grants amounted to Ksh 3 1.0 billion against a revised target of Ksh 62.9 billion, registering
a shortfall of Ksh 31.9 billion. This composed of prograrnme grants (AMISOM
reimbursements) of Ksh 3.6 billion ,project grants revenue of Ksh 5.9 billion, Project grants
(A-i-A) of Ksh 12.4 billion and grants from Nairobi Metropolitan Services (NMS) Ksh 9.1
billion (Table 5).

9. During the FY 2021122, the Government collected Ksh 45.5 billion of investment income
in the form of dividends, surplus funds, directors' fees and loan interest receipts against a
revised target of Ksh 39.9 billion (Table 2). State agencies with on-lent loans from the National
Government paid interest of Ksh 1.9 billion against the revised target of Ksh 2.Zbillion.
Table 2: Investment Income for the FY 202ll2l Million)

Source ofData: The National Treasury

Expenditure Performance

10. Total expenditure and net lending in the FY 2021/22 amounted to Ksh 3,027.g billion
against a revised target of Ksh 3,286.1 billion, representing an under spending of Ksh 25g.2billion (7'9 percent deviation from the revised budget). The shortfall in spending was attributed
to low A-i-A related spending on account of reduced collections, lower ihan targeted spendingon interest payments and low absorption of both externally and domestically funded
dev.elopment projects (Table 3). The underspending of Ksh 258.2 billion was also partly
attributed to below target transfers to County Go-vemments and lower disbursement ofGovernments contribution to civil servant superannuation pension scheme.
I I ' The National Government's recurrent expenditure was Ksh 2,135.3 billion (including Ksh48'8 billion spending by Judiciary and Parliament) against a target of Ksh 2,227.3 billion,
representing an under-spending of Ksh 92.0 billion- The recurrent spending was below targei
mainly due to lower than targeted absorption on operations and maintenanceiy Ksh 21.5 billion
and shortfall related to poor collection oi.""u.r.ri ministerial A-i-A of Ksh 35.2 billion. Interest
payment was below target by Ksh 27.3 billion while payment of wages and pension and other
CFS was below their targets by Ksh 5.1 billion and fsh-2.9 billion rJspectively.
12' Development expenditure amounted to Ksh 540.1 billion against a revised target of Ksh
657.5 billion, translating to a shortfall of Ksh 117.4 billion. This was on account of lower thanpro-gyTmed absorption of domestically and externally funded programmes by Ksh 33.1 billion
and. Ksh 77.5 billion respectively, and non-disbursement of Eqrutiration Fund of Ksh 6.g
Dllllon.

FY 2O2Ol2t FY 7O7U22
ACTUAT

R.ECEIPTS
R.EVISED

ESTIMATES
ACTUAL

R,ECEIPTS

OTHER PRORTS & DIVIDENDS

DIVIDENDS FROM CBK

SURPLUS FUNDS

DIRECTORS FEES

LOAN INTEREST RECEIPTS

37,592.3

7,500.0

2,777.2

24.8

2,095.2

29,400.2

5,500.0

2,777.2

31.7

2,200.0

33,728.3

5,500.0

4,479.2

13.9

l,g6g.3
TOTAL 49,990 39,909 45,529

STCIEfrT
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o/oDeviation
Revised

EstintatesActualActual
1,8r3.3

388.8
106.3
112.9
561.9
493.0
150.3

17.8

-3.0

t7
13

1

-3.1

0.
0

8.5
27.7

5.5

:11.71
-1.7

-77.2
0.0

(22.4)
(4.e)
(2.e)

(21.s)
(s.1)

(117.4

(6.8)l
(48.8)
(2e.6)
(1e.2)

0.0

)

2.0)

35.

(33.1)
(77.s)

0.0

7,727.3
479.2
126.1
125.3
738.9
525.1

657.5
411.3
239.4

6.8
401.2
370.0

31.2

2.7

2,135.3
456.8
121.1
122.4
717.3
520.0

540.1
378.2
161.9

97.5

357.4
340.4

12.0

557.0
390.0
167.0

399.0
346.2

52.8

9.3

Domestic Interest

Foreign interest due

Pensions & Other CFS

Operations & Maintenance

DeveloPment
DomesticallY Financed (Gross)

1. Recurrent Expenditure

7.

Wages & Salaries
AIAl'1in

Fu4. 3,286.1-3,027,82,7@2 -TOT

SHSffiHT
FY 2021122 Million

Table 3: E diture and Net

Ll'ages and salaries; includes wages for teacher' 's, civil serYants and Police

Source of Data: The National Treasury

Ministerial ExPenditure

13. The total ministerial expenditure including A-i-Afor-f Y 2O2llz2was Ksh l'941'7 billion

(g0.2 perceHt absorption) against " 3;;;;Esh 
2,152.6 billion. Recurrent expenditure was

Ksh1,408.5bitlion(96.2perce,1"u,9+tion)aellst,atatgetofKsh:r,463.9billion,while
development expendit,rr" *u, Ksh 533.j uittion (22.4 percJnt absorption) against a target of

Ksh 6gg.g billion. The lower than targlJuu*.p,ion of expenditui..: *ut.partly due to the

delayed reporting of expenditrr.", ,"lai;Jio appiopriation-in-Aid collected by State owned

Enterprises.

14. As at the end of Fy zozll2z,recurrent expenditurgr by the State Department for Early

Learning and Basic EJ,,rcatio.r, Stut" n"putt*"nt qtyniversity Education; Teachers Service

commission; State Department for voc'ational and rechnical Training and the Ministry of

Health (Social Sector) accounted f"I3?.0;;rcent of total recurrent expenditure' In addition' the

State Department for Interior and the rurinit,.y of Defence accounted for 9'0 percent and 9'1

p"r".nt of totul recurrent expenditure, respectively'

15.AnalysisofdevelopmentoutlayindicatesthattheStateDepartmentforlnfrastructure
accounted for the largest share of the total development expenditure-(24-1 percent), followed

by the National rr"uriry (12.5 percerO-;; the Ministry of water and Sanitation (1 1.0 percent)'

The expenditures by large Ministries/State Departments were below target because of under-

reporting of e*pe.riiture- from tn" suU-.rational, parastatals and some donor funded projects'

Table 4 shows the recurrent and development expenditures by Ministries' State Departments

and other Government entities for the period under review'

sE8[ttrT

t4

FY 7O7Ol2o21

Foreign Financed

Net Lending
Equalization Fund

3. CountY Transfer
o/rv Equitable Share

Conditional Allocation



SEGHET
Table 4: Ministerial Period End 30th J 2022 Millions

Source of Data: The National Treasury

Overall Balance and Financing

L6. In line with the performance in expenditure and revenues, the fiscal deficit (including
grants), amounted to Ksh 797.0 billion (6.3 percent of GDP) against a target of Ksh l,C8I.,
billion (8.2 percent of GDP) (Tabte 5).
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$E,GB[T
Table 5: B Outtu rn for the FY 2021/22

*Provisional

Source of Data: The National T'reasury

11. The fiscal deficit was financed throug,h net external financing amounting to Ksh 142.5

billion (1.1 percent of GDP) and net domestic financing of Ksh 605 3 billion (4.8 Percent of

GDP). Total disbursements (inflows) including A- i-A amounted to Ks,h 327 .l billion against a

The disbursements included Ksh 92.6 billion Pro.l ect loans A-i-A,
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SECHET
Ksh 58.6 billion project loans revenue, and Ksh 175.8 billion programme loans. Extemal
repayments (outflows) of principal debt amounted to Ksh 184.5 billion including principal
repayments due to bilateral and multilateral organizations and to commercial sources.

B. Fiscal Performance for the FY 2021122 in Relation to Financial Objectives

18. The fiscal performance in the FY 2021122 is broadly in line with the financial objectives
outlined in the PFM Act, 2012 andthe 2022 BPS.

i. The performance of main tax heads was above the Supplementary II targets resulting to
a surplus of Ksh 66.4 billion in ordinary revenue. This revenue outcome builds
conf,rdence in the revenue projections for the FY 2022123 and over the medium term.
As such, the overall ordinary revenue projections are slightly higher than the levels
outlined in the 2022 BPS. Further, fiscal aggregates have been revised to mirror
revisions in the macroeconomic projections as well as budget execution outcome for the
first quarter of FY 2022/23;

ii. Despite the slight adjustment in revenues,-the overall resource envelope remains largely
within the 2022 BPS position. Therefore, the overaU baseline expenditure ceilings for
spending agencies will largely be retained at the same levels as per the2022 BPS. Any
adjustments would be to reflect any change in priority across sectors or MDAs and any
identified one-off expenditures; and

iii. The under-spending in both recurrent and development budget for the FY 2021122 can
partly be explained by low absorption of externally funded projects, low collection of
local A-i-A and lower than planned external financing. The Government will put in
place appropriate measures to improve absorption of resources from development
partners and explore dlternative financing strategies early in the financialyear to ensure
the budget is fully funded.

C. Fiscal Responsibility Principtes

19. In line with the Constitution, the PFM Act, 2\72,the PFM Regulations, and in keeping in
line with prudent and transparent management of public resources, the Government has larglly
adhered to the fiscal responsibility principles as set out in the statute as follows:

The National Govemment's allocation to development expenditures has been above 30
percent of Ministerial Government expenditures. In the FY 2O2ll22,the allocation to
development in the budget was 32.0 percent of the total expenditures meeting the set
threshold (Table 6).

l.
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FY 202t26FY 2024125FY 2023t24FY 2022t23FY 2021t22FY 20?0t21

8R0P'22 BROP'22BPS'22BPS22BPS'22 BROP'22

Approved

Budget

Prel.

SUPP ll Actual

Prel.

Actual

Ksh Billions
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38.0%

442

405
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411

380
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442
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411
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2.360
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36.0%
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JI
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2,446

3.390

21U
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660
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437
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1 961
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727

1,409

520
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552

28.2%

352

340
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2.200

1 859

605

3 359

2.156

2.713

869

1.404

537
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34.9%
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370
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2.412

2.092

( 0')
.'u4
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22?l

703
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1 822

088

2.769

1 812
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1.217
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r.0(

32.8%
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1 804
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Total Natronal Government Raenues (lnd A'l-A)

National
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Table 6: Fiscal Performance in Relation to Financial Ob ectives

/ltfages. For teachers and civil se'lnants including the potice. Thefigure includes thefunds allocatedfor the pertsiort

throughout the medium-term projecti on period. This is due to high deficits, partly due

contributory scheme

Source of Data: National Treasutlt

ii. The National Govemment'S Share of wages and benefits to revenues was 28'0 percent

intheFY2o2|l22whichiswithinthestatutoryrequirementof35.0percentofthe
National Govemment,s equitable share of the revenue plus other revenues generated by

the National Government;

iii. The fiscal responsibility principle spelt out in Section 15(2Xc) of the PFM Act' 2012

requires that over the medium term, the National Government's borrowing shall be used

only for financing development expenditure' During the FY 2o2ll22' The National

GovernmentborrowedatotalofKsh9:,6.6billioncomprisingof:projectloansofKsh
151.2 billion, programme loans of Ksh 135'0 billion, use of IMF SDR altocation of Ksh

40.g billion and domestic securities of Ksh 589.5 billion. This borrowing was spent on

loan funded projects of Ksh 155.6 billion, external redemptions of Ksh 184'5 billion and

domesticalrj maea development expenditures of Ksh 396.0 billion (inclusive of 30

percent equitable share). As such, the Government spent Ksh 82'3 percent of borrowed

resources on development and redemption of external loans and 17 '7 percent on

recurrent spending. The recurrent spending was occasioned by spending interventions

to cushion the poor and vulnerable members of society as well as to contain the spread

of COVID-19.

iv. The pFM Act,21l2requires that public debt and obligations remain at sustainable levels

and the Government is committed to adhering to this at all times. Kenya's debt is

sustainable with overall and external ratings for risk of debt distress remaining high'

Table 7 below shows the Present Value (PV) of external debt-to-export and Public and

publicly Guaranteed (PPG) of debt-service-to-exports indicators were breached under

the baseline and the shock scenario. Both indicators retnained above the thresholds

ects combined with the and

s$cffiilT

to infrastructure slowdown in
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economic growth in 2020 caused by the pandemic. However, the debt indicators will
improve as fiscal consolidation progresses and exports and output recover from the
global shock; and

Table 7: a's External Debt Sustaina r

Source: IMF Country Report No. 2l/275, December 202 I

v. On the principle of maintaining a reasonable degree of predictability with respect to the
level of tax rates and tax bases, the Govemment is in the process of developing the
National Tax Policy to guide taxation process in Kenya. Further,'the Govemment
continues to carry out tax reforms through modernizing and simplifying tax laws in
order to lock in predictability and enhance compliance within the tax system. Kenya
Revenue Authority will continue to employ the use of technology to curb revenue
leakages. Some of the developments include enhancement of i-Tax to facilitate cross-
matching of consultancy payments agairist PAYE retum, use of scanners to give smart
alerts, and use of Integrated Customs Management System (iCMS) including targeting
and profiling through the use of smart alerts and iCMS risk engine as well as bond
management and reconciliation.

20. The Government has maintained tax rates for domestic taxes at stable levels over the years
except in202l when the rates were temporary reduced to address the adverse effect COVID-
19 pandemic. Since 2004 the EAC Community have maintained three-band structure on import
on goods from outside the region with a maximum rate of 25 percent. Goods originating from
the region that meet the East African Community Rules of Origin has continued to be traded
freely in the region. From lst July 2022, three-band structuie was changed to four-band
structure with a maximum band of 35 percent to keep up with global changes, protect the local
industries and encourage value addition. The four-band structure is expected to prevail for
several years before review is undertaken. The Government will continu. io maintain stable tax
rates for domestic taxes and build conf,rdence in the Kenyan taxation system, enhance
compliance and improve predictability while improving tax administration. The Government
will also use tax policy initiatives to address areas where the tax base has been eroded to
strengthen revenue mobilization. The National Tax Policy that is being finalised is expected to
guide tax reforms and entrench predictability in the tax system. In addition, the Medium Term
Revenue Strategy (MTRS) will give clarity on what administrative and tax policy reforms to be
undertaken in the medium term.

21. The National Government fiscal projections for the 2022BROP (Table 8) are consistent
with the 2022 BPS estimates and shall inform the projections for the FY 2023124 and the
medium term. The Government will not de'n,iate from the fiscal responsibility principles, but
will make appropriate modifications to the financial objectives in the 202j BpS to reflect
changing circumstances.

Indicators Thresholds 2020 2021 2022 2023 2024 2025

PV of debt-to-GDP ratio 40 27.t 28.2 27.2 26.9 25.9 25.6

PV of debt-to-exports
ratio

180 280.1 278.5 24t.7 225.6 207.5 198.8

PPG Debt service-to-
exports ratio

15 24.1 2t.6 23.7 19.s 28.8 17.4

PPG Debt service-to-
revenue ratio

l8 14.6 t3.6 16.0 13.3 20.0 12.2

$fififfiHT
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Table 8: Government Fiscal ections, Ksh Billion

Source of Data: National TreasurY

D. County Governments' Fiscal Performance

Sources of County Government Revenue

22. County Governments revenues consist of transfers from the National Government'

proceeds from loans and grants from development partners, and county own source revenues'

Transfers from the National Government can be in ttre form of; Equitable Share in line with

Ar-ticle 202 (l)of the constitution or additional allocations in line with Article 202 (2) of the

constitution; county own Source Revenue (osR) may be from property rates' entertainment

taxes, and any other tax that it is authorised' to i.po* by an Act of Parliament in line with

Article 209 (3) of the constitution. In addition, county Governments may borrow if the

National Government guarantees the loan in line with Articl e2l2 (a) of the Constitution' Table

9 summarizes total Uuig","a revenue from the various sources for the 47 County Governments

for the FY 2021122.

FY 2025i26tY 2024/25FY 202y24FY 2022123FY 2021/22FY 2020/21

8R0P 21BPS'228R0P 22BROP 22 BPS?28PS'228ROPz
Approved

Budget
SUPP II

Prel

Acnral

Prel

Actual

l(sh, Billions

126 I

-t
5

585

2,W

11 106
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Table 9: Coun Government sources of Reven FY 2021/22

Source : National Treasury

23. The main source of revenue for the County Governments in the FY 2021122 was the

Equitable Share (79 percent) (Table 9). During the FY 2021122 budgeted additional allocations

to the County Governments from the National Government's share of revenue as well as fro.m

proceeds of loans and grants accounted for 8 percent of the total County revenue while the
budgeted own source revenue was Ksh 60.42 billion translating to 13 percent of the total County
Government revenue. County Governments did not report borrowing as a source of revenue in
FY 202r/22.

Total Transfers to Counties

24. As provided for under the County Allocation of Revenue Act (CARA),2)21and the
County Governments Additional Allocations Act, 2022, County Governments were allocated
Ksh 409.9 billion for the FY 2021122. Out of this, a total of Ksh 359.8 billion was disbursed to
the County Governments as at 30tl'June, 2}22,comprising of Equitable Share Ksh 340.4 billion
and Additional Allocation Ksh 19.8 billion (Table 10).

Equitable Share

25. During the FY 2021122, a total of Ksh 370 billion was allocated to the County
Govemments as equitable share as reflected in the County Allocation of Revenue Act (CARA),
2021. Even though disbursements to the County Governments as equitable share stood at Ksh
340 .4 billion representin g 92 percent of the total allocations during the FY 2021 122, 1 00 percent
of the equitable share was disbursed to the County Governments as at 29th August,2022.

Additional Allocat ions

26. In addition to the equitable share, the County Governments were allocated Ksh 39.9 bitlion
as additional allocations as provided for under the County Governments Additional Allocations
\ct,2022. As at 30th June,2022, a total of Ksh 12.0 billion had been transferred to the County
Governments as additional allocations from proceeds of loans and grants from development
partners, Ksh.225 million transferred to the Counties for construction of county headquarters
and Ksh. 7.2 billion for the Managed Equipment Services. The total additional allocations as
at the end of FY 2021122 translates to 48.6 percent of the total additional allocations to County
Governments.

$ECHT.T

Budgeted 7o of Total
revenue

Budgeted County Governments
Revenue FY 2021122 (bitlions)

Revenue Source

7gYo370Equitable Share
8%39.9Additional Allocations
r3%60.42OSR
0%0Loans

1000h470.32Total
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TransferTyp 20l]/r{ 201ril5 2015/16 1016111 I0l718 lt}l8/rel 20l 2[X)nl 202il1012 Crand Total
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Table 10: Total Transfers to county Governments from FY 2013/14 to FY 2021122 (Ksh

Source of Data: The Nat ional Treasury

Performance of County Governments Own Source Revenue

27 . During the FY 2o2ll22,the county Governments were able to raise a total of Ksh 35'91

billion in own Source Revenue (osR) against an annual target of Ksh 60'42^billion as shown

in (Figure I and Annex Table Z). fnis rJpresents 59.4 p^ercent of the annual OSR target in FY

2021122. There was a slight improvement recorded in oSR in FY 2021122 compared to FY

2O2Ol2l where a total of [sh 34'.44 billion was raised' Thirty-seven (37) Col{ty Governments

in Fy 2OZll2z were able collect more than fifty percent of their annual OSR target. The top

performing counties as far as osR is concerned were Turkana (113.5%), Migori (110'5%),

Lamu (108.5%) and Vihiga (101.6%) while the least performing counties were Kajiado

(33.1o ),Murang'a (32.9%) andBusia (30%)'

stcB[T
22

1,958 2,656 3,940

t,010 922 8jj
t,052 1,561 1,900

1,851 t87

t1,165 8,128 6,115

t,000 2,982 5,915

911

- 561 2,465

335 764 536
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Figure 1: Actual Revenue Collected by the County Governments as a percentage of
Annual Revenue T for FY 2021122

Source of Data: Controller of Budget

28. The National Treasury notes that County Governments may be projecting unrealistic OSR
which ultimately leads to below target collection. In this regard, the National Treasury in
collaboration with relevant stakeholders is currently coordinating the implementation of the
National Policy to Support Enhancement of County Governments' OSR which seeks to enhance
efficiency in collection and administration of County Governments' OSR. The County
Governments (Revenue Raising Process) Bill, which was approved by Cabinet together with
the OSR Policy, will be resubmitted to Parliament for enactment into law. Once enacted into
law, this legislation will play an important role in regulating the manner in which Counties
introduce/vary fees and charges.

29. To address the inadequacy of the existing legal framework to guide the imposition of
property rates, the National Policy to Support Enhancement of the County Govemments Own
Source Revenue proposed enactment of the National Rating Legislation. The National Rating
Bill,2022 that is currently in Parliament stipulates a framework for levying of rates by county
governments that will provide for the valuation of rateable property, the appointment and
powers of valuers and the establishment, powers and functions of the National Rating Valuation
Tribunal.

Mineral Royalty Revenue Sharing Framework

30.' Section 183 of the Mining Act,2016 provides that any holder of a mineral right shall pay
royalty to the State in respect of the various mineral classes won by virtue of the mineral right.
Such royalties shall be distributed at 70 percent to the National Government; 20 percent to the
County Government; and l0 percent to the Communities. In order to implement this provision
of the law, the National Treasury in consultation with the Ministry of Petroleum and Mining,
Ministry of Industrialization, Trade & Enterprise Development, Commission on Revenue
Allocation, State Law Office and Council of Governors developed a framework on sharing of
mineral royalty revenue among the National Government, County Governments and
Communities, which was forwarded to the Attorney General's Office for gazettement. The
Attomey General has recommended the need for enactment of Regulations specifically to deal
with the question of the transfer of the 10 percent share of royalties to the communities in
accordance with Section223 of the Mining Act,20ll and other connected matters.
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Legal framework on County Governments Expenditure

31. PFM Act,2012 Section 130 (l) (b) (v) requires the county Executive committee Member

for Finance to submit in the county Assembly budget estimates that include all expenditure by

vote and by progru- clearly identifuing bottr-recurrent.and development expenditure' Further'

the pFM Act provides for fiscal rules which are provided as fiscal responsibility principles to

be observed uy corriy Gourrorrnts in managemenl ofpublic finances' Specifically' PFM Act'

2012andthePFM(countyGovemment)Regulations,2015requirecountygovernmentsto
enforce the following PrinciPles:

i. The county Governments' recurrent expenditure shall not exceed the county

Government total revenue'

ii. In the Medium Term, a minimum of 30 percentof the County Governments budget shall

be allocated to the development expenditure'

iii. The County Government expenditr." o" wages shall not exceed 35 percent of County

Governments total revenue as prescribed by the county Executive committee for

Finance.

Overall Performance of Expenditures

32. The total expenditure by the County Governments in the FY 2\2ll22 was Ksh 400'9

b,lion of which actual expenditure on d&elopment was Ksh 9g.5 billion while on recurrent

was Ksh 3;2.5billion (Table 11 and Annex iable 7). 9n the other hand, the expenditure on

wages was Ksh 190.1 billion. The expenditures wefe against actual revenue amounting to Ksh

440 billion.

Table 1l: Total Actual Ex re for the first n lne months of FY 2021122

Item Ksh'Billion' 7o of ExPenditure to T
Revenue

otal

Total actual Revenue 440.0

Total actual ExPenditure 400.9 91.1

Recurrent 302.s 68.8

Wages 190.1 43.2

Operati ons & Maintenance t12.4 2s.5

Development expenditure 98.5 22.4

Source of Data: Controller of Budget

33. The expenditures reflect an improvement from FY 2020121 where total expenditure was

Ksh. 398.01 billion compared with ksh 400.9 billion in the FY 2021122' Figure 2 shows the

actual expenditur" by it " County Govemments as a percentage of the total budgeted

expenditure for the FY 2021122'
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Figure 2: Actual Total Expenditure by the County Governments as a percentage of Total

T for FY 2021122

Source of Dala: Controller of Budget

E. County Governments' Compliance with Fiscal Responsibility Principles

Recurrent Expenditure as a percentage of Total Revenue

34. The PFM Act,2012 requires that a County Govemment's recurrent expenditure shall not
exceed the County Govemment's total revenue. In the FY 2021122, the total recurrent
expenditure for the County Governments was Ksh 302.5 billion, while the total revenue
available for the County Governments was Ksh 440.0 billion, representing 68.7 percent of the
total revenue (Figure 3). In this regard, the total recurrent expenditure was within the PFM
threshold as at the end of the FY 2021122.

Figure 3: Actual recurrent expenditure as a percentage of the Total Revenue for the FY
2021t22

Source of Data: Controller of Budget

Development Budget as a percentage of the Total Budget

35. The total development expenditure amounted to Ksh 98.5 billion in the FY 2021122 against
a budget of Ksh 535.7 billion representing 18.4 percent of the total budget. This is an increase
from Ksh 48.5 billion attained in FY 2020121. The Public Finance Management Act,2012
Section 107(b) requires that over the medium term, a minimum of 30 percent of each County
Govemment's budget shall be allocated to development expenditure. Most of the County
Governments meet this requirement as far as the approved budget is concerned. In terms of
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actual expenditure, only eleven out of the f#[]f.u.n County Governments wele able to utilize

over 30 percent of their budget on development with Embu, Busia and Baringo having the

highest allocation of 41.82 percent, 37.10 percent and 35.34 percent, respectively' On other

hand, Nyeri, Vihiga, and Homa Bay spent the least of their budgets on development within the

specified time Period (Figure 4)'

Figure 4: ActualDevelopment Expenditures as a Percentage of Total Budget for FY

202U22

::-

Source of Data: Controller of Budget

Expenditure on Wage bill

36. The total expenditure on wages by all the county.Governments amounted to Ksh 190'1

billionoverthe Fy zozy2o22.Dwrngthe same period, thel0tal revenue available to the county

Governments was Ksh 440 billion. The Public Finance Management (county Govemment)

Regulations, 2015 requires that expenditure on wages and benefits for public officers shall not

exceed 35 percent of the total revenues. This means that on average county Governments spent

43.2 percent of their total revenue on wages which-is higher than the threshold of 35 percent

provided by the pEIr4 Act, 21lz.WithinThis period, only eleven counties (Makueni' Migori'

Samburu, Uasin Gishu, Kilifi, Turkana, Nakuru, Kwale, Isiolo, Mandera, and Tana River) were

able to maintain their auocation to wages and salaries below the 35 percent threshold (Figure

s).

Figure 5: Actual Expenditures on wages and salaries as a Percentage of Total Revenue

for the FY 2021122
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Pending Bills of County Governments

37 . The Office of the Auditor General (OAG) issued a Special Reports on Pending Bills for
County Governments as of 30tl' June, 2020. The Special Report showed that the total pending

bills by County Executives were Ksh 152.6 billion, which comprised Ksh 45.5 billion described

as payable/eligible and Ksh 107 billion described as ineligible. Further, the OAG total pending

bills by county assemblies was Ksh 2.9 billion, which comprised Ksh 1.9 billion described as

eligible and Ksh 1.0 billion described as ineligible.

38. As at 30th June,2022 County Governments (Executive) reported to have settled Ksh 18.0

billion of eligible pending bills and Ksh 1.6 billion of ineligible pending bills. On the other

hand, the county assemblies had paid Ksh 923.8 million of eligible pending bills and Ksh 122.8

million of ineligible pending bills (Table l2'5. The total outstanding pending bills for both the

executive and the county assemblies as at 30th J:ur;re,2022 was Ksh 134.9 billion. To address

this challenge of pending bills by the county goverrunents, the National Treasury has issued a
number of circulars aimed at ensuring that the settlement of these pending bills is priolitized to
clear the existing bills and reduce further accumulation of the pending bills.

Table 12: Payment of Pending Bills of the County Governments' as at 30th June, 2022 for
the Pend Bills Audited OAG as at 30th June 2020.

Source of Data: Controller of Budget

39. Based on the County Governments' fiscal performance in the FY 2021/22 outlined in the
section above, County Governments are expected to put measures in place to address the several
areas of weakness that has been revealed. In particular, County Governments are expected to
put in place measures to address following: Optimization of Own Source Revenue collection;
adherence to fiscal responsibility principles; and clearance of pending bills.

Description Pending Bills (County
Executives )(Ksh)

(A)

Payments (Ksh)
(B)

Outstanding Pending
Bills (Ksh)
(Q= A-B)

Eligible Pending
Bills

45,544,599,661 18p29,846,179 27,514,752,882

Ineligible Pending
Bills

107,008,03 1,373 1,574,978,453 105,433,052,920

Sub Total 152,552,631,034 19,604,825,232 132,947,,805,902

Description Pending Bills (County
Assemblies)

Payments (Ksh) Outstanding Pending
Bills

Eligible Pending
Bills

1,974,921,409 923,842,554 1,022,078,854

Ineligible Pending
Bills

1,014,552,269 122,827,459 891,724,811

Sub Total 2,960,473,677 1,046,670,012 1,913,803,665
Total 155,513,10 4,711 20,651,495,244 134,861,609,467
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40. This BROP has been prepared against a background of global economic slowdown

reflectingthe impactof the orgoing Russla-ukraine conflict, effects of covlD-19 containment

measures in china; higher-than-"*p""t"J1nflation worldwide triggered by higher global oil and

food prices and the impact of the-contractionary monetary-poticy in advanced economies that

has created tighter frnancial conditions. e' u i""'tt, the IMF piojects global growth to slow

downto3.Zpercentin2O22from6'0percentin202l(wEooctober2022).

41. Growth in advanced economies is projected to slorv.down to2.4 percent rn2022 from 5'2

percent in2O2lr"n."tirg weaker-thar-J'p""t"a growth.in the United States and the Euro area'

For emergi.rg market uni d"relopi.,g ""oio*i"',"gto*th 
is also projected to slow down to 3 '7

percent tn ZO2Z f."- O-O p..".nt ii ZiZt r.fl""tlt'g mainly the sharp slowdown of China's

'""o.rorny and the moderation in India's economic growth'

42. In sub-Saharan Africa region, growth is projected to slow down by 3'6 percent in2022

from a growth of 4.7 percent in2o2r. The slowdown is as a result of domestic price pressures,

partly induced by supply disruptions owing to the Russia-Ukraine' conflict reducing food

affordability, and realin"t-., ai well u, ,rrging fuel prices across the region'

III. RECENTECONOMICDEVELOPMENTSANDoUTLooK

A. Recent Economic DeveloPments

G I o b al E co n o mic Performa n ce

Do mestic E co n o mic Performa nce

GDP Growtlt

6: Annual Real GDP Growth Rates t

Source of Data: Kenya National Bureau of Statistics

44. The groMh momentum continued in the first half of 2022 desPrte subdued performance tn

agriculture and weaker global growth. The economy grew by 6.8 percent in the first quarter of

of 21 percent in a similar quarter in 2021. This economic recovery

43.TheKenyaneconomydemonstratedremarkableresilienceandrecoveryfromCoVlD-19
shock due to the diversified nature of the economy and the proactive measures by the

Government ,o ,rppon burir"rr.r. The economy expanded by 7'5 percent in 2021' a much

stronger level from a contraction of 0.3 percentin2)2O.(Figure 6)' This economic recovery

was mainly supported by the recovery i.t tt " 
service and industry sectors despite the subdued

performance in the agricultural sector'
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continued in the second quarter of 2022 with the economy expanding by 5.2 percent compared

to a growth of I 1.0 percent in the corresponding quarter of 2021 (Table l3). The slowdown in
growth was as a result of normalization of activities after the 2021 recovery from COVID-19
pandemic. The growth in the second quarter of 2022 was supported by the non-agricultural

sectors particularly strong activity in financial and insurance, transportation and storage,

wholesale and retail trade, real estate, and construction sub-sectors. However, performance of
the agriculture sector remained subdued due to unfavorable weather conditions.

Table 13: Sectoral GDP Performance

Source of Data: Kenya National Bureau of Statistics

45. Activities in the agriculture, forestry and fishing sector contracted for the third consecutive
quarters mainly attributed to unfavorable weather conditions that resulted to reduced
agricultural production. The sector is estimated to have contracted by 2.l percent in the second
quarter of 2022 compared to a contraction of 0.5 percent in the corresponding quarter of 2021
(Table 13). The performance of the sector was evident in the significant decline in exports of
vegetable and cut flower, and production of tea, coffee and milk. The sector's contribution to
GDP growth was -0.4 percentage points in the second quarter of 2022 compared to -0.1
percentage points contribution in the same quarter in2}2l(Figure 7).

46. The performance of the industry sector slowed down to a growth of 4.5 percent in the
second quarter of 2022 compared to a growth of 9.1 percent in the same perio d in 2021. This
was mainly on account of normalization of activities in the manufacturing, electricity and water
supply and construction sub-sector after the strong recovery in 2021. The industry sector
accounted for 0.7 percentage points of growth in the second quarter of 2022 compared to 1.5
percentage points contribution in the same quarter in202l (Figure 7).

47 . Manufacturing sub-sector expanded by 3.6 percent in the second quarter of 2022 compared
to 11.3 percent growth recorded in the same period of 2021. In the manufacture of food
products, growth was supported by processing and preserving of meat and fish and manufacture
of bakery products. In the manufacture of non-food products, growth was buoyed by assembly
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of motor vehicres and production or ***'q$ffi^}lt the sector was constrained bv

manufacture of dairy products and edible oils'

re 7: Sectors contribu tions to Real GDP Growth

Source ofData: KenYa National Bureau of Statistics

48. ElectricitY and Water SuPPIY sub-sector expanded by 5'0 percent in the second quarter of

2022 compared to 7.2 Petcent growth registered in the second quarter of 2021. The growth in

the sub-sector was suPPorted bY increased generation of electricity from renewable sources such

AS geothermal and wind that offset the Potential detriment associated with an increase ln

generation of electricitY from thermal sources and a decline in generatt on from hYdroelectric

sources. Generation of electricity from hydro declined by 21'8 percent mainly due to

insufficient rainfall received'

49. Activities in the construction sub-sector remained robust in the second quarter of 2022

partly supported Uy in" ongoing public infrastructure projects, though the performance was

slower compared to the second quarter of 202L The sub-sector expanded by 5'8 percent in the

second quarter of Zo22compared to 6.8 percent growth in the corresponding quarter of 2021'

The sub-sector,s growth was evident in the incieased cement consumption' The import of

construction materials recorded mixed performance with quantity of imported bitumen

increasing while the quantity of imported iron and steel declining in the second quarter of 2022'

50. The activities in the services sector normalized and remained strong in the second quarter

of 2o22after a strong recovery in2o2l from the effects of covlD-19 pandemic' The sector

growth slowed do*rio 7.5 peicent in the second quarter of 2022 compared to a growth of 14'9

percent in the second quarter of 202L This performance was largely characterized by substantial

growths in accommodation and food ,.*i."r, financial and insurance sectors, wholesale and

retail trade, and transport and storage. The service sector accounted for 4'3 percentage points of

growth in the second quarter of 2022,a decline compared to 8.5 percentage points contribution

in the same quarter in202l (Figure 7).

51. Accommodation and Food Service activities remained on a recovery path, though the sub-

sector,s performance remained below the pre-pandemic level. The sub-sector grew by 22'0

percent in the second quarter of 2022 "o-iut.d 
to 90.1 percent growth inthe corresponding

quarter of 2O2L Transplrtation and Storageiub-sector grew by 7 .l percent in the second quarter

of zozz compared to a growth of 18.6-percent in the corresponding quarter of 2021' The

slowdown in activities in the sub-sector *u, u, a result of increased price of light diesel, which

is a key input to land transportation activities. The sub-sector's performance was however

supported by increased activity in the railway, air transport and port operations'
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52. Relaxation of various containment measures, such as the night curfew, lockdowns and

travel restrictions coupled with the rollout of COVID-19 vaccination had a positive impact on

economic activities. This provided an environment that spurred economic recovery and growth

in 202L There was a general decline in unemployment and inactivity levels, with total

employment surpassing the pre-pandemic level. Total new jobs created in the economy were

926.1 thousand of which 172.3 thousand were in the formal sector, while 7 53.8 thousand were

in the informal sector (Table 14). Jobs created in the informal sector accounted for 81 .4 percent

of the total jobs created outside of small-scale agriculture and pastoralist activities.

53. Wage employment in the formal sector recorded a growth of 6.0 percent to2.9 million in
2021 supported by a partial resumption of international travel, and a broad-based recovery in
the manufacturing sector. The number of self-employed and unpaid family workers engaged in
the formal sector increased by 4 .9 percent in 2021 compared to a decline of 4. 1 percent recorded
in2020.

54. The share of private sector employment was 68.3 percent in 2021, which was slightly
higher than the previous year which stood at 6l .8 percent. In2021, the private sector recorded
a growth of 6.8 percent in employment levels compared to a decline of 10.0 percent registered
in 2020. The top three sub-sector providing wage employment in the private sector were
manufacturing, agriculture, forestry and fishing and wholesale and retail trade: There was a
tumaround in accommodation and food Services which recorded a significant growth of 23.9
percent compared to a decline of 38.7 percent registered in 2020. Employment in
accommodation and food activities industry has been on a recovery mode from the drastic
decline at the height of COVID-19 pandemic. The easing of the pandemic restrictions impacted
positively on the employment in the industry as well as the bed occupancy rate, hence increasing
employment in the sector.

Table 14: Total obs Created (in thousands

Source of Data: Kenya National Bureau of Statistics
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55. Employment in the public sector increased by 4.3 percent to 923.1 thousand persons in

2021. The increar" *u, mainly attributed to recruitment in the civil service for essential

services. public administration and defence; compulsory social security registered the highest

growth of 5.9 percent inz02L other economic activities in the public sector that realized growth

in employment were human health and social work activities, education and transport and

storage.

InJlation Rate

56. The year-on-year inflation rate was above the 7'5 percent upper bound target for the fifth

consecutive month in October zL2z-Inflation rate was it9'6 percent in October 2022 ftom 6'5

percent in october iozt mainry due t;;igh* international food and fuer prices (Figure 8)'

Inflation is expecteJto ..*ui, elevated i' ii-'" near tenn' due in part to the scaling down of the

Government price support measures, resulting in increases in iuel and electricity prices; the

impact of tax -"u*i, in the Fy 202;B-g,;ag.t; and global inflationary pressures' overall

annual average inflation remained within Government target range at 7 'l percent in

october,2o22comparedtothe6.lpercentrecordedinoctober202I,

re 8: Inflation Rate Percent

Source of Data: KenYa National Bur e au of St at ist i cs

57. Food inflation remained the main driver of overall year-on-year inflation in october 2022,

contributing 6.1 percentage points, an increase, compared to a contribution of 3'8 percentage

points in October 2021 (Figure 9). The increase was mainly attributed to unfavourable weather

conditions and supply coniraints of key food items particularly cooking oil (salad), maize flour

(sifted), sugar, Irisir potatoes, beans, carrots and fresh unpacketed cow milk/fresh cream'

5g. Fuel inflation also increased to contribute2.2 percentage points to year-on-year overall

inflation in october 2022 froma contribution of 1.6 percentage points in october 2021' This

was mainly driven by increased prices of kerosene/paraffin, diesel and petrol on account of

higher internationat oit prices. Additionally, in September 2022, subsidies for petrol were

eliminated while those for diesel and kerosene were substantially reduced.

59. The contribution of core (non-food non-fuel) inflation to year-on-year overall inflation has

been low and stable, consisteni with the muted demand pressures in the economy, supported by

prudent monetary policy. The contribution of core inflation to overall inflation increased

slightly to 1.1 percentage points in october 2022 compared to 0'9 percentage points

contribution in October 2021.
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60. Kenya's rate of inflation compares favorably with the rest of Sub-Saharan Africa
countries. In October 2022, Kenya recorded a lower inflation rate than Ghana, Ethiopia,
Rwanda, Nigeria, Burundi, Zambia and Uganda (Figure 10).

10: Inflation Rates in selected African Countries October

Source of Data: National Central Banl<s

Kenya Shilling Exchange Rate

61. The foreign exchange market has largely remained stable despite the tight global financial
conditions and the high demand for the US Dollar in the intemational market. The Kenya
Shilling to the US Dollar exchanged at KSh 121.0 in October 2022 compared to KSh I 10.9 in
October 2021. Over the same period, the Kenyan Shilling strengthened against other major
international currencies. The Euro exchanged at KSh I19.0 in October 2022 compared to Ksh
128.6 in October 2021 while the Sterling Pound exchanged at KSh 136.6 compared to KSh
151.6 over the same period (Figure 10).
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62. In comParison to Sub-Saharan Africa currencies, the volatility of the Kenya Shilling

exchange rate has remained relatively low at g.2percent against the US Dollar inOctobet2022

(Figure 12). The dePreciation rate of the KenYa Shilling was lower than that of Namibian

Dollar, Botswana Pula, South African Rand and Malawi Kwacha The stability in the KenYa

Shilling was supported bY increased remittances" adequate foreign exchange reserves and

improved exPorts receiPts.

Figure 12: Performance of selected currencies against the uS Dollar (october 2021 to

October

Source of Data: National Central Banks

Interest Rates

63. Short-term interest rates remained fairly low and stable supported by ample liquidity in

the money market in the last one year. Monetary policy stance remain tight to anchor inflation

expectations due to the elevated risk of high inflation outlook as a result of increased global

commodity prices and supply chain disrupiions. The Ceniral Bank Rate (CBR) was raised to

g.25 perceni frorn 7.5 percent in SeptemLer,2022. The interbank rate remained stable at 5'1

p.r..nt in October 202) compared to 5.3 percent in October 2021 (Figure 13).
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64. The Treasury bills rates remained relatively low (below 10 percent) in October 2022.The
91-day Treasury Bills rate was at 9.1 percent in October 2022 compared to 7.0 percent in
October 2021. Over the same period, the 182-day Treasury Bills rate increased to 9.7 percent

fromT .4 percent while the 364-day also increased to 9.9 percent from 8.1 percent.

13: Short Term Interest Ra Percent

Source of Data: Central Bank of Kenya

65. Commercial banks' lending rates remained relatively stable in September,2022 supported
by the prevailing monetary policy stance during the period. The average lending rate was at
l2.4percentin September,2\22 from 12.1 percent in September202l while the average deposit
rate increased to 6.8 percent from 6.3 percent over the same period. Consequently, the average
interest rate spread declined to 5.6 percent in September,Z122 from 5.8 percent in September
2021(Figure 14).

re 142 Commercial Bank Rates, Percent

Source of Data: Central Bank ofKenya

Money and Credit

66. Broad money supply, M3, grew by 6.1 percent in the year to September ,2022 compared
to a growth of 8.8 percent in the year to September 2021 (Table 15). The growth in
September,2022 was mainly due to an increase in domestic credit particularly net lending to the
private sector. This growth was however curtailed by a decline in the Net Foreign Assets (NFA).
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Table 15: Money and credit Developments (12 Months to Septemb er 2022 Ksh billion)

Source ofData: Central Bqnk of KenYa

67. Net Foreign Assets (NFA) of the banking system in the Year to Septemb er,2022 contracted

by 55.7 percent, compared to a contraction of I 1.5 Percent in the year to SePtember 2021. The

decline in NFA was partlY due to the Central Bank PaYments of Government extemal

obligations, and increased banks' borrowings from foreign sources and reduction in foreign

deposit assets to support lending to customers'

68. Net Domestic Assets (NDA) registered a growth of 16'4 percent in the year to

September,2o22,an improvem"nt comp"ared to a g.6*tn of 13'1 percent over a similar period

in202r. The growth in NDA was mainly supportJd by resilient growth in credit to the p'ivate

sector as business activities improved. 
-cr"ait 

to both the Central and County Governments

declined in the year to september ,2o22due to a slowdown in Government activities during the

transition period.

Private Sector Credit

69. Private sector credit improved to a growth of 12'7 percent in the 12 months to

September ,2022 compared to a growth of 7.i percent in the year to September 2021 (Figure

16). All economic ,".to6 registered positive growth rates reflecting increased credit demand

following improved ".ono-i" 
activities. Strong credit growth was observed in the following

sectors: mining, transport and communication, agriculture, trade, consumer durables'

manufacturing, business services and building and construction. Monthly credit flows (month

on month) has also improved from Ksh :g.O Uittion in Septembet 2O2l peaking at Ksh 60'2

billion in September 2022.

70. The Credit Guarantee Scheme for the vulnerable Micro, Small and Medium Enterprises

(MSMEs), continues to de-risk lending by commercial banks hence remains critical to

increasing credit flow to the private sector.

Percent Ch:rugeChange
202r-20222020-20212020-2021 202t-20221i) 72021

ber
2020

7.1

8.0

r 0.8
(-1s.-3)

J.5

2.2

6.1

l{.0

6.1

5.i
47

37.9

7.5

8.4

8.8

16. I

r ro )

22.'t

147.2

(40.7)

r 75.3

.16.1

282.9

107.5

10J.9

14.7

60.9

29.?

268. I

l6i.2
375.0

I 06.8

1.877.2

-r05.6

t.-s0-5.9

65.7

4.031.0

t. I 54.8

{,910.J
878.1

1.718.0

t81.8

I.-3-i8.8

106.4

3.856.7

2.10s.7

7,621.5

770.8

l.6J3.l
26S. I

1.297 .8
11 1

1.58S 5

1.915.-1

1,252.5

66J.0

l. \'Ioney supply. Irtl (l.l+l l+l -l)

l.l ctntlcy otrtside bar*s (rU0)

1.2 Dernanrl dcPosits

1.3 Other dePosits at CBK

?. I\loney suPPlY. It2 (1+2'l)

2.1 Tirtre ud saringrs tlePo;its

3.1

supp|I, M3 (2+3.1)

(s 5.7)

(2s.2)

( l 72.6)

r6.{
I {.4

19.i
(20.4)

(5.7)

12.7

(6 4)

(s

(l r.s)
(s s)

(6e.8)

13.1

13.4

3l.l
45.0

(r 4.2)

7.1

(0.05 )

i1

(367.7)

(re2.2)

( l 75.5)

650.6

763.2

3 1 ?.-s

( I .-r)

(-r.l )

{57.1
(2 0)

1r2.6)

(s6. l)
(41.-1)

({ r.8)

{60.9
616.2

-183.9

2.0

(e.0)

2{9.3
(0 01)

r6s i)

292.5

569.1

(277.2)

{,617.8

6.07?.3

1.930.9

-5.3

5l .i
{,055.6

29.3

660.2

161.9

(lor 7)

3,967.3

5.309.2

l.6l8.l
6.6

-s+.-l

3,598.5

31.-l

1.34 I

716.3

806.2

(se.9)

3,506.-l

4.633.0

1.l3J.s
.r.5

63.J

3,3-t9.3

3l i
.l

l. Net foreiSn 
^s$ets 

(l'l+1'2)

t.l Cerltlal Bar*

1.2 Bariliir)g ltrslitutions

2. Ner dotrrestic rsset! (2.1+2'2)

Domestic creclit (3.1.I+:.l.l+l'l'-1*l l {-: l

2.I-1 Ccnlral Golerillrent (net)

l.l.l Corulry GorenDrent (Net)

L l.3 Putrlic Non Fitrancial Corl: Oict)

2.1.{ Pdlate sector

L l.-i Credit to Othq Filancial

Other asscts oet

$HOffiKT

36

OF I\{-r

\t3

a



60.8

49.3

43.2 41.241.7 41.2 39.1

7

-o.8
-3.3

16.0

14.0I
12.0 E
1o.o E
8.0 Eo
6,0 5
4.0 E
2.0 €
0.0

tr
o

=trl
-c(r,
Y
o
7
o
tr
:t
E
o
->

o

=

o, o o o o o o o F F .F ? r ol $l $l (\l Nr5T+Tr+TtttlryTtltltfi, $EgE fi, $EgE fii EEgEfi
-Annual 

credit Growth RateCredit flow

70.0

60.0

40.0

30.0

20.0

10.0

0.0

50.0

(10.0)

SF.SffiET16: Private Sector Credit

Source of Data: Central Bank of Kenya

External Sector Developments

71. The overall balance of payments position improved to a surplus of USD 2,318 million (2.1

percent of GDP) in September,2l22 from a deficit of USD 745.6 million (0.7 percent of GDP)
in September202l (Figure 17). This was mainlydue to an improvement in the financial account
despite a decline in the merchandise account reflecting increased imports of petroleum products
owing to high international crude oil prices.

re 17z Balance of ercent of G

Source of Data: Central Bank of Kenya

72. The current account deficit was generally stable at USD 6,020.6 million (5.4 percent of
GDP) in September,2l22 compared to USD 5,739.5 million (5.2 percent of GDP) in September
2021- The current account balance was supported by an improvement in the net receipts on the
services account and the net secondary income balance despite a deterioration in the net primary
income balance and merchandise account.
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13. The balance in the merchandise account declined by USD 2,739.2 million to a deficit of

usD 12,54g.5 million in Septemb er,2022mainly due to increased payments on imports in spite

of an improvement in the export earnings (Table 
1O). 

tl the year to September'2022' exports

grew by 14.0 perceni pri.*ity driven b"y i-p.ored receipts from tea and manufactured goods

despite a decline in reJeipts from hortjliture. The increase in receipts from tea exports reflects

improved prices attributed to demand from traditional markets' on the other hand' imports of

goods increasedav is..o percentin the year to Septembet'2122 mainly due to increases in

imports of oil and other intermediate goods'

Table 16: Balance of ments Million

Source of Data: Central Bank of KenYa

74. Net receiPts on the services account improved by USD 1,506.8 million to USD 1,826'0

million in SePtember,2 022 compared to a similar Period in2O2l. This was mainlY on account

of an increase in receiPts from transPortati on and tourism as international travel continues to

improve. Net Secondary income remained resilient and increased by USD 667.5 million during

the review period owing to an tncrease in remittances. The balance on the primary account

widened by USD 3 16.2 million to a deficit of USD 1, 707.0 million in September,2022, from a

deficit of USD 1,3 90.9 million in the same period last year, reflecting higher interest related

payments on other investments.

75. The capital account balance declined by USD 39.0 million to register a surplus of usD

165.7 million in September,2022 compared to a surplus of USD 204'8 million in the same

period in 2O2L Nei financial inflows lmproved to UlP 6,838.5 million in September,Z122

compared to USD 6,105.0 million in Septemb er 2o2L The net financial inflows were mainly in

the form of other investments, financial derivatives and direct investments' Portfolio

investments registered a net outflow during the period'

Foreign Exchange Reserves

76. The banking system's foreign exchange holdings remained strong at USD 11,337'4

million in Septemb er,2o22from USD 14,089.1 million in Septembet2o2.L The official foreign

exchange ,"r..r", treta uy the central Bank stood at usD 7,787 '5 million compared to USD

9,632.2 million over the same period (Figure 18)'
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17. The official reserves held by the Central Bank in September,2022 represented 4.4 months

of import cover as compared to the 5.9 months of import cover in September 2021. It, therefore,

fulfilled the requirement to maintain it at a minimum of 4.0 months of imports cover to provide

adequate buffer against short term shocks in the foreign exchange market. Commercial banks

holdings decreased to USD 3,549.9 million in September,Z\Z2 from USD 4,457.0 million in
September 2021.

F re 18: Official Reserves Million

Source of Data: Central Bank of Kenya

C apital Markets Development

78. Activity in the capital markets slowed down in October 2022 compared to October 2021
due to the outflow of investors as advanced economies tightened their monetary policy amid
recession fears. The NSE 20 Share Index declined to 1,678 points in October 2022 compared
to 1,961 points in October 2021 while Market capitalizatron also declined to Ksh 2,007 billion
from Ksh 2,777 billion over the same period (Figure 19).

19: Performance of the Nairobi Securities
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B. Medium Term Economic Outlook

Global Growth

79. The global economic outlook remains highly uncertain with growth projected to slowdown

from3.2percent in2022to2.7 percent iniOZl. This projected growth in2023 was revised

downwards from the initial projection of 2.9 percent largety reflecting a slowdown in advanced

economies despite a gradualpick up in the ernerging market and deveroping economies.

Advanced economies are projected to slow down uv r'r percent in2023 from2'4 percent in

zozzmainry due to a slowdown in growth in the Uniied States and the Euro area. Growth in the

united States is projected to slow down due to the expected impact of a steeper tightening in

monetary policy' Growth in the E.,.o u,"u is expected to-be adversely affected by the spill overs

from the Russia-Ukraine conflict as well as the tighter financial conditions'

g0. The emerging market and developing economies are projected to grow by 3'7 percent in

2023 same as tn 2022 albeit with varyin"g performanc" u..o,' ":*1i::: ]he 
emerging and

developing Asia is projected to pick ,rp u, 
-u 

iesult of a more robust recovery in China despite a

slowdown in India, while growth in the iJin Arnericryndthe-Caribbean' and the Middle East

and Central Asia ur. 
"*p"Jttd 

to slow down'

81. The Sub-Saharan African region is projected to pick up to a growth of 3'7 percent in2023

from 3.6 percent tn2O11with the puri una Southern African sub-region showing a sustained

recoveryfromtherecession.TheDRCandZambiaareexpectedtobenefitfromrisirrgmetal
prices in the short_and medium term and gain from the traniition away from fossil fuels in the

long term.

Domestic Growtlt

82. Domestically, the economy continued to expand, albeit at a slower pace than the 7'5

percent recorded in202L Real GDp grew by 6.0 plrcent in the first half of 2022 supported by

the ongoing recovery in the services sector, driven by accommodation and food services'

wholesale and retail trade, transport and storage, and finance' Moreover' mining expanded on

the back of elevated global commodity prices'

83. Agricultural output has been affected by the ongoing drought' Addressing food security

and climate change that will become a core development policy anchor in response to the

climate change in relation to adaptation, mitigation and resilience' The Government in

partnership with the Development Partners and the private under the auspices of the National

Steering committee on Drought Response has provided response to adverse impact of the

ongoing drought to affected persons, regions and communities' As parl of the Country's long-

term food security plan, the Government has made available subsidized fertilizer to farmers

across the country.

84. The economy is projected to grow by 5.5 percent tn2022 and above 6.0 percent over the

medium term (in terms oifiscal years the economic growth is projected at 5.8 percent in the FY

2OZ2l23 and 6.1 percent in the FY 2023124) (Tabte 17 and Annex Table 1). This growth will

be reinforced by the Government's development agenda geared towards economic turnaround

and inclusive growth. Special focus will be placed on increased employment, more equitable

distribution of income, social security while also expanding the tax revenue base, and increased

foreign exchange earnings. The economic turnaround programme will seek to increase

investments in at least five sectors envisaged to have the biggest impact on the economy as well

as on household welfare. These include Agriculture; Micro, Small and Medium Enterprise

); Housing and Settlement; Healthcare; and Digital Superhighway and Creative(MSME

sfifrffir.T
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Industry. The Government has launched the Hustlers Fund, as an intervention to correct market

failure problems at the bottom of the pyramid. This program aims to lift those at the bottom of
the pyramid through structured products in personnel finance that includes savings, credit,

insurance and investment.

Monetary Policy

85. The main objective of monetary policy, over the medium term will be to maintain price
stability. Overall inflation is expected to remain within the medium term target range of 5+2.5

percent as international and domestic commodity prices stabilize.

86. The foreign exchange market is expected to remain stable supported by, resilient export
receipts, buoyant remittances, and a gradual pick up in receipts from services exports. The
continued coordination of monetary and fiscal policies is expected to sustain macroeconomic
stability and support economic activity.

Fiscal Policy

87. Fiscal policy over the medium-term aims at enhancing revenue mobilisation, containment
of expenditure growth and strengthening management of public debt to minimizp cost and risks
of the portfolio, while accessing external concessional funding to f,rnancg development projects.
This is geared towards econonnic recovery to support sustained, rhpid and inclusive economic
growth, safeguard livelihoods and continue the fiscal consolidation programme to create fiscal
space for the implementation of the Government priorities.
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Tabte 17: Macroeconomic Indicators
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C. Risks to the Domestic Economic Outlook

gg. There are down side risks to this macroeconomic outlook emanating from domestic as well

as external sources. on the domestic front, the emergence of new COVID-19 variants may

occasion restrictive measures. other risks emanate from unfavorabre weather conditions that

could affect agricultural production, the rising inflationary pressures and market failures that

restrict access to credit.

89. On the external front, uncertainties in the global economic outlook have also increased

which could impact on the domestic economy. fh"r" risks include: the possible worsening of

the Russia - Ukraine conflict which could heighten the risk of oil and commodity price volatility

and elevated inflationary pressures; the c6ntinued COVID-19 restrictions in China could

fuither disrupt the globai supply chains; and global monetary policy tightening, especially in

the United Siates, c-ould increase volatility in the financial markets'

90. The Government continues to respond to the adverse impact of these emerging issues

through fiscal measures, among them fertilizer subsidies to lower the cost of production,

targetled intervention to persons and communities affected by the ongoing drought and

establishment of the Hustler Fund to support growth of MSMEs and individual traders that will

correct the market failures of the vast m;jority of Kenya's at the bottom of the pyramid'
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IV. RESOURCE ALLOCATION FRAMEWORK

A. Implementation of the FY 2022123 Budget

91. Budget implementation during the first four months of FY 2022/23 has progressed

smoothly. Total revenues amounted to Ksh 731.3 billion (5.2 percent of GDP) in the four
months to October 2022 agatnst a target of Ksh 733.1 billion. This revenue represented a growth
of 11.9 percent in the twelve months to October 2022. Total expenditure for period ending
October 2022 was Ksh 868.8 billion and was below target of Ksh 937.8 billion by Ksh 69.0

billion. There has been expenditure pressures due to in part, the ongoing drought as well as the
need to cushion farmers with subsidized fertilizers. While the FY 2022123 Budget has been
revised to cater for these emerging expenditure pressures, the Government has affirmed its
strong commitment to its fiscal consolidation plan. The fiscal deficit for FY 2022123 is now
targeted at 5.8 percent of GDP instead of the 6.2 percent in the budget approved by Parliament
in June 2022.

92. Total revenues for the FY 2022123 are projected at Ksh 2,512.7 billion (17.3 percent of
GDP) with ordinary revenues at Ksh 2,19.1.9 billion (15.1 percent of GDP). Total expenditures
are projected at Ksh 3,390.0 billion (23.3 percent-of GDP) with recurrent expenditures projected
at Ksh 2,352.7 billion (16.2 percent of GDP), development expenditures are projected at Ksh
596.6 billion (4.1 percent of GDP) and an allocation of Ksh 4.0 billion to Contingency Fund.
Transfer to County Governments is projected at Ksh 436.6 billion (3.0 percent of GDP).'The
resulting fiscal deficit of Ksh 849.2 billion (5.8 percent of GDP) will be financed by a net
external financing of Ksh 298.4 billion and a net domestic financing of Ksh 550.9 billion
(Annex Table 2 and 3).

B. FY 2023/24 Budget Framework

93. The FY 2023124 and the Medium Term Budget framework builds up on the Government's
efforts to stimulate and sustain economic activity, mitigate the adverse impact of COVID-19
pandemic on the economy and re-position the economy on a sustainable and inclusive growth
trajectory. This will be achieved through implementation of programmes supporting economic
recovery and additional priority programs of the Government. The government will eliminate
the remaining unsustainable and consumption driven fuel subsidy by end of Decemb er 2022,
but will continue to offer support to agricultural production through the fertilizer subsidy
programme. In addition, the Government through the Financial Inclusion Fund will inspire
growth and innovation in the Micro, Small and Medium Enterprises (MSME) sector and boost
economic growth and entrance the saving culture among Kenyans. These priority programmes
aim at bringing down the cost of living; eradicating hunger; creating jobs; and provide the
greater majority of our citizens with much needed social security while expanding the tax
revenue base and improving foreign exchange balance.

94. Additionally, the Government will continue to implement its fiscal consolidation plan to
contain the pace of growth in debt. In this regard, particular emphasis will be placed on
aggressive revenue mobilization including policy measures to whip in additional revenue and
reign on expenditures to restrict its growth. As a result, the overall fiscal deficit is expected to
decline from 5.8 percent of GDP in FY 2022123 to 4.3 percent of GDP in FY 2023/Z4.This will
boost the country's debt sustainability position and ensure the country's development agenda is
sustainably funded.

95' In the FY 2023124 total revenue including Appropriation-in-Aid (A-i-A) is projected at
Ksh 2,897.7 billion (17.8 percent of GDP). Of this, ordinary revenue is projected at Ksh 2,566.0
billion (15.8 percent of GDP). This revenue performance will be underpinned by the on-going
reforms in tax policy and revenue administration and boosted by economic recovery o""u.ion.d
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by implementation of priority programmes supporting economic recovery, priority projects and

prog.u-."s of the cou"rr-"rt ai outlined fi MTP IV of Vision 2030. On the other hand, the

ou#tf expenditure and net lending are projected atKsh.],!.41.0 (22.4 percent of GDP)' Of this,

recurrent expenditure will amount to Ksh 2,422.3 billion (14.9 percent of GDP) while

development expenditure will amount to Ksh 796.4 billion (4'9 percent of GDP)' Transfer to

counties and contingency Fund are projected at Ksh 411.3 billion and Ksh 5.0 billion,

respectivelY.

96. The resulting hscal deficit of Ksh 695.zbillion (4.3 percent of GDP) in FY 2023/24 wlll

be financed by a net external nnur"i.,g oiftf' tqg'6tiliion(1'2 percent of GDP) and a net

domestic financing of Ksh 496'6 billion (3'0 percent of GDP)'

C. Medium Term Fiscal Projections

97. over the medium term, driven by economic recovery strategies, continued reforms in

revenue administration and revenue enhancement measures, the Government's total revenue

including A_i_A is projected to rise from 17.3 percent of GDp in the Fy 2022123 to 17.8 percent

of GDP in the FY 2023124 andl8.0 percent orapp in the FY 2025126' on the other hand' the

Government will continue to pursue priorities which are aimed at safeguarding livelihoods,

creating jobs, reviving businesses and economic recovery' In addition' provision of core

services, ensuring equity and minim i)ing costs through the elimination of duplication and

inefficiencies will ie frioritized. rhereflre, total expenditure is projected to progressively

decline from23.3percent of GDp in the Fy 2022123 622.4 percent of GDp in the FY 2023124

and further toztl pelient of GDp in the Fy 2025126. of the totar expenditures, recurrent

expenditures are expected to decline- from 16.2 percent of GDP in the FY 2022123 to l4'9

percent of GDP in the FY 2023124 ardfurther to 14.3 percent of GDP in the FY 2025126' While

development and net lending expenditure is expected to remain stable at around 5'0 percent of

GDP over the medium term'

9g. In line with the fiscal consolidation plan, the overall fiscal deficit is projected to decline

from 5.g percent of GDp in the Fy 2o22r2i to q.l percent of GDp in the Fy20z3lz4 and further

to 3.5 percent of GDP in the FY 2025126 (Annex Table 2 and 3)' This is intended to

significantly improve Kenya's debt sustainability position.

D. Medium-Term Expenditure Framework

gg. The Government will continue with its policy of expenditure prioritizatron with a view to

supporting economic recovery and achieving iti transiormative development agenda' This

agenda is anchored on provision of core slrvices, creation of employment opportunities

improving the general *"lfur. ofthe people and ensuring.equity whilg minimizing costs through

the elimination of duplication and lneificiencies. Realization of these objectives will have

implications in the buiget ceilings provided in this BROP. The following criteria will serve as

a guide for allocating resources:

i. Linkage of Programmes that support Economic Recovery;

ii. Linkage of the programme with the priorities of Medium-Term Plan IV of the Vision

2030;
Degree to which a programme addresses job creation and poverty reduction;

Degree to which a programme addresses the core mandate of the MDAs,

Expected outputs and outcomes from a programme;

Cost effectiveness and sustainability of the programme;

Extent to which the Programme seeks to address viable stalled projects and verified

pending bills; and

iii.
iv.
v.

vi.
vii.

viii. for furtherance and on of the Constitution.
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100. Reflecting on the above, the Medium-Term Expenditure Framework provided in Table 18

and Annex Tables 4 and 5 will guide resource allocation into the medium term.

Table 18: Medium Term Sector FY 2023124 - FY 2025126 h Million)

E. Public Participation and Involvement of Stakeholders

101. As required by the Public Finance Management (PFM) Act,2012 this Budget Review and
Outlook Paper was shared with various stakeholders and the public for comments before its

VoShare In Total lrlini(erial [Uenditure

Approved

Budget BR0P CeilingCode Sector
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finalization. Specifically, the document *ui frrth.r reviewed and finalized during a retreat of

the Macro Working c.orp in Nakuru from I lth to 17tl' September,2022 that brought together

34 officers of the Macro Working Group from the following institutions: vario.us Departments

of The National Treasury, the State Department of Planning, the Central Bank of Kenya' the

Kenya Revenue Authority, the Kenya institute of Public Policy Research Analysis and the

commission on Revenue Alrocation. Annex Tabre g provides a list of officers from the Macro

Working who attended the retreat. A summary of the comments received from the Macro

Working Group, various Stakeholder, *J ir," Public and the actions taken are summarized in

Annex Table 9.
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V. MEDIUM TERM REVENUE STRATEGY

102. The ordinary revenue as share of GDP has been declining since FY 2013114. The revenues
declined from 18.1 percent in the FY 20l3ll4 to 15.4 percent in the FY 2018/19 mainly
associated with various challenges including increase in tax incentives, growth of the informal
sector which is hard to tax and change in business models (use of new technology) which create
tax administrative bottlenecks. The emergenoe of COVID-I9 pandemic worsened revenue
performance for the FY 2019120 and r^Y 2020121 with revenues declining to 14.8 percent and
13.7 percent, respectively. Revenue collection improved to 15.0 percent of GDP in the FY
2021122 as economic activities picked up following the easing of COVID-I9 restrictions.
Despite the effort to mobilize revenue, Kenya's revenue yield is still below the desired East
African Community target of 25 percent of GDP (Figure 20).

20: Ord Revenue as a of GDP

Source : National Treasury

103. Due to the decline in domestic resource mobilization, the realization of the Vision 2030
through implementation of its Medium Term Plans is lagging behind. To catch up to the goal
in the Vision 2030 of providing a high quality of life to all citizens in a clean and secure
environment by 2030, the gap in domestic resources must be bridged. In the last decade Kenya's
infrastructure development drive has been funded mainly by borrowing including ftrom
international bond markets. Although Kenya's debt remain sustainable, the faster pu.. of d"bt
acquisition has increased debt vulnerabilities and worsened debt indicators. To reduce these
vulnerabilities and ensure the implementation of development agenda, domestic revenues
mobilization is crucial.

104. To address the declining revenue trends and ensure a fair taxation system, the Govemment
is developing a Medium-Term Revenue Strategy to:

o Facilitate the implementation of Government programs under the Vision 2030;
o Entrench predictability on tax rates by providing greater certainty of policy direction for

investors;

o Enhance self-reliance in financing economic development thus less dependence on the
international capital markets and development partners;

o Encourage voluntary tax compliance; and

t Identi& tax reforms to be undertaken such as widening the tax base and tax administration
reforms.
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105. The main objective of this Strategy is to provide a comprehensive framework for guiding

tax reforms for boosting revenu". undirnprorirg the tax system over the medium-term' The

specific objectives are:

i) Raise ordinary revenue to GDP from 15'0 percent in FY 2O2l/22 to 25 percent by

ii)

iv)

Table 19.

106.TwoMTRSwillbepreparedtocovertheremainingperiodofVision2030whichtargets
to raise ordinary revenue io GDP 

"ott."tior, 
;t; addilr-ol;] l0'0 percent gradually through the

strategy period. The,first MTRS will cover the FY 2023124 - 2026127 while the second MTRS

wiil cover the Fy 2027 _zgto Fy 2o2g-3o.To kick off the process, The National rreasury idsued

a Circular on 30th August, 2l22,inviting p-poTlt from Government MDAs and the County

Governments for the developmerrt or ltri MTRS. The circular provides timelines for the

completion of the Strategy as outlined in Table 19'

107'TheobjectivesandinterventionsintheMTRSwillbealignedwithVision2030,theMTP
IV, the MTEF, the gPi, and will be within the Public Financial Management Reform Strategy

(2[rg_2023). The reforms in MTRS *iii-"i* u" aligned with the National rax policy which is

at the final stage of development. The additional orJinary revenue generated fi'om the Strategy

is expected to hasten the fiscal consolidation process thusreducing the fiscal deficit' to the EAC

target of 3.0 p"r""ni of GDP. The National ta* Policy aims at having an efficient and fair tax

system that promot. 
"q*itv 

in tax aami.ristrution and predictable tax environment for business

to operate. It provides^broad principles of tax administration and revenue collection and sets

parameters on tax policy and other tax related matters. Further, the policy guides tax reforms

and forms the basis for tax legislation and review'

2030.

Increase tax compliance rate fromT}percent in FY 2o2ll22 to 90 percent by 2030'

Align the tax policy objectives with other government objectives such as ease of

Joiig business, trade policies among others; and

Enhance collaboration between the Government MDAs, county Governments'

private sector, civil society and the general public for enhancement of the domestic

revenue mobilization.

Timelines for the Com of the First Medium Term Revenue
TIME FRAME

NO. ACTTVITIES
September,2022to2

Review and Outlook

in the 2022inputs for incorporationof MTRSPreparationI

2dr September to 21't October,

2022
lolladrninistrattaxandtaxonSvanoulewRev of policyreports

MTRStheollndof paperdeveand ,lopment
)

2 1't to 25tl' November, 2022
lopment draftzero MTRSofDeve3.

Ianuary,2023to2ldersstakehofromSoffor anduest receipt proposalReq
MTRSdrafttheol-l zerothe blberstnelTl ofincludin pu )(

4.

to 2411'Pebrtary,Z}Z3proposals received from Pu

stakeholder engagement

blic participation/Consideration of

June2023levelReview of the draft MTRS at6.
July,2023and byMemorandumCabinetaofPreparation

PlanninandNationaltheCabinet
7

August, 2023
8 Submission of the draft MTRS to Cabinet for approval

September, 2023
9 Sensitization of MDAs including the Departmental Committee

of the National Assem
November,202310. Development of an irnplementation action plan, and

monitoring and evaluation tool

sffifr$ErT
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VI. CONCLUSION AND NEXT STEPS

108. Global economic outlook has become more uncertain reflecting, the impact ofthe ongoing

Russia-Ukraine conflict, effects of COVID-19 containment measures, elevated inflationary
pressures, volatile financial markets, and persistent supply chain disruptions. The Kenyan

economy demonstrated remarkable resilience and recovery from COVID-19 shock due to its
diversified nature and the proactive measures by the Government to cushion the vulnerable,

support businesses and accelerate economic recovery. The economy expanded by 7.5 percent

in 202!, from a contraction of 0.3 percent in 2020 and is expected to remain resilient in 2022
going forward. This outlook will be reinforced by the ongoing implementation of the strategic
priorities of the Govemment and prograrnmes to support economic recovery. The economic
growth over the medium term will further be supported by implementation of strategic
interventions contained in the Fourth Medium Term Plan(2023-2027) of the Vision 2030 aimed
at driving the economy towards a sustainable growth path.

109. The strong revenue performance in the FY 2021122 offers a strong base for supporting the
expenditure estimates in the FY 2023124 and the Medium Term'Budget. The approved fiscal
year 2022123 budget broadens tax collection and maintains careful expenditure control while
protecting social spending. To strengthen the fiscal position, the budget for FY 2023124 and
over the medium term will focus on revenue mobilization and containment of expenditure
growth. In this respect, the MTRS being developed will guide tax reforms, improve the tax
system and boost revenue over the medium-term. Based on the County Governments' fiscal
performance in the FY 2021122, County Governments are expected to put measures in place to
address the several areas of weakness that has been revealed. In particular, County Governments
are expected to put in place measures to address following: optimization of Own Source
Revenue collection; adherence to fiscal responsibility principles; and clearance of pending bills.

110. The Sector Working Groups are required to carefully scrutinize all proposed Ministries,
Departments and Agencies (MDAs) budgets for FY 2023124 and the medium term to ensure
that they are not only directed towards improving productivity but are also aligned to the
achievement of the objectives. In this regard, the Sector Working Groups are expected to
unbundle the medium term development strategies and develop budget proposals for FY
2023124 and the medium term. The 2022BROP sector ceilings will guide the development of
sector budget proposal which will form inputs into the 2023 Budget Policy Statement.

sff"frHrT
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Annex Table 1: Macroecon omic Indicators for the BY 2020121- 2026127 Period
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Annex Table 2: Government for the FY 2020121-2026127 Period, Ksh Billion
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Annex Table 4: Development Sector Ceilings for the FY 2023124-2025126 MTEF Period
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Annex Table 4: Development Sector Ceilings for the FY 2023124-2025126 MTEF Period

(Ksh Mitlion)

CODE SICTOR
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365,397.137i,639.7338,i78,3?92,i57.3Loans

15,367.243,+19.7 {{,900.533,316.7Grants

86,230.085,590,085,187.6 83,623.0LocalAIA

r04,0{,t,1 103,517.880,{19.179,985.1Strategic Interuentiotts

12,8 10.111,502.4 12,868,711,068,5CF & Equalization Fund

7 t,673.953,53 1.5 61,510.641,389.9NGCDF

7,28?.?7,287.!6,358.0 6,9{{,8PrR(G0R

28,322..1t5,1.16.{16,13 1.0 20,i44,6Big Four(G0K)

8,203.0 9,468.09,981.8 7,9i!,0Econonic Stintulus Prog,

1,440,0Public Participatiorr Proi.

PF R- P e rlomnnce/or Resulls

Deuelopmerrl Flrrtd
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Annex Table 5: Recurrent Sector Ceilings for the FY 2023124'2025126 MTEF Period (Ksh

Million

Approved

Budget BR0P Ceiling

202312+ 2024l2s 2A5176

ECONOMIC

CUISSIFICATION 2AZ2l23COD[ s[ffoR
27,059.7 )A )1q ) 29,.t09.0 30,6+{,2Gross010 AGRICULTURE, RURAL & URBAN DEVELOPMENT

8,757.78,757.7 8,757,7 8,757.7A.I.A

20,651.3 21,886,5Net 18,302,0 r9,171.5

5,990,0 7,221.3 7,450.5Salaries 6,766.5

17,918,3 17,9+8.3 18,77+.6 19,6+2.2Grants & Transfers

2,3+4.9 2,14+.9 2,567.2 2,695.5Other Recurrent

8.+6.0Strategic lntervention 8{5.0

l r0,3+{.1 ns,2t7.2 120,330.6ENERGY. INFf,{STRUCTURE AND ICT Gross t 3 i,010,00t0

A.I.A 108,262.5 92,831,5 96,909.{ r0 r,188,0

Net 22,717.5 ri,509.9 18,307,8 r9,r{2.6

5,5 33,3Salaries 5,080.3 5,2 15,7 5,372.2

9{,3{7.i 99,+36.7 103,966.5 $8,722JGrants & Transfers

Other Recunent 2t,fil.A 3,855.0 .r,051.6 1,217.6

Strategic lntervention 7,050,0 1,827,0 1,827,0 1,827.0

030 GENER{L ECONOMIC AND COMMERCIAL AFFAIRS Gross 19,076.8 19,396.3 19,776,0 20,299,5

A.I.A 8,724.9 8,7219 8,724.9 8,72{,9

Net 10,351,9 r0,571.5 11,05r.r r r,57+.6

Salaries 1,803.9 r,863.1 1,919.0 1,9i5.6

0rants & Transfers I 5,589. I 15,383,r 15,7{0,2 r6,l r5.1

0ther Recurrent 1,583.8 r,733,8 1,820,5 1,9 I 1.5

Strate$c lntenention .t16.3 296.3

0i0 HEATTH Gross 68,503.0 7{,155.7 i 7,091.1 80,16{.8

A.I.A r9,565,0 r9,565.0 19,565,0 19,655.0

Net {8,838.0 54,490.i s7,126.t 60,{99.8

Salaries 13,53.r.7 r{,125.{ 11,5{9.2 14,985.7

Grants & Transfers 50,232.9 50,232,9 52,74+,5 55,381.8

0ther Recurrent 2i}t.5 2,121.6 2,.t2+,6 2,.t2.t.6

Strategc Interuention 2,310.8 ?,372.8 7,372.8 7,372.8

050 EDUCATTON 0ross 515,500,7 5{{,255.0 556,197,8 569,5{9.5

A.I.A 19,052.5 {9,052.5 {9,052,5 {e,052.s

Net {66,5{8,2 {95,202,5 507,115.3 520,497.0

Salaries 290,30 r,3 299,021.8 307,998,6 317,238.5

Grants & Transfers 105,086.0 r05,086.0 105,086.0 105,086,0

0ther Reculrent 2,107.8 2,4{9,{ 2,556.0 2,667.8

Strategic Intenentions 85,06.r,5 r0l,i5{.3 10.t,619.6 106,619.6

Ecouomic Stimulus Prog. r,900.0 1,900.0 1,900.0 1,900,0

Medical lnsurance 15,130,0 t6,626,5 t6,626.5 18,626.5

HELB 15,{r t,0 li,{1[.0 ti,.[t.0 17,{11.0

$HCffiTT
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Annex Table 5: Recurrent Sector Ceilings for the Fy 2023124-2025126 MTEF Period (Ksh

Million

CODE SECTOR

ECONOMIC

CLASSIFICATION

Approved

Budget BR0P Ceiling

20221?3 202312+ 2021123 '26

6OT'ERI.4NCE,
'ICE, L{IVTI{D ORDER Gloss

)).l117 7 222,813.9 230,379.7 239,85 3.8

,l'l-A
Net

Salaries

2,668.8 2,658.8

220,1+s.r

136,970.8

2.668.8
))1 ,71 1,0

1{ 1,060.7

I z,soa,a

,3?J851

r+5,292.6

Grants & Tt'rnsfers

0ther Recttrrent

29,808.8

25,259.3

29,808.8

25.393.2

3 1,16 3.5

26,7 61.7

32,586.0

28,08{.5

Intetrentions

Medical lnsurance

2S,91 1.0

7 r..t

22,059.5

8.581..1

22,809.4 25,309,{

070

PUBLIC ADMI,T-lSTRATlOli AND INTERNITI0I(AL

REL{TIO}iS Gross 177,982.t 205,757.2 283,9 3 2.8 .r t0,+30.8

.{-r-A

Net

Salaries

19,a?L.z

158.160.9

{8,388.3

10,+82.5 10,482.5

273,150.3

1

5 r,{89.3

r0,{82.5

& Tlansfers

Ittedical Insttrance

54,692.3

50,816.5

5,+00.0

26.5

5,100.0 5,{00,0

11,478,{

5,400.0

67,55{.3
lob Etaluatiort 22,518.1 1+,536.:

19 1,387.3
Str'otegic I nter-\'etltions r8,653.0 .12,451.9 93,125.6

080 IiATIONAL SECURITY Gross 171,3{3.0 LB7,731.7 193.96+.2 199,014.3

.{-t-.{

Net 174.3.+3.0 t37,732.7 193,961.2 199,01+.3

Salaries 2,130.0 2,r93.9 2,259.7

0rants & Tt'ansfers 17 t,7 L7 .3 17+,1 18.3 178.958.0 183,912.9

0ther Recument {95.7 520.5 516.5 573.8

StrateSic Inten'entions 10,900.0 12,200.0 r 2,200.0

090 CULTURE AND RECREASOCIAL PROTECTION, Gloss 1l,67+.0 {3,560,7 .r.r,638.9 15,22{.5

.{-t-A t,67 6.0 1,576.0 r,676.0 1,67 6.0

Net 39,998.0 11,884.7 +2,962.9 {3,548.5

Salades 3,50 3.3 3,722.r 3,833.3 3,9{8.3

Grants & Transfers 7,280.6 7,322.6 7,586.1 7,91 1.0

0thel Rectlrrent 2,782.0 2,782.0 292r.1 3,067.1

Str'.rtegic Iutewettrions 28,008.2 19,73+.1 30,298.1 30,298,1

0i00

E)\iVIRONMENT PROTECTION, TIIATER AND

NATUR.AL RESOURCES Gross 21,527.5 26,705,0 28,7+9.r 28,8+6.5

A.I.A 6,876.+ 6,87 6.1 6,87 6.+ 6,876.+

Net 17,65 f . i r9,818.6 21,672.7 21,970.?

Salaries 2,2.r8.8 t,3 r6.3 2.385.8 2,+57.3

Grants & TI'ansfers 20,292.0 20,292.0 20,292.0 20,292.0

other Recut'l'ent 886.7 866.7 911.{ 937.3

Str.rtegic Intetrentions 1,100.0 3,210.0 5, r 60.0 5,160.0

TOTAL Gross 1,403,904.0 1,+62,9s0.1 1,579,355.8 1,74-1,358.7

A.I.A 225,501.9 7,00,738.2 204,813.1 209,091.7

Net 1,178,399.1 t,262,211.9 t,37+,542.8 1,535,256.9

Salaries 506,913.9 s17,573.5 533,29?,.9 s.19,{75.9

Grants & Transfers 566,995.1 569,341.0 58S,801.1 603,004.9

Other Rectttrent 113,66 5.1 83,026.s 85,950.9 91,088.1

Strategic Interuention 17 1,1 07.5 z?0,572.4 278,855.8 381,316.5

Medical Iusttrance 27,91r.4 30,607.9 30,607.9 3?,607.9

fob Evaluation 22,518.1 +1,s36.2 67,55+.3

Ecouonric Stiutulus Prog' 1,900.0 1,900.0 1,900.0 1,900.0

HELB 15,*11.0 17,411.0 17,*11.0 17,+11.0

SfrfiffiET
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Annex Table 6: Calendar for the FY 2023124 Medium-Term

tY20L3l24

TimelineResponsibilityActivity

3GAug-22National Treasury1. Develop and issue MTEF guidelines

NationalTreasury $Sep-222. Launch of Sector Working Groups

MDAs 21-Sep-223. Programme Performance & Strategic Reviews
Iil

3.1 Review and update of strategic plans
ilI

3.2 Review of programme outputs and outcomes
Iil

3.3 Review of Expenditure

Proiect Committees
il

3.4 Review and approval of projects fortY2023l24
lt

3.5 Progress report on MTP implementation
I

3.6 Preparation of annual plans

3GSep-22Macro Working Group4. Development of Medium-Term Budget Framework
tr

4.1 Estimation of Resource Envelope
il

4.2 Determination of policy priorities
il

4.3 Preliminary resource allocation to Sectors, Parliament, Judiciary & Counties
I (

4.4 Draft Budget Review and Outlook Paper (BROP)

4.5 Submission of BROP to Cabinet I
30-Sep-22

4.6 Approval of the BROP by Cabi net 14-0ct-22

4.7 Submission of approved BROP to Parliament 2l-Oct-22

5. Preparation of MTEF budget proposals Line Ministries 28-Nov-22

5.1 Retreats to draft Sector Reports Sector Working Group

1G29th Oct & 30th

Oct - 13th Nov -22

5.2 Public Sector Hearing National Treasury 23rd Nov 22

5.3 Review and incorporation of stakeholder inputs in the Sector proposals Sector Working Group 30-Nov-22

5.4 Submission of Sector Report to Treasury Sector Chairpersons 1-Dec-22

5.5 Consultative nrgeting with CSs/PSs on Sector Budget proposals National Treasury 6-Dec-22

5. Drafl9udget Poliry Statement (BPS) Macro Working Group ltt-Feb-23
6.1Draft BPS Macro Working Group 2-Dec-22
6.2 Division of Revenue Bill (DORB) National Treasury

6.3 County Allocation of Revenue Bill (CARB) National Treasury I

6.4 Submission of BPS, DORB and CARB to Cabinet for approval National Treasury 12{an-23
6.5 Submission of BPS, DORB and CARB to Parliament for approval National Treasury 14-Feb-23

8. Preparation and approval of Final MDAs Budgets 2&Apr-23
7.1 Develop and issue final guidelines on preparation of 2023124 MIEF Budget National Treasury 3-Mar-23

7.2 Submission of Budget Proposals to Treasury Line Ministries 15-Mar-23

7.3 Consolidation of the Draft BudgeLElti mates National Treasury 1-Apr-23

7.4 Submission to Cabinet for Approval National Treasury 13-Apr-23

7.5 Submission of Draft Budget Estimates to Parliament National Treasury 27-Apr-23

7.6 Submission of the Finance Bill National Treasury 27-Apr-23

7.7 Review of Draft Budget Estimates by Parliament National Assembly 15-May-23

7.8 Report on Draft Budget Estimates from Parliament National Assembly 31-May-23

7.9 Consolidation of the Final Budget Estimates National Treasury 6Jun-23
7. L0 Submission of Appropriation Bill to Parliament National Treasury 8-Jun-23

8. Statement Nationa! Treasury &Jun-23

ation Bill Passed9. National Assembly 3GJun-23
10. Finance Bill Passed National Assembly 3SJun-B

Source: National Treasury
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Annex Table 7: Governments ' Fiscal Performance for FY 2021122

(f,"}
FY'*
s?r.fir.
"z$;il::';t{/. lJ

-;t,frf

-{lrsorlrtiotr Rat€Erpeodittrre (KstI uillious)
Estituntes (K5lrOrru Source Releuue (Ksh)

ll

0{

7

-l

70 1

_rs

6.2r7
?l

Rec't De\'t

7

s 1.9

;6.7

73.l
6ii
i)

6t
;6

l3. t
7S. I

,l

7t-

7:.1

De1''t 9 6 of D€\"t
erpeu(lilure
oter lotnl
erDeudi(u re

o,b of Rec't
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oter total
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{.1
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.ll
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I
70! 3-1
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I
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9S

t

10.{.:9
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l9
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l{l 5l
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6

6

r,53
,00.

91
i1.05

I 15.71

l.l l

i 1.7-:

,:l
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OSR o\-er
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I
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tll
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Isiolo

r.r.82

l?

7.

1

7l

1 S)

J 166 1)

ls.: I

i:

r.95
l.{l

9:.

9i
s6

9:l
,.9
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I
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1
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l
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I
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I
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I ?.1
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ll
I

l-r.J

1.1
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:i.

1
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I
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'|
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s

39
j-1

6.1

is
6{

61.9

56..r
l3.s

6:
56..1
j7
4l

51.6

ltl
6t..r

l.l7{.{i

I

I

lti

I 74.4 t

lll

r-!

7S

r5s

l7l

t

)

I1

3S7

Taru Riva
Taita

79.5

s3.

7t

;l
sl

798

67 {

60{

l9

0.6.r

't

1

.l

70

I

79

u
i?rr
;.1iri!
,r:l

Source of Data: Controller of Budget

58



Arnex T&ble 8: Memben ofthe Macro Working Group who attended the Retreat in Nakuru from Sept erll,ber ll-17,20221o linalize this

2022 Review and Outlook

tfri
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f.l rf
t-rilil_
lJ:.rtl*
,I."?T
**-{ I'"?rl

lraf{

DesignationNameInstitution/ DepartmentS/1.{o.

Director/ Macro & Fiscal Affairs1. Mr. Musa Kathanje

Senior Deputy Director2.}r4r. Joseph Z. Ngugi

Director Planning3. Mr. JohnNjera

Director Planning4. Mr. Johnson Mwangi

Senior Economist5. Mr. Maurice Omete

Senior Economist6. Ms. Catherine Kalachia

Senior Economist7. Ms. Lucy Muraya

Senior Economist8. Ms. Mary Maina

Senior Economist9. Ms. Geraldine Kyalo

Economist I10. Ms. Phyllis Muthoni

Economist I11. Mr. Thomas Kipyego

Economist II12. Ms. Ann Nyagah

S enior Assistant Offrce
Administrator

13. Ms. Jane Karanja

Office Assistant

Macro & Fiscal Affairs

14. Ms. Phyllis Navaria

Assistant Director of Budget15. Ms. Miriam Musyoki

Economisti6. Mr. Dancan Kombo

Budget

Principal Economist17. Mr. Brian K. Cheruiyot

Economist I
Intergovemmental Fiscal
Relations 18. Ms. Sharon Wamu

Senior Economist19. Ms. Josephine Kulundu

The National Treasury

Financial and Sectoral
Affairs

1
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DesignationNameS/l'{o. Institution/ Departm ent
Economist II20. Ms. Lottan MwangiDebt Policy, Strategy and

Risk
Assistant Accountant General21. Mr. Daniel K MwangiDebt Recording &

Settlement
Director Planning22.Mr. Michael KahitiResource Mobilization
Chief Economist23.Mr. Paul KiaguGovernment Investment and

Public Enterprises
Assistant Accountant General24.Mr. Paul KimaniPublic Private Partnership

Principal Economist25. Mr. Jackson ICprono

Senior Economist26. Ms. Peninah Kawtra

State Department of Planning2

Manager27.Dr. Anne Kamau

Economist28. Ms. Caroline Wanjiru

Central Bank of KenyaJ

Manager29.Dr. Alex Oguso

Officer30. Mr. Walter Mokaya

Kenya Revenue Authority4

Senior Manager31. Mr. Benjamin Muchiri5 Kenya National Bureau of
Statistics

Director/Economic Affairs32. Ms. Lineth OyugiCommission on Revenue

Allocation
6

Senior Policy Analyst33. Mr. Benson Kiriga

Policy Analyst34. Ms. Hellen ChemnYongoi

7 Kenya Institute of Public
Policy and Research Analysis

EryT
SB
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Annex Table 9: Summa of Comments Received from Stakehotders and Public on the 2022 BROP

FNfinffinH
li;:t#
i"tltl
:wnf

,,s

ACTION TAKENPOLICY
AREA

PARAGRAPH RECOMMENDATIONS

Fiscal performance of 2022 BROP has been

drafted to reflect that total revenue remained

above target in the FY 2021122.

5,6 Total cumulative revenue including A-i-A for FY 2021122 amounted
to Ksh 2,199.8 billion against a revised target of Ksh 2,192.0 billion,
recording a surplus of Ksh 7.9 billion. This has remained so in FY
202U22.

The BROP is prepared in accordance with
section 26 of the PFA Act,2012. Among other

requirement, The BROP provides the actual

fiscalperfonnance in the previous financial year

compared to the Budget appropriation for that
year.Paragraph 6 explains the reason why these

broad tax categories were below the set target.

6 The Draft BROP does not contain any narrative explaining the low
performance in collection of Value Added Tax on locally Prbduced
Products, Excise Duty, AIA and Grants.

2023 BPS will provide adequate information
the revenue collected by each ministry and statg:t

agencies. E

orI7 The Ministerial AIA have not been disintegrated of revenue

collected by each ministry and state agencies under each ministry. It
is difficult to know how much each state agency contributed

9 This is a welcomed proposal however
inforrnation will be provided rn 2022 BPS

There is need to disintegrate information from state agencies for
accountability and tracking. The information should display the

estimated revenue and actual collections for each state agency under

the ministries.

The low absorption on O&M by Ksh. 21.5

billion as one of the reasons for below target

recurent spending has been well captured in

this BROP.

l0 The National Government's recurrent expenditure was Ksh 2,135.0
billion (including Ksh 48.8 billion spending by Judiciary and

Parliament) against a target of Ksh 2,227.3 billion, representing an

under-spending of I(sh 92.3 billion. The recurrent spending was

below target mainly due to lower than targeted absorption on
operations and maintenance by Ksh 21.5 billion and shortfall related
to poor collection of recurent ministerial A-i-A of Ksh 35.2 billion.

The sector ceilings have been included in the

2022BPIOP whichwille@

Fiscal
Performance -

Revenue and
Expenditures

10 Although the Paper in Page l0 indicates that the 2022 BROP
provides sector ceilings which will guide the budget preparation

61
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ACTION TAKENRECOMMENDATIONSPARAGRAPHPOLICY
AREA

FY 2023124 budget in Table 18 and Annex
Table 4 &.5. The tables provide ceilings across

all the MTEF sectors. The 2023 BPS will
segregate the proposed ceilings for the three
arms of Government.

have not been provided nor attached

the paper to be enhanced through

proposed ceilings for the three arm

(Sectors), Judiciary, and Parliament.

cel 1n SSectorthemedithe obtermum022 and3124thefor FYprocess
thaewln the proposepaper

ofuslon theincl segregated

ernmentGovof (ExecutivesS

Table 4 provides ministerial expenditure data on

both recurrent and developrnent expenditures.
For actual programmes expenditure on PBBs,
the information is well captured in Budget
Estimate book available in the National
Treasury website.

The Draft BROP should have expenditure

all spending such as those included in the Programme Based Budgets
data against Programs for

11

6.8 billion has been included as part of
reasons for shortfall in deve

expenditure

Non-disbursement of equalization fund of Ksh
Development expenditure amounted to Ksh 540.1 billion against a

revised target olKsh 657.5 billion, translating to a shortfall of Ksh

117.4 billi;n. This was on account of lower than programmed

absorption of domestically and externally funded programmes by

fsn ig.t billion and Ksh 77.5 billion respectively, and non-

disbursernent of Equalization Fund of Ksh 6.8 billion.

t2

The FY 2021122 revenLre was above the set

target by 7.9 billion. Revenue projections are

based on the previous year revenue collection
and the macroeconomic indicators which are

subject to changes depending on the domestic
and international shocks. Such risks put strain
on fiscal framework.

There is need to set realistic revenue targets, to avoid missed revenue

targets which would lead to a higher fiscal deficit and /or

uni"..rrury budget changes through supplernentary budgets

t7

t;

l'
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POLICY
AREA

PARAGRAPH RECOMMENDATIONS ACTION TAKEN

19, i Though the Draft BROP mentions efforts the govemment willput in
future to ensure the revenue targets are met in the next financial year,

there is need to ensure that the BROP provides efficient non-
financial information explaining .the underperformance in some
revenue streams. They also need to mention what attributed to over
performance by some other revenue streams.

The 2022 BROP explains the revenue
performance for the FY 2021122 and the reason

for under and over performance is also

explained.

Fiscal
Performance
Financial
Objectives

19, iii Paragraph amended.Amend paragraph to read "iii. The under-spending in both recurrent
and development budget for the FY 2021122 can partly be explained
by low absorption of externally funded projects, low collection of
local A-i-A and lower than planned extemal financing.

2t There is need to strictly comply to fiscal principles In line with the Constitution, the PFM Ac[
2012, the PFM Regulations, and in keeping irI;
line with prudent and transparent managemenf;
of public resources, the Government has largely{
adhered to the fiscal responsibility principles ,

2t The public debt ought to be utilized for development expenditure so

that we realize return on investment in the long run. But as it is, our
debt is unproductive and in the long run may not be sustainable, and
in contravention of the fiscal responsibility principle spelt out in
Section 15(2) (c) of the PFM Act, 2012 requires that over the
medium term, the National Government's borrowing shall be used
only for financing development expenditure.

To finance development expenditure, the

National Government borrowed a total of Ksh
916.6 billion in FY 2021122. The Government
spent Ksh 82.3 percent of borrowed resources
on development and redemption of external
loans and 17.7 percent on recurrent spending.

Fiscal
Responsibility
Principles

2l Annex table 2 gives the Estimates on

Government operations. Total expenditure is

projected at 3,390.0 billion for the FY 2022123,

23.3 percent of GDP in the FY 2022123. As
percent of GDP, total expenditure is projected
to decline from 23.3 percent in FY 2022123 to

The BROP projects an expenditure growth of 221billion from FY
2022/23 to FY 2023124. However, the National Treasury does not
indicate what this increase for. Therefore, it will be prudent for the
National Treasury to highlight what this increase is for and how this
affbcts the govemment's fiscal consolidation efforts.

t
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ACTION TAKEN
RECOMMENDATIONSPARAGRAPHPOLICY

AREA
22.4 percent in FY 2023/24 and further to 22.3

percent in the FY 2026127.

Fiscal projections are based the previous year

financial performance and on macroeconomic

indicators. Potential domestic and international
risk on the macroeconomic indicators are

assessed and taken into 4qseun1.

It will be prudent to factor in the future uncertainties that may affect

revenue collection. The analysis should assume different scenarios

and the expected outcomes iithe identified risks were to materialize

and the remedial action therein.

23

The National Treasury has continuously built
capacity of the County Government to enhance

their Public Finance Management, ability to

collect OSR and project realistic targets.revenue collection.

figures 'hwhicunrealisticaretGovernmen ectingprojThe County
untiescoellsu[etoneedsTThefied ationalNbeto recti reasurvneed

onlt ASweASrealistic guidanceto ectveha targetsitycapac proj

26

During the FY 2021122, a total of l(sh 3

billion was allocated to the

Governments as equitable share as reflected in

the County Allocation of Revenue Act (CARA),
2021. Even though disbursements to the County
Governments as equitable share stood at Ksh
340.4 billion representing 92 percent of the total
allocations during the FY 2021122, 100 percent

of the equitable share was disbursed to the

County Governments as at 29tl' August,2022.

The failure to transfer full amounts to

jeopardizes service delivery at county level'
the CountY Governments

27

The paragraph amended to read as proposed
read;

functions

lnISt urrentlctha2022 vRa l') BN"The ationa btomeA nd
counratesn tyof byforlateu aS levy obframeworkstiarP iament p

arate bleuatival 11o ofde the propertYforwltthaernments provgov
besta shment,theandaluersforSandthe poweappointment

,!Tribunaaluationnalthef atiN oo RatingandrSpowe

30

County
Governments'
Fiscal
Performance
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PARAGRAPH RECOMMENDATIONS

The economy grew by 7.5 percent in2027, and

6.8 percent in the first quarter of 2022. Growing
on this momentum, the economy is expected to

remain resilient at 5.5 percent and above 6.0

percent over the medium term supported by the

prevailing stable macroeconomic environment,

continued strong performance in the services

and industry sector and favourable weather

condition to support agricultural output.

3(Executive
Summary)

The economy is expected to remain resilient at 5.5 percentin2022,
and grow above 6.0 percent over the medium term, when the
economy is facing a lot of externalities.

Contractionary monetary policy has been

included as part of reasons for higher than

expected infl ation rate.

42 Reasons for higher-than-expected inflation worldwide is triggered
by higher global oil and food prices and the impact of the

contractionary monetary policy in advanced economies and not
global monetary policy.

In sub-Saharan Africa region, growth iS'
pro:..r.ato slow down by:.t percent inz)Ztn
from a growth of 4.6 percent in 202I. Thel
slowdown is as a result of domestic price

pressures, partly induced by supply disruptions

owing to the Russia-Ukraine conflict. This is
well elaborated in 2022BROP.

44 The Russia-Ukraine conflict induced supply disruptions leading to
increase in domestic prices. Therefore, reducing food affordability,
and real incomes as well as surging fuel prices across the region.

In 2021, the economy grew by 7.5 percent due

to growth in the services and industry sector.

Agriculture subdued recording a contraction of
0.2 percent. About 60 percent of the population
practice agriculture therefore it they have not

felt the growth effect in the economy.

The economic growth in 2021was 7.5 percent and yet not being felt
by common Mwananchi.

52

Fuel inflation remained generally stable

contributing to 1.6 percentage points to year-on-
year overall inflation in August 2022 trom a

There was notable increase in prices of kerosene/paraffin, petrol and

diesel in August 2022 compared to August 2021, mainly attributed

Recent
Economic
Developments
and Outlook
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contribution of 1.5 percentage points in August
2021. This was mainly due to the effect of
Government measures to stabilize fuel prices,
lower electricity tarifls and reduce VAT on
LPG.

to elevated global prices. But fuel i
moderate compared to food inflation

nflation continues to remain

Core inflation is the Non-Food-Non-fuel
inflation which has been low and stable. lts
consistent with the muted demand pressures in
the economy supported by prudent monetary
policy.

Clarify that on the contribution of core inflation is it non-food and

non-fuel
60

Inflation is expected to the same since the
inflationary pressures were considered.

61

Paragraph 62 has been amended to
this comment.

For the stability in the Kenya Shilling, it is necessary to show that it

was due to increased remittances, adequate foreign exchange

reserves and improved exports receipts.

62

Paragraph amended as proposedAmend to read; "The Treasury bills rates remained relatively low

(below l0 percent) in August 2022;'
65

ln rnedium term it will narrow down due to
improvements in horticulture, remittances and
import bill.

The current account widened in2022 as comparedto202l, are there

measures to narrow it down?
74

The country is expecting foreign disbursement
in the next few months.

There has been a draw down on Foreign Reserves as of August76

The official reserve has been below 4.0 months
of import cover.

The Government implemented a statutory requirement to maintain

official reserves at minimum of 4.0 months of imports cover so as to

provide adequate buffer against short term shocks in the foreign

exchange market

77

,

66

,

What will happen to inflation rate when subsidies are withdrawn
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PARAGRAPH RECOMMENDATIONS

The Revenue collection is built on the

Government's effort to stimulate and sustain

economic activities that will enable the

economy to be on a trajectory growth. As a
result, Revenue collection is expected to be on

target despite the tough global economic

conditions.

91 There is a projected growth in revenue of Ksh 373 billion. Given the

current tough econornic times across the globe, particularly in
Kenya, what informs an optimistic picture of the current economic
situation?

COVID-19 still possess risk as the emergent of
new variant in the economy might led to the

measure that will disrupt economic activities
and supply chains on commoditY.

93 Amend the paragraph to capture commodity prices and Russia-

Ukraine conflict as priority risks instead of COVID 19.

The Government continues to carry out
reforms through modernizing and

tax laws in order to lock in predictability
enhance compliance within the tax sy

Kenya Revenue Authority will continue

employ the use of technology to curb

leakages. This will assist to realise a growth of
Ksh 2,896.32 billion (17.8 percent of GDP) in

the FY 2023124.

revenue;

96 The on-going reforms in Tax policy, Revenue administration and

implementation of priority programmes under the Economic
Strategy and other priority programmes outlined in MTP IV of
Vision 2030 will make sure revenue performance improved
significantly.

Tax revenue has been declining since FY
2013114 from 18.1 percent of GDP to 13.7

percent of GDP in FY 202llZZ to l5.l percent

of GDP in FY 2021122. As a result, the

Government looks for why to finance the

budget resulting to higher fiscal deficit. Also,
because of pressures not anticipated such as

Ukraine-Russia war and COVID 19

Revenue
Performance

98 Please address why the fiscal deficit is always projected to decline
but in real sense it goes up.
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the Government finances the mitigation
measures which was not earlier budgeted.

The proposal is to constrict spending so as to
reduce the deficit.

The fiscal deficit is declining from 6.2 percent inFY 2022123 to 3.2

percent in FY 2025126.|s the decline attributed to expenditure or

revenue?

98

The paragraph amended as proposed.

N/B: this applies to all sections on tax revenues
Arnend to read; "The ordinary revenue as share of GDP has been

declining since FY 2013114. The revenues declined frorn 18.1

percent In the FY 2013114 to 15.4 percent in the FY 2018/19, this

decline was mainly associated with various challenges including

increase in tax incentives, growth of the infolnal sector which is

hard to tax, change in business models (use of new technology), thus

creating tax administrative bottlenecks"

100

The paragraph has been edited
,i

This paragraph should read; "Due to the decline in domestic resource

rnobilization, the realization of the Vision 2030 through

irnplementation of its Medium Term Plans is lagging behind"'

Arnend the last sentence to read; "To reduce these vulnerabilities and

ensure implementation of development agenda, domestic revenues

mobilization is crucial."

101

The paragraph amended to reflect the two
MTRS.

There will be two MTRS prepared to cover the remaining period of

Vision 2030 which targets to raise ordinary revenue to GDP

collection by an additional l0 percent gradually tl-rrough the Strategy

period. The first MTRS will cover the FY 2023124 - 2026127 while

ihe second MTRS will cover the FY 2027 -28 to FY 2029-30'

104

The paragraph arnended to read as proposedAmend to read; "sector ceilings in this BROP are aligned to the

priorities of the government, ongoing implementation of the
-Econornic 

Recovery Strategy and other priority programmes

outlined in MTP IV which aim to create wealth and employment;

and create a conducive environment for investment'"reduce poverty

J

Medium Term
Revenue
strategy
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