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Foreword

The global economic recovery remains unceftain. Developments in the Euro zone and the US

are likely to cause another round of economic crisis that could have major ramifications to

the economies in the region including Kenya.

On the domestic front, our economy has shown signs of stabilizing follorving recent pressures

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

following a rapid depreciation in the third quarter of 20ii, and inflation has declined since

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

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

deficit. Despitethese, most sectors of the economy continued to expand in 2011, and we now

estimate real GDP growth to be 4.5 percent in 2011 and to rebound to 5.2 percent this year.

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

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

Going forward, rve need to reinvigorate our economic and structural reform agenda coupled

with up scaling investment in economic infrastructure so as to provide the private sector more

Iatitude to grow and provide a firm platform for moving our economy to middle class status

sooner than later. We are convinced it is private investment that creates the income and the

resources that will see us conquer illiteracy, diseases, malnutrition, challenges of supply of
clean water and all the other factors that stand in the way to poverfy elimination.

The FY 2012/13 will witness the ushering of a new dawn as to how we will now govern

ourselves and manage our political and socio-economic affairs. County governments will be

operationalised after the next general election. Therefore, the fiscal framework presented in

this 2012 Budget Policy Statement provides a strong basis for building our common future
under the new constitutional dispensation. It provides the means for us to transit to a

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

With the coming on board of county governments, the FY 2012l13 budget is expected to be a

transitional budget, one with expenditure pattern that forms the basis for equitable division of
revenues before an equitable allocation based on a new formula is phased in. To achieve the

aspirations of the Kenyan people of a better Kenya as envisaged under the Constitution calls

for greater transparency and high quality management of public finances at both levels of
govemment, that is, county and national governments. This is fundamentally necessary if we

are to ensure fiscal discipline and safeguard the stability of our economy and our nation.

N. ROBINSON N. GITHAE, EGH, MP.
MIMSTER FOR FINANCE
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Leeal Basis for the Publication of the Budget Policy Statement

The Budget Policy Statement is published in accordance u,ith Section 7 sub-sections (t), (2) and (3) of
the Fiscal Management Ac! 2009. The law states that:

I ) The Minister shall prepare an d lay before the National Assembly a paper to be referred to as a

budget policy statement.

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

3) The budget policy statement shail state the broad strategic macroeconomic issues that u,ill be the

basis of the budget of the succeeding financial ),ear and the medium term and shall include -
(a) An assessment of the cun'ent financial year and the projected state of the economy for the

succeeding three years;

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

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

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

period identified under paragraph (a) indicating the outputs expected from each such programme
during tlrat period;

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

Programmes;

(0 The estimates of interest and debt servicing charges and loan repa)ments for the frrancial year to

which the budget relates and the next two financial years;

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

(h) Indication of the intention regarding borrowing and actions that may increase public debt for the

financial year;

(i) Budgeted and actual revenue levels for the two preceding financial years;

(l) Budgeted and actual expenditure for the two preceding f,urancial years by vote and main
divisions;

ft) Forecast financial position for the financial year to which the budget relates and the next two
frnancial years;

(l) Statement of specific fiscal risks and contingent liabilities including guaranteed loans, pending
bills, uninsured risks, promissory notes and other internationally accepted instruments, as at the
day on u'hich the forecast furancial statement are published and the rules that determine what
constitutes current and fuhre fiscal risks;

(m) The policy objectives that will guide the Government's budget decisions during the furancial
year and the policy areas that the Government will focus on during the financial year.
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r. ECOI{OMTC AI.[D SOCIAL
PRO GRES S-BUILDING Ot]R
COMMOI'{FUTURE,

Overview

I . The 2012l13 MTEF Budget will usher a new dawn in social compact. The
new constitution requires the Government to progressively provide for a

minimum basic standard of economic and social rights to its citizens within
available resources. In particular, it requires us to make progress in ensuring that
Kenyans enjoy befter health care services, education, clean and safe water,
housing, and social security. Meeting these developmental needs require
sustaining high growth path during transition with benefits accruing equitably to
all Kenyans.

2. Year 2012113-2014115 budgeting period will entail a transition to
devolved system of governance. The MTEF budget will therefore continue
prioritising expenditure, rvithin the context of a prudent macroeconomic strategy,

while continuing with reforms that are needed to accelerate social and economic
progress as espoused in the Constitution.

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

IMF latest World Economic Outlook update released in January 2012,-global
output is expected to weaken in the face of continuing sovereign debt crisis in the
Euro area and sluggish recovery in the US and other advanced economies.

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

/

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

economic policies and structural reforms aimed at removing hurdles to higher
growth while facilitating private sector to expand its business, promote
productivity and build resilience necessary for employment creation and poverty
reduction.



Suslaining inclusive growtlt and nteeting MDGs

5. The Government, with the supporl of development paftners. has
commiffed substantial resources in order to accelerate socio-economic
development and achieve the MDGs. over the recent past, increased spending on
social sectors such as rural development, agriculture. education and health has
supporled inclusive grou,th.

6. The last survey on poverty indicated that the incidence of poverry stood at
45.9 percent in 2006 dorryn from 52.3 percentin 1997. The survey also showed
that Poverty was higher in the rural areas (49.1%) compared to urban areas
(33.7%). Meanwhile, an assessment of Kenya's perfonnance in meeting each of
the eight goals has been ongoing with the last MDGs Status Report for Kenya
being in 2009. According to the 2009 report, Kenya has made significant
progress towards meeting four of the eight goals. Overall, u,ith respect to meeting
the MDGs by 2015, there is potential of rneeting some and unlikely for others.
However, the supportive environment is improving as summarized in Table l.l
below.

7 ' Going forward, continued spending on priority sectors such as agriculture
and rural development, health and education will accelerate attainment of better
standards of economic and social development. These should be complemented
by measures to address socio-economic inequities and inculcating national
cohesion for Iong-term stability and prosperity.

Table LI: Supportive environmeu t for meeting MDGs

Goal

2003 Progcs Reoort Cuncnl Slatus

Rcmarls

Wrll rl bc Supportive

met? cnvimnmmt

WrU rl br Supportrw

cnvironmenlmct?

N,IDG l: Eradicatc Extrcmc Powrty and Hunger Unlikcly Weali Unlikely Strong
Incrcascd propoor spcnding in

;dc, health and agric.

MDG 2' Achievc Univcrsrl Primry Education Polcntially Fair Potcnlial)y Strong
Frct Primary/stcondry

schmling

MDG 3: Promote Gardcr ftuality and Empourr Womcn Polcntially Fair Polent:ally Slrong

New gendcr scnsitivc

mnstitution, Womn hterprisc

Fund clc

l\,lDG 4: Rcducr Child Mortality Unlikely Fdr Unlikdy Fajr
Contirucd incrcrsed flrnding to

healfi sectorMDG 5: ImprovcMatcmal Haith Unlikcly Wca[ Unlikdy Fair

IDG 6: Comba HIV/A]DS, Mduia md 0thu Discua Polentially Stmng Potcntially Suonq

MDG ?: Ensurc Ervironmcnlal SuSainability Potcntially Wcak Polcntia.lly Fair

Pmtcction of nalu tourEn

including Mru fores, rer
planting, ctc

MDG t: Dcvclop r Globd Partrcr$ip for Drvdopmcnt Unlilcly Wcali Poleatidly Slmng

Youth crnpouermart prognms

with donors, incrrucd mobile

subcribcn wilh coopcntion wi0r

pdvrtc sertor
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8. Because of Iimited resources, rationalization and efficiency in allocation
and use of public resources will be required to enable Government achieve its
development goals. Similarly, fiscal prudence and strategic prioritization will be

required in other public sector entities to assure overall fiscal sustainability and

more productive use of resources consistent with financing public-policy
priorities. Also, as we implement a devolved system of government we need to
build transparent, responsive, accountable, efficient and effective national and

county governments as key drivers of broad-based growth.

9. Meanrvhile, to accelerate growth and expand the levels of employment
and reduce povefi, Government's initiatives will focus on: (i) restoring and

maintaining macroeconomic stability; (ii) continuing investment in infrastrucrure,
in paflicular, roads, energy, rails, pofts and ICT; (iii) deepening structural
reforms, including improving governance with implementation of the

Constitution; (iv) enhanced regional integration and accessing new and emerging
markets; and'(v) targeted support for small and medium enterprises, as rvell as

initiatives to increase value addition in agriculture to increase job creation.

Fiscal discipline and continuing witlt producttve spending

10. The Governrnent intends to strike a balance between devoting resources

for these priorities and gradual fiscal adjustment to ensure long-term debt
sustainability. Thus, we expect a deficit (including grants) of 4.3 percent of gross

domestic product (GDP) in20l2l13, moderating to about 3.5 percent by 2014115.

Over the mediurn term, fiscal adjustment will be accompanied by shifts in the
composition of public expenditure towards investment and economic
development, as well as implementation of measures to strengthen public
financial management and modernize and simplifu the tax system.

11. Prior to the crisis period of 2008-2009, Kenya enjoyed robust econornic
groMh with buoyant revenue, improving public and private investment spending,
and a declining public debt burden. For instance, between 2003104 and 2007/08,
government spending as a share of GDP rose fiom 23.0 percenllo2T.l percent,

while public debt to GDP declined from over 70 percent to about 40 percent.

12. In response to the muitiple shocks in 2008-09-post-election violence,
drought, high commodity prices, and global financial crisis-Govemment
adopted qountercyclical fiscal stance to shore up growth, at a time when the
private sector was adjusting to the changed economic circumstances. As a result,
government spending rose further to about 30 percent by 2010/11 while public
debt increased to 48.8 percent of GDP.

13. ln the current budget 2011/12, public expenditure continued to expand,
albeit at a slower rate, reaching 33.5 percent of GDP. Expenditure pressures

reflected stepped-up infrastructure spending, implementation of the new
Constitution, drought mitigation measures and food security, security
intervention in Somalia, and pressure for salary awards.

2072 Budget Policy Statement Page 3



14. Most of these expenditures are necessary for longer-term economic
grou.th in light of the changing economic conditions. For instance, electricity
generation capacity is being expanded u,ith investment in geothermal power;
efficiency in the public transpofl is set to improve u,ith road, rail and ports
expansion; expansion of irrigation programmes u,ill ensure food security
becomes a reality; and intervention in Somalia will enhance security and
eliminate incidents of piracy that had increased the cost of shipping along the
East African Coast line. Also, steps have been taken towards implenrenting a
devolved s),stem of governance and rural development programmes. in addition
to continued spending in health and education, as well as slrategic initiatives to
cushion the poor with emerging challenges associated with high food and fuel
prices.

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

16. With these apparent fiscal constraints, tough choices are therefore
required to ensure that available resources are directed towards those priority
programs that have the highest socio-economic impact on our economic
development. This is especially more urgent with respect to the public sector
wage bill that, if not appropriately managed, will become the main
macroeconomic challenge as we transition to a devolved system of Government.

17. This Budget Policy Statement articulates economic policies and structural
reforms as well as sectoral expendifure programmes that the Govemment intends
to implement over the next three financial years in order to achieve the broad goal
of its development agenda as already indicated. In particular, it emphasizes
continued shift of resources in favour of growth and job creation, and to support
stronger private-sector investment in pursuit of new oppoftunities in a changing
economic environment. The proposed fiscal framework ensures continued fiscal
discipline and provides support for sustained grou'th, broad-based developnrent
and employment creation that benefits all Kenyans.

Outlihe of the 2Ol2 budget policy statement

Recent economic developments and outlook

18. Section II of this BPS outlines the economic context in which the20l2ll3
MTEF budget is prepared. It provides an overview of the recent economic
developments and emerging challenges, as u,ell as the outlook going forward.
The updated economic outlook indicates growth will slow down from the forecast
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in the last BPS, mainly due to the difficult global and domestic economic

environment. Real GDP groMh is forecast to increase to 5.2 per cent in 2012-

from the estintated 4.5 percent in 2011. Over the medium-term, growth is

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

19. The projected groMh is cautious given the obtaining economic

circumstances. However, it is still insufficient for Kenya to put a meaningful dent

on unemployment and poverty in line with the objectives set out in the Vision
2030. Section iI also provides priority initiatives aimed at accelerating economic

growth and measures that are aimed at enhancing private sector competitiveness

and increasing employment, especially for the youth.

Fiscal policy and budgel frantework

20. Section III outlines the fiscal framework that is supporlive of growth over

the medium to long term, u,hile continuing to provide adequate resources for the

implementalion of the new Constitution and social programmes in health and

education, as u,ell as in infrastructure spending.

21. Due to revenue shortfalls and spending pressures from security

intervention in Somalia and salary awards, the budget deficit in the revised

budget is not expected to reduce in the current financial year. However, with
improved revenue performance following tax reforms and moderation in

spending. the fiscal position is expected to improve over the next three years with
the budget deficit declining to about 3.5 percent. This will allow for that public

debt to GDP to fall to well below the 45 percent benchmark by 2014115.

P r ep aring fo r d evo I utio tt-l ntergover nme ntal fis cal relatio rts

22. 2012113 is an election year that will usher in a devolved system of
governance. Section IV provides a framework for managing the transition to
decentralised structure in line with the new Constitution. The proposed division
of revenue between national and county govemment is set out in Table 4.3.

National government accounts for an average of about 80 percent of equitable

share of revenue over the 20l2ll3 MTEF period, while transfers to counties

account fgr an average of20 percent.

Exp e ndtt ur e p r io r it ie s an d r es o ur ce allo c atto n

23. Section V presents the resource envelope and spending priorities for the

proposed 2012/13 MTEF budget. Sector achievements and priorities are also

reviewed, along with indicative costing of the devolved functions for the 2012/13

MTEF period.

24. Overall, Govemment spending to GDP will remain at slightly below 30

percent over the MTEF period. Education, and Energy, Infrastructure and ICT
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sectors account for the highest allocation, follou,ed by Governance, Justice, Law
and Order, Public Administration and International Relations, and Health sectors
in that order. Defence expenditure has also risen recently u,ith security
intervention inside and along the border of Somalia. On the non-discretionary
category, debt servicing has been the fastest grorving cornponent of expenditure.

Sumrnary

25. This budget policy statement outlines the broad strategic macroeconomic
objectives and fiscal framework, together with a summary of Government
spending plans, as a basis of 2012113 budget and medium-term. In this regard, it
contributes to the improved understanding of the state of Kenya's public
finances, thereby helping to guide public debate on economic and development
matters. Of course, Vision 2030 Medium Term Plan and its update provide the
longer-term perspective on Kenya's growth and development challenges.
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II. RECEI.{T ECONOMIC
DtrVELOPME,I\TS A}{D OUTLOOK

Overvierv of Recent Economic Performance

26. The economy has shora,n signs of stabilizing after recent pressures

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

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

inflation has declined since November 2011. The severe drought in the Horn of
Africa and the combination of high international food and oil prices contributed

to a marked widening of the current account deficit. Despite these, most sectors

of the economy continued to expand in 2011, and we now estimate real GDP

growth to be 4.5 percent in 20ll and to rebound lo 5.2 percent this year. While

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

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

inequalify.

27. The recent economic developments are a clear indication that the policies

that we implemented in response to the shocks are beginning to take effect. They

also point to a more stable macroeconomic environment, going forward.

2011 growth update

28. Real GDP grew by 4.2 percent in the first nine months of 201 1 compared

with 4.9 percent in the same period in 2010. The growth was mainly attributed to

continued expansion in building and construction, wholesale and retaiJ, financial
intermediation and agriculture and forestry as rvell as hotels and restaurants.

Leading economic indicators for the fourth quarter of 2011 still point to
continued growth, albeit at a slower rate.

29. On account of
performance of the first three
quarters, it is now estimated

that overall growth for 201i
will averiige about 4.5 percent,

down from 5.6 percent in
2010 (Chart 2.1). This growth

indicates resilience
considering that the )/ear was

characterized by delayed

rains, high inflation, and

weaker shiliing, all of u,hich
combined to restrain growth.

Chart 2.1: Real GDP growth
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30. The pace of current growth is still well belou,the target of Vision 2030 of
I0 percent necessary to draw more KenSrans into employment and reduce
pover$/. Recent budgets have been geared tou,ards supporting grouth to mitigate
the adverse effects of domestic and external shocks. Accelerating grou'th funher
requires stepping up both public and private investment to raise Kenya,s
economic competitiveness and create more employment opportunities for all
Kenyans.

Inflatton has risen to double digits but has started easing lately

31. After remaining low and stable for the greater part in 2010, jnflation
picked to reach double digits level in 2011, mainly on account of high food, oil
and energy prices. The weakening of
the Kenya shilling against major
currencies also exacerbated infl ationary
pressures. The annual average
inflation for 201I rose to 14 percent
compared to 4.1 percent in 2010. The
twelve-month year-on-year inflation
peaked lo 19.7 percent in November
201I before easing to 18.7 percent in
December 20I l, I 8.3 percent in
January 2012, 16.7 percent in February
2012 and, more recently, to 15.6
percent in March 2012 (Chart2.2).

Charl 2.2: Inflation
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32. The Govemment has taken appropriate policy action to rein in on
inflation. A combination of tight monetary policy and fiscal restraint, as u,ell as
easing food and oil prices and firming up of the shilling has worked to support
the easing of inflation. The cBK raised the policy rate from 6.25 percent in
August 20ll to 18 percent in December 2011, while the Government has
instituted austerity measures and expenditure reprioritization to res-train domestic
demand.

Tlte balance of paltmsnts has come under pressure

33. Reflecting higher fuel and food prices, as well as a weaker than expected
global output and strong private sector
credit, the external payment position
has come uncier pressure. As a resuit,
the eltemal current account deficit is
expected to reach about I I percent of
GDP in 2011/12.

34. The official foreign exchange
reserves in terms of months of imports
cover declined from 3.9 in 2010 to 3.7
in 20ll (Chart 2.3). Holever,

Cha rl 2.3:Official Forcign Rcsen.es
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following disbursements from the IMF official foreign exchange reserves held by
the Central Bank of Kenya rose to about US$ 4.2 billion by end-December 201 I .

The shilling exchange rate weakened but has recentllt firnted up

35. Increased demand for foreign exchange to finance imports of machinery
and capital goods, larger oil import bill due to a spike in the oil prices, increased

maize imports occasioned by food shortages in 2011, and strong demand of
impofied consumer goods with strong bank credit expansion to the private sector,
combined to exefi pressure on the

shilling exchange rate against major
currencies.

36. The Shilling weakened to
exchange at a historic low of Ksh. 107

per US dollar in mid-October 20ll
compared with an average of about

Ksh. 80 per US dollar in October 2010.

Parlly due to the tightening of
monetary policy, the exchange rate has

firmed up to exchange al around
Ksh.85 per US dollar from December
2011 through February 2012. Over the same period, the shiliing exchanged at
Ksh.l14.0 and Ksh.l35.0 respectively against the Euro and the Pound Sterling in
December 2011 compared to Ksh.l38.7 and Ksh.l59.4 in October 2011 (Chart
2.4).

Tiglil liquidity ltas put upward pressure on interest rates

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

Iending rates upwards (Chart 2.5).
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38. At, the same time,
unceftainty concerning the
sovereign debt crisis in the Euro
area, rising inflation and

weakening of the exchange rate
have all combined to weaken
activity in the stock market.
However, there are signs that these

factors are reversing and as a

result activity in the securities
market has started improving.
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Fiscal performance and emerging challenges

2011/12 Budget

39. The macroeconomic assumptions underlying the 20lll12 budget were
detailed in the 2011 BPS. The budget assumed continued strong economic
gro'*,th and stable macroeconomic environment. In addition. the financial
objectives u,ere aimed at containing non-priority and unproductive recurrent
expenditure so as to bring the budget deficit down and ensure sustainable public
debt.

40. Parliament approved the 2011/12 budget in August 201l. Expenditures
amounted to Ksh. 1,159.5 billion, comprising of recurrent expenditure of Ksh.
762.4 billion, development expenditures of Ksh. 396.6 billion, and Ksh 0.5
billion for contingency fund following utilization of the Ksh 1.5 billion for
drought mitigation measures by the time of approval.

41. The above expenditures were to be financed by total revenue (including
A-I-A and after adjusting for LATF arrears) amounting to KSh. 793.3 billion,
donor grants and project loans totalling KSh. 183.1 billion, domestic debt roll-
over of Ksh 63.5 billion, and donrestic borrowing of KSh. 119.5 billion.

I ntp le nte ntatio n p r o g r e s s an d e me r g in g fts c al c lt al I e ng e s

42. Since the implementation of the 2011/12 Budget in July 2011, the
economic environment has worsened. High inflation stemming from higher food
and fuel prices and deteriorating global economic conditions, have weakened
economic expansion. In addition, rising inflationary expectations placed
pressures on the Shilling exchange rate. The tightening of monetary policy has
resulted in rising domestic interest rates both in the money markets and in the
auctions for government securities further putting pressure on the budget. As a
result:

Revenues ltave fallen sltorl of target: As at end of February 2012,
cumulative revenue receipts amounted to KSh. 440.3 billion, against a target
of KSh. 488.3 billion. This reflected an underperfonnance of KSh. 48 billion.
The underperformance was in respect of KSh. 32.2 billion in ordinary
revenue and KSh. 15.8 billion in Appropriations-in-Aid (A-l-A). The
underperformance in ordinary revenue was associated with various factors
including VAT withholding challenges during the financial year, and weaker
than envisaged economic growth, while the shortfall in A-i-A partly reflects
unddneporting by iine ministries.

Domestic borrowing has been constrained by the volatility in the money
market interest rates and investor uncertainty brought about by high inflation
and weakening of the Shilling. Consequently, there has been an under
subscription of Treasury Bills and Bonds in the auction market for

a

a
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government securities. More recently, the situation has improved with
increased demand for short-dated government securities.

Expenditure executiln has also fallen beltind: By February 2012, total
expenditure (based on disbursement) amounted to KSh. 586.6 billion against

a iarget of KSh. 688.1 billion. This reflected an overall under-spending of
KSh. 101.6 billion, of which KSh. ll.2 billion was in respect to recurrent

expenditure, while KSh. 89.3 billion was in respect of development

expenditure and net lending. Development expenditures financed with
domestic resources were below target by KSh. 28.5 billion, and those

financed with foreign resources u,ere below target by KSh. 60.9 billion. The
under-spending of the development budget reflected: poor procurement

planning for government funded projects; low absorption of development

project funds due to delays in processing and securing "No Objections" from

donors; and under-repofting by line ministries of actual spending, including
low coverage of expenditures jncurred in the districts, as well as non-

reporting by donors where government systems are not used.

Adttitional spending pressures have enterged, mainly on salaries,

implementation of the Constitution, as well as dealing with security

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

weakening of the shilling exchange rate against major currencies has

increased the sen,icing of external debt in shilling terms and government

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

received requests for additional funding amounting to over Ksh.l75 billion.

Table 2.1 provides the preliminary budget out-turn for the first eight months

of the FY 2011/12.
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2011/12 Revised Budget

43. In view of the financing constraints from revenue and domestic borrou,ing
and emerging expenditure pressures including recent agreement u,ith respect to
employment of teachers on pernranent basis and additional recruitment,
adjustments to the budget in the context of the Supplementary budget will be
tabled to Parliament in April 2012.

44. In order to finance emerging additional expenditures in the face of
financing constraints, austerity measures have been instituted. The austerity
measures take into account performance of expenditure so far in the FY 20l1l12
and absorption capacity in the remainder of the financial 1,ear. Specifically, the
Government rationalized expenditures by cutting those that are non-priority, and
deferring expenditures of some projects that are unlikely to start this financial
year. In addition, there has been a reailocation of budgeted provisions, and
utilization of existing contingencies and budget reserve to meet paft of
expenditure requirements.

45. Meanwhile, to continue implementing critical investment programme in
infrastructure (roads, energ-y and rail) and social sectors (health, education, and
cash transfers to the poor), as well as irrigation programmes (to achieve food
security) and implementation of the new Constitution, the Government has
sought alternative sources of funding by rvay of a syrdicated loan of up to Ksh.
52 billion (equivalent of about US$ 600 million) to overcome the low uptake of
Government securities by investors. In addition, the foreign currency inflows
associated with the proposed borrowing will ease pressure on domestic interest
rates, boost international reserves and reduce pressure on the Kenya shilling.
Taking into account this external loan, the revised domestic borrowing is now
Ksh 62.1 billion, dorvn from Ksh I19.5 billion in the originalbudget.

Macroeconomic policies and outlook

Global context

46. The global economic environment continues to be fragile. According to
the IMF latest World Economic outlook update released in January 2012, world
output is projected to expand by 3.3 percent in 2012 and 3.9 percent in 2013,
down from 4 percent and 4.5 percent pro_iected in September wEo Oable 2.2).
The severeign debt crisis in the Euro area and sluggish recovery in the US and
other advanced economies pose significant risks to the global economic outlook.
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in GDP and CPI for selected 2010 - 2013chaTable 2.2: Annual
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47. Advanced economies are only expected to grou'by 1.2 per cent in2012

and 1.9 per cent in 2013, with downside risks if decisive policy actions are not

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

economies are expected to go into a mild recession'

48. In the emerging and developing countries, grou'th is expected to slow

down due to worsening external environment and rveakening internal demand.

Developing Asia comprising of China and India are expected to maintain a strong

but slowing growth of 7.5 percent for 2012-2013, while the Sub-Saharan region

is expected to expand by 5.5 percent in2012 and 5.3 in 2013'

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

20ll to 3,7 percent in2012, mainly in response to a weakening global demand'

However, the geopolitical risks to oil prices have risen again due to the Iran

related oil supplY shock.

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

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

crisis of )OOSlOg weakened our domestic demand and GDP grorvth. We

responded to this shock with appropriate counterc),clical economic policies and

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

rebounded to 5.6 percent in 2010.
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5l. In recent )/ears, Kenya's economy has beconre increasingly more
integrated with the BRICs (Brazil, Russia, India, and China) in tenns of trade and
investment flows. N4oreover. trade with our regional partners in the EAC and
CON4ESA continues to be strong. As a result, the positive growth prospects in
these countries u,ill help cushion Kenya from the impact of the mild recession in
Europe.

Growth prospects

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

53. Real GDP is expected to grow by 5.2 percent in 2012, down from 5.7
percent forecast in 20ll BPS. Overthe medium term, growth is expected to pick
up to about 6.0 percent. In terms of fiscal years, the projections translate to 5.5
percent for 2012/13,5.9 percent for 2013ll4 and 6.3 percent for 20l4l15 (Table
2.3).

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

55. Consumption growth will moderate in the short term as iising inflation
Iimits disposable income. Meanwhile, growth in gross fixed capital-Jormation is
expected to be modest with rising domestic interest rates.
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56. Whereas the projected grorvth is still below the target envisioned in

Vision 2030 needed to increase labour absorption and reduce poverfy, the

Government recognizes that further up-scaling would require mobilizing larger

amounts of resources, raising factor productivity, and moving to a higher value-

added and more efficient production structure to increase export growth.

57. Taking into account limited public resources, the Government will rely on

the private sector to meet the economy's resource requirements while.developing

the appropriate market environment to promote efficiency. This call for faster

implementation of the privatization program; provide for private sector

parlicipation in infrastructure development under a robuSt public-private

partnership (PPP) agenda; promote appropriate regulation of private sector

activity; and provide for greater private sector access to finance. All this will
require sustaining macroeconomic stability, deeper structural reforms, and

improvements in enabling legislations, especially under the new constitutional

framework.
/,

Resto ring and s ustaining macroeco no ndc stab ility

58. Prudent and sustainable macroeconomic policies that ensure low and

stable inflation and affordable market interest rates as well as competitive

exchange rate, forms the foundation for accelerated growth and development

agenda set out in the Vision 2030.

59. Going forward, we anticipate that the current suppllr-5ifls driven pressures

on prices and the exchange rate will subside in line with the reduction in oil
prices, and ample supply of food with normal weather conditions and expanded
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inigation. This should also reduce demand pressure on impofls and the current
account.

60. The CBKs' monetary policy u,ill be geared towards bringing dou,n
inflation to single digit level within a ),ear's time and thereafter keep it stable at
around the 5 percent target orrer the rnedium term.

61. Stability in interest rates and exchange rates u,ill be restored and sustained
at low and stable rates over the medium term. The Government u,ill access the
international market by way of a syndicated loan of US$ 600 niillion to finance
infrastructure projects in 201ll12 budget. This transaction is expected to be
concluded in April 2012. The financing is expected to ease pressure on domestic
interest rates and ease the current funding constraints to the budget. Moving
fonvard, the government will also consider issuing a sovereign bond to enhance
Kenya's visibility in the international capital market and set up a benchmark
profile for the private sector to also borrow from the international capital markets.

Supporling domestic demand and increasing exports

62. The Government will continue with strategic interventions to accelerate
growth, improve competitiveness and promote exports. Specifically, the
foilowing measures will be considered:

o Cotitnuing investntent in infrastructure: Over the recent past, the
Governntent has provided significant resources in energy, roads, rail,
telecommunications and water to ease bottlenecks and reduce costs of doing
business, while improving access to export markets. This will be continued as

they are vital for achieving our national strategic objectives of higher grorvth,
job creation and poverty reduction. With the new Public Private Pannerships
legislation scheduled for introduction before Parliament for enactment,
private-sector participation in provision of infrastructure is expected to
increase further irnproving investment climate, factor prclductivity and
competitiveness.

. Positiorting exporl as a key driver of growth and employment: sustaining
growth and development in the medium to long term requires that
Government gives priority to expansion and diversification of exports.
Measures will be put in place to promote expoft of industrial products and
services, in particular where we have strategic and comparative advantage.
Invpstments in infrastructure to facilitate export services in the oil sector from
the region, atlraction of petroleum related industries and establishment of
tranShipment will be given priority. Further, working with private sector,
measures will be introduced to position Kenya as an ICT, medical and
educational hub in Eastern Africa.

. fmprovtng access lo new nnrkets: strategic efforts will be made to
diversify export markets by providing an environment conducive for business
to expand beyond the sub region markets. This calls for increased presence in
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fast-growing regions, as well as improving logistics and institutional
arrangements.

o Improving contpetition and rentovirrg regulatoty burdens to snmll
business: Given its catalytic effect to sustained inclusive grou4h and huge

potential for job creation and poverly reduction, the Government will deepen

business regulatory refornrs, enhance access to credit, facilitate capacity

building and simplify and modernize regime for small and medium size

businesses in order to amplify their multiplier effect on employment

opportunities and accelerating grorvth.

o Deepentng regional integrotion: While significant progress in integration

has been achieved under the East Africa Community, there is much potential

for expanded trade and investment in the COMESA and the rest of Africa.
The Government will continue with collaborative infrastructure investment,

and removing inefficient customs procedures including complicated rules of
origin and other non-tariff barriers, in line with the existing Protocols.

External currenl acco uttt

63. We expect the easing of public and private demand to put less pressure on

the current account. Also, we expect continued flow of remittances which has

recently played a key role in the economy. As such, the cun'ent account deficit is

expected to decline gradually from about I I percent of GDP in 2011112 to 6.1

percent of GDP in 2014115, and thereafter to about 5 percent of GDP in the outer

years with measures to suppoft export growth.

64. Meanwhile, the relatively higher interest rates and improved investor
confidence with expected successful elections should enable the capital and

financial account to be in surplus. This will allow the Central Bank of Kenya to
gradually build up foreign exchange reserves.

Risks to the outlook

65. The risk to the outlook for 2012 and rnedium-term include further
weakening in global economic growth and unfavourable weather conditions

should there be another dry spell in2012. Also, reversal in the current easing of
international oil prices may fuel inflation and rveaken growth. Finally, the

outlook is premised on a smooth transition to a decentralized systern of
government following the general elections expected to be held in FY 2012113.If
this does not happen, it could weaken investor confidence and slow down growth.

However, judging from the successful carnpaigns and peaceful referendum on the

new Constitution in 2010, there is optimism that the general elections will be

smooth. Overall, should the risks materialize the government u,ill undeftake

appropriate measures to safeguard macroeconomic stability while at the same
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time protecting critical developrnent spending. Details of the other fiscal risks are
provided in the Stafement of Specilic Fiscal Risks in Annex l.

Summary

66. The current economic conditions call for caution in budgeting. While
grou'th has slou,ed dou,rl, the economy renrains resilient in the face of high
inflation and tveaker shilling. Current grou(h rates are not fast enough to supporl
the employment gains and povefty reduction that the country requires to attain
the Vision 2030 objectives and make progress tou,ards the MDGs. Therefore,
there is need to accelerate and deepen structural reforms parlicularly in the areas
of public financial n'tanagernent and improving business enrrironment to
accelerate gro\ rth. This u,ill continue to be suppofted by increased investments in
infrastructure which is needed to fuI15, exploit our grouh potential.

67. Looking ahead, the global economic environment continues to be fragile.
Kenya's growth has slou,ed but fundamentals remains sound, which should help
groMh to pick up momenfum over the medium terrn. Restoring and safeguarding
macroeconomic stability rvill support growth beyond the current projected growth
rates necessary to reduce youth unemployment and poverty an-tong our people.
This should be complemented with deeper structural reforms to strengthen the
economy's resilience and raise grou.th to a higher trajectory while ensuring that
the benefits of growth are shared by all Kenyans.
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III. FTSCAL POLICY A}{D BUDGET
FRAMEWORK

Overview

68. The 2012 Medium-Term Fiscal Framework continues to support grorvth

and employment given the challenging economic environment. It also continues

with prudent fiscal policy to reinforce Government's commitrnent to debt

sustainability over the medium to long term. Specifically, the 2012 Budget Policy
Statement:

. Continues with fiscal consolidation that started in 2010/l I budget, while
at the same time ensuring that the level of expenditure continues to sustain

growth through continued public investment in infrastructure. The overall

budget deficit is expected to ease to 3.5 percent by 2014/l 5.

. Continues with efficiency enhancement and improving the productivity of
expenditure while at the same time ensuring that adequate resources are

available for operations and maintenance, and implementation of the new

constitution.

. Continues with the measures to bring public finances to sustainable path

such that by 2014/15 our public debt to GDP ratio declines to 41.5 percent,

wellbelow the benchmark of 45 percent. This path will be achieved through a

moderation and efficiency in spending as well as irnproved tax performance
following reforms in expenditure management and tax legislations. The
sustained easing of debt to GDP ratio will provide the Government with room
to conduct countercyclical fiscal policy should the economic situation worsen

in the future.

Continuing with fiscal consolidation

69. Tbe2012 BPS sets out a fiscal framework that targets to narrow the gap

between spending and revenue, while providing support to the economic activity,
continued investments in infrastructure and implementation of the Constitution
rvithin a context of sustainable public financing. As such, the Government is
committed to gradually reducing the overall fiscal deficit to 3.5 percent of GDP
by 20l4l15 (Table 3.1). This will help to bring down the debt-to-GDP ratio to a

sustainable level and contribute to reducing the recent external imbalance.
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70. This policy will be achieved through the Government's commitment to
ensure a strong revenue effort with measures to simpliff the tax code in line with
best practices, in order to help improve tax compliance, minimize delays, and
raise revenue. In addition, the Government will rationalize existing tax
incentives, expand the income tax base and remove tax exemptions as envisaged
in the Constitution.

Exer cls ing frs cal r e sp o ns ib iI ity

71. The Government recognizes that the fiscal stance it takes today will have
implications into the furure. Therefore, and in line with the requirement of the
new Constitution, the principle of sharing the burdens and benefits of the use of
resources and public borrowing between the present and future generation
implies that we have to make prudent policy decisions today so that we do not
impose unwarranted debt burden to our future generations.
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72. Fiscal responsibility has become even Inore tmportant since the

Constitution requires the Government to progressively provide for a minimum
basic standard of economic and social rights to its citizens within available

-resources. in order for spending to increase on a sustainable basis to meet these

basic needs, we should be prepared to match the increased expenditure demands

with a corresponding increase in tax revenue yield through efficient coliection,
widening of tax bases, and reasonable tax rates. It is therefore imperative at this
stage to reform and modernize the tax regimes to ensure stability, going forward.

Improvittg fficiency and producttvity of expendilure

73. The Government will continue with rationalization of expenditure to
improve efficiency and shift more resources toward productive development

projects in support of growth and development. Expenditure management will be

strengthened with implementation of the Integrated Financial Management

Information System (IFMIS) across Ministries and Departments and

subsequently at the county level following decentralization.

74. In addition, a new legislation on public financial management will help

accelerate reforms in expendifure management system.

Cotttinuing witlt the patlt of debt sustainabtlity

75. As noted earlier, the fiscal stimulus we undertook befiveen 2008/09 and

2010/ll resulted in our public debt to GDP rising to 48.8 pcrcent. We therefore
need to continue bringing our debt level down by moderation spending at this
time of a somewhat reasonable growth path in order to rebuild fiscal space in
preparation of any economic downtown given that \\Ie are now living._in a-world
of uncertainty. This together with improvement in our tax revenue will provide a
path towards the reduction of the deficit and sustainable debt as a percentage of
GDP.

76. Our fiscal policy, therefore, will continue aiming at reducing the overail
public debt to GDP ratio from 45.9 percent in the FY 201ll12 to about 42 percent
over the medium tenn. This will require reduction in the overall fiscal deficit
from the current 6.9 percent of GDP to about 3.5 percent of GDP over the
medium tgrm.

D elicit ftnanctng po licy

77. The medium-term fiscal stance envisages continued borrowing from
domestic and external sources with the latter being largely on concessional terms.

The Government will ensure that the level of domestic borrowing does not crowd
out thp private sector given the expected increase in private investment with
accelerated econom ic expansion.
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78. Non-concessional foreign borrou,ing u,ill be limited to projects that
guarantee re\ienLle strearns and suppofi long-term gro\\4h. Borrowing from the
international capital and Ioan markets has useful benefits, such as setting
benchmarks for borrowing by private and public-sector institutions. It is in this
regard that the Government u,ill continue to diversify its sources of financing
including maintaining the intentions to float a sovereign bond in the international
capital markets over the medium term.

TAnlB Budget Framework

19. The 2012113 budget framework is set against the background of the
medium-term macro-fiscal franrework set out above and the Governrnent's
national strategic objectives as outlined in the updated Vision 2030 MTP. Real
GDP is expected to increase by 5.5 percent in FY 2012113 underpinned by
continued good performance across all sectors of the economy. The projected
growth assuntes normal weather patlern during the year. Inflation is expected to
ease to single digit in a year's time and to the 5 percent target in the medium
term, reflecting implementation of a prudent monetary policy and easing of both
food and oilprices and stabilization of the shilling exchange rate.

Revenue Projections

80. The 2012l13 budget targets re\/enue collection including AiA of 24.2
percent of GDP. As noted above, this performance u,ill be underpinned by on-
going reforms in tax and customs administration. The modernization of VAT
Iegislation is expected to simplifo tax collection and enhance the revenue yield.
As such, total revenues including AiA are expected to be KSh 936.5 billion.

Expenditure Forecasts

81. The key policy document guiding the Govemment's funrling allocation
decisions continues to be the first updated MTP (2008-2012) of Vision 2030,
which provides the updated development priorities by the Government for
2011/12-2012113. In 2012113, overall expenditures are projected at 29.8 percent
of GDP (or KSh 1,752.1 billion), down from 32.9 percent of GDP in the revised
budget for 20 I 1112. The one-off items in 2011llz such as security intervention in
Somalia more than offset increased expenditure for implementation of the
Constitution including expenditure on the uDcoming general elections. Moreover.
the recpnt decision to integrate Kenyan troops within the IIN contingent will help
minimize their impact on the budget.

Recurrent Expenditure

82. Recurrent expenditures are expected to decline slightly from about 20.5
percent of GDP in 201 ll12 to 19.7 percent of GDP in 2012/13, on account of
adjustment of one-off items and robust growth in nominal GDP. Transfers to
paraslatals and semi-autonomous government agencies will remain atthe20lll12
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nominal value in order to provide fiscal space for priority expendifures. Any
wage adjustments for these agencies is expected to be met u,ithin the ministerial
ceilings.

83. With respect to goods and services, expenditure ceilings for
sectors/ministries are determined by the funding allocation for goods and services

in the previous year budget as the starling point. The ceilings are then reduced to

take into account one-off expenditures in FY 20lll12 and then an adjustment

factor is applied to take into account the general increase in prices.

D evelo p ment Exp e ndilure

84. Consistent with the objective of allocating adequate resources towards

development outlays and the need to ensure completion of critical infrastructure

(roads, energy and railway), the ceiling for development expenditures including
donor funded projects is KSh 370.2 billion or 9.6 percent of GDP in 2012113,

more or less the same level in 2011112 in terms of percent of GDP. Most of the

outlays are expected to suppofi critical infrastructure that will crowd in private
sector investment as well as critical interventions to remove binding constraints

to accelerated growth.

85. About 40 percent of the development budget will be funded through
project loans and grants not tied to conditionalities from development partners.

This represents about 3.5 percent of GDP, more or less the same level as in
2011/12. With improvement in procurement planning, the absorption capacity of
project funds is expected to increase resulting in a higher investment level in
infrastructure activiti es.

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

contingency provision of Ksh. 5 billion will be provided in the Eudf'et for
2012113 to be applied in line with the new law on the utilization of these funds.
We have also set aside Ksh 13.0 billion for the implementation of the new
Constitution and Ksh. 6.7 billion for conditional grants to rnarginal areas by way
of Equalization Fund covering the FY 20llll2 and2012ll3. Year 2012113 being
an election year, we have set aside Ksh 13.5 billion in the baseline ceilings for
elections but the figure may increased after firm costing is provided during the

finalization of the detailed budget.
1

Overall Deficit and Financing

87. The overall budget deficit (including grants) in 2012113 is projected to be

about KSh 167.4 billion (equivalentto 4.3 percent of GDP). About 36 percent of
this budget deficit will be covered by net external financing amounting to KSh
60.7 billion (1.6 percent of GDP). leaving KSh 106.7 billion (2.8 percent of
GDP) to be financed through domestic borrowing.

88. The Government is committed to lengthening the maturity structure of
goverrunent debt. While we had achieved an 85:15 ratio in favour of long term
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bond, the appetite for short-dated Treasury bills increased more recently due to
rising inflationary expectations. Going foru,ard, the government will gradually
unrvind shon term debt and replace this with the long term ones in conformity
with the policy target ratio of 75:25.

Surnmary

89. Fiscal policy will continue to support growth within a sustainable path of
public spending by alloling the deficit to decline gradually so as to achieve a

debt to GDP ratio of less than 45 percent in the medium-term. Therefore,
moderation in government spending will help assure debt sustainability and
intergenerational equity in Iine u,ith the neu, Constifution. Meanwhile, efficiency
and economical spending of government resources will be enhanced to create
room for critical interventions and pro-poor spending.
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rV. PREPARTI\G FOR DE,VOLUTION-
II\TERGOVERNMENTAL F'ISCAL
RELATIONS

Introduction

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

2012/13 budget. In particular, Article 201 of the Constitution requires:

. Openness, accountability and public parlicipation;

. Equitable sharing of tax burden;

" Equitable sharing of revenues;

. Expenditures shall promote equitable development;

. Equitable sharing of debt burden/benefits between current and

future generations;

. Prudent and responsible use of public resources; and

. Responsible financial management and clear fiscalreporling.

91. The Constitution also provides for two levels of government, namely

national and county governments, which according to A:1icle 6 (2) are distinct

and inter-dependent and which shall conduct their mutual relations on the basis of
consultation and cooperation. In addition, Article 189 (l)(a) of the Constitution

provides that government at either level shall perform its functions, and exercise

its powers, in a manner that respects the functional and institutional integrity of
government at the other level, and respects the constitutional 

'statub 
and

institutions of government at the other level.

92. From the perspective of the budget process, the significance of Articles 6

and I89 is that both levels of Government should not interfere in the day-to-day

management of finances in the other level of government. Specifically, each level
of government should be able to formulate, plan, execute and report on their
budgets without interference from the other level of government. The proposed

Public Fipancial Management Bill, 2012 has reflected this letter and spirit of the

constitution.

County Revenues

Equitable Sharing of National Revenue

93. According to Afticles 201,202 and 203 of the Constitution, revenue

raised nationally shall be shared equitably arnong the two levels of governments

and among county governments to enable them provide services and perform the
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functions assigned to them under the Fourth Schedule of the Constjtution. The
equitable division of revenue betrveen the tlo levels of government should take
into account the criteria specified in Article 203 of the constitution. In addition,
the Constitution requires that a lninimum of I 5 percent of all re\/enue collected
by the national government shall be allocated to counfy gorrernment.

94. The Comrnission on Revenue Allocation (CRA) Act, 2011 defines
revenue as follows:

"...all taxes imposed by the national government under A-rticle 209 of the
constitution and any other revenue (including investment income) that
nray be authorised by an Act of parliament, but excludes revenues
referred to under Articles 709 (4) and 206(1)(a)(b) of the constitution".

95. The definition of revenue, therefore, includes: income tax; value added
tax; customs duties and other duties on imports and exports; excise tax; and any
other tax or duty authorized by an Act of Parliament but excludes taxes which
have been assigned exclusively to county governments by the Constitution. The
definition also explicitly excludes: (i) charges imposed for the provision of a
service (Article 209 (\); (ii) money excluded by an Act of Parliament and
payable into another public fund established for a specific purpose (Anicle
206(l)(a)); and (iii) money retained by a state organ that received it for the
purpose of defraying the expenses of the State organ (Arricle 206(lXb). Table 4.1
below shows the most recent audited revenues for 2009/10 and 2010/11 in line
with the Constitution and the CRA Act,20l l.

l/ Excludes Local Autltority Transfer Fund (LATF)

Table 4.1: AUDITED GOVERNMENT REVENUES
(In Millions of KSh.)

2009/to 2010/1r
Total Income Tax 1/ 209.098 258.6s i

Income Tax - PAYE 1l 5,448 r 37,05s
Income Tax - Corporations 93,6sO r21,s96

VAT - Local Goods 7 8,859 90,2rr
VAT - Imported Goods 63,rr2 8 r,670
Excise Tax 74,t12 80,567
Licence under Traffic Act 2,22r 2,464
Customs Duties 4t ,271 46,072
Other Taxes from International Trade 15,93s 20,599
Stamp Duty s.356 6,800
Land Rent I,l I 1 r,073
Other Profits & Dividends 4.295 1 r,086
Profits & Dividends from CBK 4.059
Interest Received 382 7s9
Misc. Revenues 6.478 7,823
Fines, Pena)ties & Fortitures & Other Charges ))a 290
Royalties 33
TOTAL 506,518 608,063
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96. The equitable share of revenue is an unconditional allocation to the

county governments. Counly governmenls, being a distinct level of government,

are fully responsible for these funds and are directly accountable to their

respective County Assemblies for how they are spent.

Conditional and Unconditional Grants

9"1. In addition 1o the equitable share of revenues, Arlicle 202 of the

Constitution also provides that counfy governments may be git,en additional

allocations from the national government's share of revenue in the form of
conditional grants (i.e. subject to specific conditions) or unconditional grants

(without any conditions) to augment their resources. It is expecled, therefore, that

the National Government will propose conditional and/or unconditional grants in

future MTEF budgets, as part of the overall share of resources to be available to

counties.

Own revenues

98. The constitution has given to counties the exclusive powers to impose

taxes and charges. In particular, counties can impose (i) properry taxes; and (ii)
entertajnment taxes; and (iii) any other tax they are authorised to impose by an

Act of Parliament. Revenue raised by county government constitutes own-

revenues and will not be part of the pool of revenues subject to sharing betu,een

the two levels of government. In exercising their revenue raising powers, the

constitution (Article 209 (5)) prohibits counties from doing so in a way that

prejudices national economic policies, economic activities across county

boundaries or the national mobilify of goods, services, capital or labour.

Loans

99. In addition to the above-mentioned resources available to counties, the

Constitution provides for the county government to borrow only if the national

govemment guarantees the loan, and with the approval of the county
govemment's assembly. The National Government Loans Guarantee Act, 2011,

provides for the Cabinet Secretary responsible for Finance to guarantee loans to

counties on behalf of the National Government in a transparent, prudent and

equitable manner, consistent with Article 213 of the Constitution. The law set out

the criteria to be applied in considering guarantees and include usage of proceeds

for a capitai project and ability of repaying the loan, and paying any interest or

other amount payable in respect of it, among other criteria.

The Equalization Fund

100. Article 704 of the Constitution provides for an equalization fund, which
the national government shall use to provide basic services including water,
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roads, health facilities and electricity to marginalised areas in order to bring the
quality of those services in those areas to the level generally enjol,ed by the rest
of the nation, so far as possible. In line u,ith this constitutional provision, the
national government will operationalise the Equalization Fund into which. every
year, 0.5 percent of collected revenue, calculated on the basis of the most recent
audited accounts of revenue recei'r,ed as approved by the National Assembly will
be paid.

101. The Commission on Revenue Allocation (CRA) has the constitutional
mandate to determine, publish and regularly review a policy in which it sets out
the criteria by u,hich to identify the marginalised areas for purposes of allocating
the Equalization Fund. The determination and criteria for allocation is currently
being developed by CRA and it is expected to be published soon. However,
Article 221(2) of the Constitution requires that the budget estimates submined to
Parliament "Shall" include estimates for expenditure from the Equalization Fund.
Moreover, mindful of the need to provide basic services to Kenyans the proposed

budget for 2012113 has provided for Ksh. 6.7 billion to fund projects that provide
basic services including water, roads, health facilities, and electricity. The figure
of Ksh. 6.7 billion covers the two years 2011112 and 2012/13 and is calculated
using the most recent audited revenues for 2010/ll amounting to Ksh.608.l
billion (see Table 4.1) and estimated revenues for 20ll/12 amounting to Ksh.
725.8 billion. I

Costing of Functions Assigned to County Governments

102. The Fourth Schedule of the constitution has assigned functions to both
levels of govemment. The functions are either exclusive to each level of
governments, shared or are residually assigned to the national government
(Article I86). The constitution under Article 187 provides that financing must
follow functions. Therefore, it is important to cost the assigned funttions in order
to determine the amount of resources to be transferred to county governments.
Since the constitution requires that at least l5 percent of audited revenues should
go to county govemment, this would mean that at the very least Ksh.9l.2 billion
must be transferred to the counties based on the latest audited revenues of Ksh.
608. I billion for 2010/1 l, as indicated in Table 4. I above.

103. To determine whether the minimum amount of Ksh. 91.2 billion is
adequate to finance the devolved functions, the Treasury working closely with
the line ministries conducted an exercise to assess the budgetary costs of the

'Theuseofestimatedrevenuesfor20llll2ratherthantheauditedrevenuesfor20l0/ll isin
order to get a more accurate approximation of the amounts that will go into the Equalization
Fund.
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functions that would be transferred to counly governments.2 This required

discussing and agreeing rvith each line ministry the current functions to be

devolved and those that ivould remain u,ith the national goverrunent based on the

Fourth Schedule of the Constitution. In addition. Iine ministries were required to
give a breakdown of expenditures between recurrent and development
expenditure for each ofthe 47 counties. This exercise, therefore, provides a basis

for both the vertical (i.e. between the national and counfy government) and

horizontal (among the counties) division of revenue.

104. The total cost of funding the devolved functions based on the existing

level of services, inciuding allocations for the Constituency Development Fund

(CDF), rvas estimated at Ksh. 154 billion for 2012113. Additional expendifures

related to new administrative structures, such as wages for County Executive and

County Assembly are estimated at about Ksh. 6 billion bringing the total cost to

Ksh. 160 billion (Table 4.2). This represents 26.3 percent of the most recent

audited revenues. The estimated expenditures do not include the one-off
expenditures for setting up the necessary infrastructure in counties in preparation

of the nerv devolved system of government.

Table 4,2: Cost of Devolved Functions by 5ector

ln Ksh billion Share of total

Sector 2010/1i 2011112 2012/13

Prov. Prov. Ceiling

20i0/11 1011112 201243

Prov. Prov. Ceiling

Agriculture and Rural Development

Iducation

Energy, lnfrastrurture and lO

Invironmental protection, Water and Sanitation

General tconomic, Commercial and Labour Affairs

Governance, Justice Law and Order

Health

Public Administration and lnternational Relations

Social Protection, Culture and Recreation

1.1%

6,0%

0.5%

0.0%

3.3%

7.8%

t,AYo

10.8

0.5

59.4

9.8

4.9

0,3

32.9

28.1

12 itJ.a

1i.2

0.4

53.5

8.8

5.0

0.3

31.4

1i.5

10.1

10.5

0.4

45.i

8.0

8.7

n)

21.8

14.9

cl

)..3%

5.1%

1.0%

1,1%

0.0%

2.7%

1s%

0.8%

1.2%

0.0%

5.6%

0.9%

0.6%

t'3%

1.8%

1.1%

TOTAT

SECTOR TOTAL

115.5

799.5

139.3

959.1

150,0

989.7

14,6%

100.0%

14j%

100.0%

t5.Tyo

100.0/o

105. Pending agreement on a revenue sharing formula which would allocate

the county equitable share befween the 47 counties, the cost of delivering
assigned functions in each county can serve as a basis for the initial distribution
of revenu'e. However, going forward, a larger percentage of resources will need to
be allocated to those counties that have been left behind, either in terms of
development or in terms of county per-capita allocation of revenues. This will be

2 The Treasury invited all the line ministries affected by the devolution of functions under the

Fourth Schedule, and jointly agreed on what functions of each ministry u,ould be devolved to
counties and vvhat rvould lemain at the national level. Based on that understanding. the line
ministries u,ere then requested to cost these functions on the basis of budgetary allocations for
2010/11 to 2012/13. Tlrerefore. these costings do not reflect the expenditure requirements

necessary to achieve a certain Ievel or baseline ofdesired services delivery.
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done in a manner that ensures that the principle of "holding harmless" is
respected so that no county should suffer deterioration in service delivery because
of devolution.

Projected shares of Sharable Revenues

106. The resources available to be shared by the national and county
governments over the coming three financial 1,g6p5 are estimated on the basis of
projections of the economy's performance o\/er the medium term. The underlying
assumptions are set out in Section II and III of this Statement.
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lO1. The projected vertical division of revenue for the 2012113-2014115 period

is outlined in Table 4.3. This division may change depending on the extent of the

application of the criteria set out in Article 203 of the Constitution u,ith respect to

vertical sharing of revenue. For 20l2l13-2014115, the national government

average share is about 80.5 percent of collected revenue, while that to counties is

19.5 p-ercent.3 The county government's share includes various amounts that will
be transferred to county government such as Local Authority Transfer Funds

(LATF), and the Constituency Development Funds (CDF).

108. In nominal terms, the projected total revenues transferred to counties are

estimated at KSh 166.7 billion for 2012113, and are expected to rise to KSh.

221.1 billion in 201,4/15. As for the Equalization Fund, the 2012113 fiscal

framervork has provided resources amounting to Ksh. 6.7 billion to cover the first
two years of 201 1112 and 2012113. Subsequently, after an initial dip from the

elevated level of 2012/13 reflecting the combined payments for two years,

available resources to the Equalization Fund would rise gradually to Ksh. 5

billion by 2014115.

New Formula for Allocating Revenue

109. The CRA has proposed a revenue sharing formula rvhich is currently

under discussion. The formula proposes to take into account population, land

area, poverty, a basic equal share and fiscal discipline.a Once the vertical division
of revenue is established, the formula can then be used to allocate revenue among

tbe 47 counties. It is expected that the allocation of revenue based on the costing

of devolved functions as captured in the 2012113 budget will differ frorn the

allocation based on the proposed formula. This reflects the fact that the

parameters in the formula were not the only determinants of resource. allocation

to the sub-national level in the past.

1 10. For instance, there are counties that may get more resources than

suggested by the formula because they host institutions that provide services to

more than one county e.g. provincial hospitals which provide services to several

counties and whose functions have now been assigned to county governments.

Since the formula will not pick up such subtleties, it will be important that the

results of the two methods (allocation based on existing expenditure pattems and

the formhla) be harmonized in order to avoid adversely affecting services

delivery but also to ensure equitable distribution of resources.

3 Taking the following into account: debt service, wages for civil servants and Teachers sen,ice

commission, pension payments. and otherneeds of the national gorrernment (such as contingency

fund. drought, and expenditures to fund the elections), the national government's share of
sharable revenues is estimated to decline to belora'30 percent.

o The respective weights in the formula. in percent, are as follorvs; Population (60 percent); land

area (6 percent); poveily (12 percent); basic equal share (20 percent); and fiscal discipline (2
percent).
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I I I . It is expected that once the nerv basis for sharing revenue among the
counties is approved by Parliament, the process of achieving equitable allocation
of resources will be phased in over the next three years in line with the phased

transfer of functions as provided for in Section I5 of the Sixth Schedule of the
Constitution. Indeed intemational experience suggests that resources should not
be reduced for counties with a larger allocation of resources in order to hold
'harmless' but also to facilitate counties deliver on the assigned functions. This
will provide county governments with a lead time to restructure and rationalise
their budgets and operations rvhile at the same time guaranteeing the requisite
resources to perform their assigned functions. On the other hand, resource
increases to county go\/ernments that are supposed to receive higher allocations
should be phased so that county governments can build the capacity and develop
priorities with a view to using the funds efficiently and effectively.

ll2. In sum, attaining equitable distribution of resources while ensuring
responsible and prudent public financial management in line with Article 201

cannot be achieved in one year, but over a period of time. In this context, timely
approval by Parliament of the basis for the allocation of the sharable revenue
among the counties is critical. It is expected that the new revenue sharing formula
will represent a break with past funding pattems and result in more equitable
distribution of resources.

County Budgets and the Transfer of Functions

I 13. The financial year 2012/13 u,ill, for the first time, see the establishment of
county govemments after the general elections. Therefore, the budget for 2012/13
is a transition one with current expenditure patterns forming the basis for
equitable vertical and horizontal division of revenues. Although extensive work
has gone into costing the devolved functions, for purpose of determining
expenditure patterns in the counties based on the assigned fi:nctions, it is
anticipated that the Transition Authority will build on this as its functions
include: (i) facilitating the analysis and the phased transfer of t'he functions
provided under the Fourth Schedule; and (ii) determining the resources required
for each of the functions.

114. Before the County Governments can formulate and implement their own
budgets, the necessary administrative and political structures will have to be in
place. These structures include the County Executive Committees to oversee
budgdt formulation, the County Assemblies to approve budgets, and of-course the
County.public service which will implement and report on the budget. The
County Govemments will come into operation well into the FY 2012/13, at a
time when the preparation for the 2013/14 budget will be well underway with the
expectation of submitting budget estimates at both levels of govemment by end
April 2013. This means that the earliest that County Governments can take full
charge of the formulation, approval and impiementation of their budgets would
be June 2013.
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115. To avoid the disruption of service delivery to counties, the national

government is expected to continue performing the functions that have been

assigned to the counties until such a time, not exceeding three years, when the

counf5, governments are able to take over their functions based on objective

criteria established in line with Article 262 (15) of the Constitution. The

procedure and criteria for the phased transfer of functions, which will be carried

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

Transition to Devolved Govemment Act,2012.

116. This implies that over the three year transition period after the first
general elections, the transfer of functions will be determined by the readiness of
counties 1<-r perform assigned functions effectively. Some counties may take over

their assigned functions earlier than others depending on whether they have the

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

line with Article 262 (15) of the Constitution.

ll7. Although this asymmetric transfer of functions is provided for in the

Constitution, it will be critical that the national government rapidiy builds up

capacity at the county level,5 especially for public financial management, so that

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

This will avoid a situation where-by some counties have more functions

transferred to them because of their stronger capacities while other counties have

less functions transferred owing to lack of capacity'

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

118. Once the Counties begin to perform their functions, it is expecJed that the

proposal for the equitable vertical-and-horizontal division of revenue will be

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

County Allocation of Revenue Bill (CARB), respectively. The DoRB will specify

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

conditional and./or unconditional grants from the national government's share of
revenue while the CARB will specifu the allocations among the 47 counfy
governments.6 The two bills will be expected to take into account the

constitutional provisions under Article 203.

' In the Fourth Schedule of the Constitution, capacity building and technical assistance to the

counties has been assigned to the National Government.

6 According to Articles 95 and 96 of the Constitution, the National Assembly determines the

vertical division of revenue. while the Senate determines the horizontal division. However, since

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

resoluti6n supported by at Ieast tu,o-thirds of the members of the Assembly.
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Decentralised Funds

119. The Local Authorify Transfer Fund (LATF) and rhe consrirucncy
Development Fund (CDF) constitute a pafi of decentralized public funds that the
government has been spending at the sub-national level. In addition, pafl of the
Road Maintenance Levy Fund (RMLF) comprise of spending at local level. The
government is committed to ensuring that the equivalent of the funds earmarked
for the LATF, CDF and RMLF are provided for financing programmes and
projects at the counfy level. This is consistent with the principle of financing
folloiving functions as these funds largell, finance functions that have been
assigned to county governments (perhaps with the exception of education in the
case of the CDF).

120. As regards the LATF, since these were funds going to the 175 local
authorities, given there is only 47 counties, these funds rvill simply be folded into
the county governments' equitable share and any allocation of resources to the
decentralized units within the county ra,ill be the responsibility of the Counry
Executive Committee and the County Assembly. In the case of the CDF, the
existing management structure, especially the participation of Members of
Parliament in the allocation of resources, may be inconsistent with the
Constitution where the County Govemor and the Deputy County Governor are
the chief Executive and Deputy Chief Executive, respectively (Anicle 179 (4)).

121. Therefore, the management structure of the CDF will have to be changed
to conform to the Constitution. once there is agreement on the management
framework a decision will be required stating whether the equivalent of these
funds will be provided to counties as conditional or unconditional grants. If they
are to be conditional grants, the conditions will have to be set by the national
government and a monitoring framework would need to be put in place to assess
compliance with the conditions. On the other hand, if they are unconditional
grants, they would be part of the sharable revenues and the County Executive
Conrmittee member responsible for finance together u,ith the County Executive
committee would decide on the usage of those funds in line _with,. county
priorities.

Summary

122. 2012113 is an election year that will usher in a devolved sysrem of
government. Under the proposeci framework of managing the transirion ro
decentialised structure that is in Iine with the new Constitution, the division of
revenue, between national and county government is set out with national
government accounting for an average of about 80 percent of equitable share of
revenues over the 2012113 MTEF period, while county governments will account
for 20 percent.

123. The costing of the devolved functions forms the initial basis for sharing of
revenue among counties before the new formula is phased in. For existing
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devolved funds such as LATF and CDF, there is need to determinate how they

will be managed in line with the new Constitution. It is proposed that LATF will
be folded to become part of county government unconditional equitable share,

while the CDF will be made either conditional or unconditional transfer to
counties.
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V. EXPEI{DITURE PRTORITIES AND
RESOURCE ALLOCATION

Resource Envelope

124. The resource envelope available for allocation among the spending
agencies is based on the medium term fiscal frameu,ork outlined in Section III:

. Domesticaily mobilized budget resources finances about 90 percent of the
budget. Of this, tax revenue (income tax, customs duties, r,alue added taxes,
and excise taxes) accounts for over 80 percent of total budget resources.
However, due to slower than anticipated grorvth for 2012/13 and changes in
VAT withholding mechanism, revenues are now expected to increase by 0.2
percentage points in 2012/13 to stand at 24.2 percent of GDP compared to
24.0 percent of GDP in201l/12;

. Committed external financing in the form of grants and concessional
borrou,ing tied to specific programmes/projects are expected to be about 3.5
percent of GDP in2012/13; and

. Domestic borrowing at 2.8 percent of GDP is expected to finance 64
percent of the deficit in2012/13, and is expected to decline steadily to finance
about 40 percent of the budget deficit in the medium term. This is consisrent
with the objective of gradually reducing the debt stock as a percentage of
GDP.

125. Ordinary revenue is projected to broadly cover funding required for
recurrent expenditure, leaving the entire development budget fb be financed
mainly through external project grants and loans, as u,ell as domestic borrowing
including infrastructure bonds. This approach bodes well for long-term
sustainability of our public finances.

Spending Priorities

126. ' In view of the changed macroeconomic circumstances since the start of
implementing vision 2030 first Medium Term Plan in 2008, the Government has
updated its main priorities going forward in the context of first MTP update. The
Govemment will, in this regard, prioritize resource allocation to achieve updated
MTP priority goals as well as cater for priorities identified during the
countrywide budget consultative meetings held in october - November 201 I .
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121. In addition, the new Constitution requires national and counfy

governments to promote budgetary transparency, accountability and effective

financial management of the economy and the public sector. Therefore,

inefficienr and wasteful public expenditure will be eliminated at all costs in order

to promote public trust on Government officials.

128. In finalizing the preparation of lhe 2012 MTEF budget, spending

proposals will undergo rigorous scrutiny to identifo areas of inefficient and non-

priority expenditure in the areas indicated in the table below. These areas were

iargetea in 201 1ll2 duringthe budget approval by Parliament. During scrutiny of
20lZ/13 budget proposals, more effective use of resources will be sought across

spending agencies and any identified savings will be redirected to deserving

priority expend itures.

l2g. Overall, given Iimited resources, the MTEF budgeting will focus on the

following:

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

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

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

Sectors, however, will be required to utilize the allocated resources more

efficiently to generate fiscal space to accommodate strategic interventions in

their sectors including funding HIV/AIDS interventions, healthcare

infrastructure, affordable drugs, as well as recruitment and training of staff as

identifred during the budget consultations. In particular, it is expected that the

eted ex nditures for scrutin to create sav

urrent

Telephone, Telex, Facsimile and Mobile Phone Services
Courier and Postal Services
Domestic Travel and Subsistence, and other Transportation costs
Foreign Trawel and Subsistence, and other transportation costs

Printing , Advertising and Information Supplies and Services

Training Expenses
Hospitaliry SupPlies and Services
Office and General Supplies and Serwices
Contracted Professional Servi ces
Contracted Technical Services
Minor Alterations to Buildings and Civil Works
Purchase of Office Furniture and General Equipment
Refurbishment of Buildings
Purchase of Motor Vehicles
Pre-feasibiliry, Feasibil ity and Apprai sal Studies

Development
Contracted Professional Services
Contracted Technical Services
Minor Alterations to Buildings and Civil 'Works

Refu rbishment of Buildings
Pre-feasibilitY, Feasibi and I Studies
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health sector rvill strengthen its infrastructure and administrative control,
while the education sub-sector will revisit its staffing norms in order to create
fiscal space for ke1, interventions which include provision for learning
infrastructure, teaching and learning materials, and recruitment of teaching
staff.

. The economic sectors including agriculture and livestock will receiye
increased share of resources to boost agricultural productivity with a rrieu, to
dealing with the recurrent food security problenrs in the counlry.

. with the Government committed to inrproving infrastructure
countryrruide, the share of resources going to priority ph),sical infrastructure
sector, such as roads, energy and water and irrigation, rvill continue to rise
over the medium term. This will help the sector provide reliable and
affordable energ-y, as well as increased access to water and development of
irrigation proj ects countrywid e.

. Other priority sectors including security, rule of law, youth and
development of arid regions, which has received a significant boost in
resources over the past fwo years. Resources to these sectors will be
maintained at adequate level over the medium-term to enable these sectors to
implement governance reforms as rvell as deal with security, youth
unemployment and provide opportunities for the vulnerable members of our
society in the arid and semi arid regions.

Medium-Term Expenditure Estimates

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

l3 i. The baseline estimates reflects current spending priorities in social
programmes (health and education) and infrastructure as well as Vision 2030
projects receiving large shares. Water supply, police services, judiciary and

Parliament also receive large shares

132. Overall, the resources available are shared in accordance with the

following guidelines:

(i) Non discretionary expenditures: this takes first charge and includes
payment of statutory obligations such as loan amoftization and interest
payments, salaries for constitutional offices and pension and salaries for
line ministries and public entities that are financed by the National
Exchequer. These expenditures are projected to account for about 51.3

percent ofthe expected ordinary revenue receipts.

(ii) Operations and ntainterlance'. Ministries/Departments are allocated funds
for basic operations and maintenance. This accounts for 43.5 percent of
the projected ordinary revenue, of which Defense and NSIS account for
7.6 percent. Thus, after taking into account expenditure on non-
discretionary and operations and maintenance the available balance of 5.2

percent from total ordinary revenue is the current budget surplus to be

shared among other ministries/government departments to fund their
planned development proj ects/programm es.

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

u,ell as grants tied to projects. Development expenditures are shared out
on the basis of the Vision 2030 and MTP priorities as well as other
strategic intervention to deal with unemployment and remove constraints
to faster growth. The following guidelines are used:

. On-going projects: emphasis is given to completion of on-going
prpjects and in particular infrastructure projects, flagship projects and
prbjects with high impact on poverry reduction and equity, employment
and wealth creation.

. Statutoty requirenxents'. priority is also given to programmes that
must be funded in accordance with the law such as Constituency
Development Fund (CDF).

. Counterpart funds: priority is also given to adequate allocations
for donor counterpart funds. This is the portion the Government must
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fund in support of the projects financed by development parlners. Usually
it accounts for betu,een a quarter to a third of the cost of the project.

. Strategic policy inten,entions: prioriry is also given to policy
inten,entions covering the entire nation, regional integration. social equity
and environmental conservation. The implementation of the new
constitution is now a key p2116nal objective, thus more resources will be
set aside for this purpose over the medium term.

Finalization of spending plans

133. As indicated earlier, the finalization of the preparation of the rainisterial
budgets will entail thorough scrutiny to curtail spending on non-productive areas
and ensure resources are directed to priority programmes. As line
ministries/department budgets are scrutinized and the resource envelope firmed
up, it is likely that additional resources may become available. Government will
utilize these resources to accommodate key national strategic priorities with
sound business plans. Specifically, the following will receive priority:

Details of Sector Priorities

134. The medium term spending estimates for 2012113 - 2014/15 ensures
continuity in resource allocation based on prioritized programmes aligned to the
updated first Vision 2030 MTP and policy initiatives to accelerate grou,th,

Priority Areas of Consideration for Additional Resources

I Intervention identified during the county stakeholders consultation for
2012 MTEF budget. A summary of issues identified by Sector
Working Groups during the consultations are surlmarised in Annex 9.

2 Implementation of the new Constitution covering proposals not
accommodated within the baseline ceilings issued to Ministries.

3 Strategic intervention in the area of education, health, infrastructure
(especially rural/feeder roads), tourism, security and agriculture
(especially irrigation programmes and other food security cnhancing
programmes), as well as policy interventions covering the entire
nation to enhance regional integration and social equity. A list of
additional requests that are potential sources of fiscal risks on
expenditure is provided in Annex 10.

4 Specific consideration to job creation for the youth based on sound
initiatives identified within and outside the normal budget preparation
(Annex 9 and l0).
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j

employment creation and poverty reduction. The recent achievements and key

priority targets for each sector are based on the reports from the Sector Working

Groups (SWG) after taking into account recommendations of the Ministerial

Public Expenditure Revieu,s (MPERs) and views frorn the budget consultations

and Public Sector Hearings in January 2012.

Agriculture and Rural Developntent

135. The Agricultural and Rural Development (ARD) sector is critical to
economic growth, employment and poverty reduction. The sector is the mainstay

of the Kenyan economy, directly contributing 26 percent of the GDP with
linkages in manufacturing, distribution and other service-related sectors.

136. The sector aims at raising agricultural productivity, exploiting irrigation
potential, increasing commercialization of agriculture, improving the legal and

policy framework for agriculture, improving governance of agricultural

institutions, and land development as well as promotion of sustainable

management of fisheries, forestry and wildlife resources.

137. The challenges facing the sector include unfavourable climatic changes,

poor planning and inadequate warning systems, Iow production and productivity,
poor marketing strategy and infrastructure, low value addition and

competitiveness, inadequate physical infrastructure, unfavourable legal and

policy frameworks, and low access to financial services as well as affordable

credit,

138. To address these challenges, a total of Ksh. 167.5 billion has been

provided for the 2012 MTEF period covering 2012/13 to 2014/15 (Table 5.1).

For FY 2012113, Ksh 52 billion has been set aside for the sector. This is projected

to increase to KSh 60.1 billion by 2014/15, bringing the total resources for the

entire MTEF period to KSh 167.5 billion.

Iable 5.1; Agriculture and Rural Development 1/

Ksh billion

2011112

Revised

2012113 2013114 2014115

Medium-Term estimates

2012 MTEF

Total

National

of which: Transfer to Public Entities

Counties

41 .8

9.1

11.2

41.2

I t.J

10.8

42.1

12.1

13.2

46.3

12.7

IJ.Y

IZY.J

JO. 
'?70

fotal ',

of which: salaries

53.0

10.1

52.0

10.4

55.3

10.7

bu.1

11.0

16/.5

32.0

1/ The sector compise of Agiculture, Livestock Developnent, Frshenes Developnent, Land, C,ooperative

Development and Marketing, Foreslry and Wildlife, Nalional Land commission

139. Under the new Constitution, a number of functions in the sector have been

assigned to the counties. These include crop and anirnal husbandry, livestock sale

yards, abattoirs, plant and animal disease control, fisheries and cooperative
societies. Together, these functions are estimated to cost about Ksh.38 billion
over the MTEF period. The national depaftrnents will need to be reorganized and

rationalized to ensure efficient delivery of services in a decentralized system.
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Energ,, Infrastrucl ure & ICT Sector

140. Energy, Infrastructure and Information Communications Technology
(EI&ICT) Sector continues to be an enabler for sustained developnrent of the
economy. Despite major achievements over the recent past, there are still
challenges, including: delayed uptake of donor funds, roads maintenance
backlog, Iack of adequate local construction capacit),: inadequate power supply
capacity; over-reliance on hydro-power generation; Iou, investnrent in pou,er
generation by private sector, inadequate capacity for research in ICT and film
industry;and inefficient and congested Port of lr4ombasa.

l4l. Over the medium-term, the sector's priorities include: accelerating on-
going infrastructure development, improving efficiency and effectir/eness of the
infrastructure development process at all levels of planning, contracting, and
construction; modernizing provision of electricity, developing modern national
ICT infrastructure, and reforming ports and rail.

142. Total MTEF estimate forthe sector is KSh 741.5 billion (Table 5.2). For
FY 2012113, KSh 230.8 billion has been set aside, increasing to Ksh 262.9 billion
by 2014115.

1/ lncludes roads, public works, transporl, energy, local government, Nairobi metropolitan developmenl, and
lnfornation & Communications Technology

143. Assigned functions to the counties include coungr roads, street lighting,
traffic and parking, public road transport and ferries and harbours, and iiousing.
These are estimated to cost Ksh 183.1 billion over the MTEF period.

General Economic, Comntercial and Labor Affairs

144. Despite impressive performance over the recent pas! the sector still faces
a number of challenges ranging frcm inadequate legal, regu!atory and
institutional challenges, limited access to credit, high cost of production, stiff
competition from access to international markets, Iow awareness of benefits of
regional integration, influx of sub-standard, counterfeits and contra-band goods,
and low technology, innovation, research and development.

145. over the medium-term, the sector plans to creare an enabling business
environment for trade and investment; deepen regional integration, promote best
labour practices, manpower planning, development and utilization, tourism
development and marketing, undertake policy, legal and institutional reforms for

Table 5.2: Energy, lnfrastructure & ICT Sector 1i

2011112

Revised

2012113 2013t14 2014t1s

Medium-Term estimates

2012 MTEF

TotalKsh billion

165.5

48.6

53.5

171.4

54.3

59.4

558.4

174.2

1 83.1

National

of which: Transfer to Public Entities

Counties

187,5

57.9

60.3

100 A

62.0

bJ.J

219.0

3.5

230.8

3.6of which: salaries 3.7 3.9 11.2

741
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the development of the sector; support entrepreneurship and industrial
development; and promote expoils and sustainable tourism.

146. Total MTEF estimate for the sector is KSh 7l billion (Table 5.3). For FY
2012/13, KSh 23 billion has been set aside, representing an 18 percent increase

from FY 2011/12 funding level. This is projected to increase to KSh 24.1 billion
in 2014115.

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

Ksh billion

2011112

Revised

2012113 2013114 2014115

Medium-Term estimates

2012 MTEF

Total

National

of which: Transfer to Public Entities

Counties

13.4

4.1

6.0

18

4.

4.

.1

g

14.7

4.4

9.2

14.5

4.4

9.6

47.3

13.1

tJ.b

Total

of which:sa/aries

1 9.5

1,8

23.0

t.v

23.9

1.9

24.1

2.0

i1,0

5,8

1/The seclor comprise of trade, easl Africa community, nationalheritage and cullure,louism,

industialization, labour, and Regional Development Aulhorlfies.

147. Assigned functions to the counties include markets, trade license, and

local tourism. These are estimated to cost Ksh 23.7 billion over the MTEF period.

Health

148. The sector's goal is to provide equitable and affordable health care to the

Kenyan citizens. While remarkable achievements have been made over the years

in terms of improvement in mortality rates, the sector stiil faces challenges,

which include inadequate infrastructure, qualified health perso.-nnel, and

medicines and medical supplies.

149. In the medium term, the Government will seek to address these challenges

through continued investment in training of health professionals, medical
services, health, and sanitation infrastructure. The 2012 MTEF estimate for the

sector is Ksh. 243.4 billion, of which Ksh 77 billion has been set aside for FY
2012/13, representing a 6 percent increase from FY 20lll12 funding level (Table
5,4). This is projected to increase to KSh 85.4 billion by 2014115.

-1
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Iable 5,4: Health Sector 1/

Ksh billion

201111?

Revised

2012113 2013/14 2014t15

Medium'Term estimates

2012 MTEF

Total

National

olwhich: Transfer to Public Entities

Counties

41.4

13.9

31.4

44.1

140

329

490

14.3

32.0

)t/
14 6

336

144 I
42.9

98s

Iotal

olwhich. salaries

72,8 77.0

27.1

I 1 ,1

q

85.4 2 43.4

23 7 28 19 d 85. I
1/ lncludes medical services, public health and sanilation, Research and Developnenl sub-Sec/ors

150. Assigned functions to the counties under this sector include county health
facilities and pharmacies, ambulance services, promotion of primary health care,
licensing and control of undertaking that sell food to the public and pre-primary
education. Preliminary costing of these functions is Ksh 98.5 billion over the
MTEF period, of which Ksh 77 billion is earmarked for FY 2012/13.

Education

15l. The sector's overall goal is to increase access to education, raise the
quality and relevance of education, reduce inequality, and exploit knowledge and
skills in science, technology and innovation to achieve global competitiveness.

152. Previous achievements include free primary education which has
improved admission into primary level education from 5.9 million in 2003 to 9.4
million children in 2010. Other achievements include: improved gender parity at
primary school level; increased number of secondary schools from 6,405 in2007
to 7,308 in 2010 with free tuition for secondary schools, increased accredited
TIVET centres from 288 in 2007/081o 487 in 2010/11, and increased enrolment
into the public universities from I 6, I 34 students in 2008/09 to 24,L16 students in
2010111.

153. The sector's challenges include inadequate infrastructure and staffing,
slow pace to ICT integration, and dealing with accelerated admissions to
university. In the medium term, the Government will seek to address these
challenges by providing enhanced education and training opportunities, building
capacity in industrial training, and reforming university education system.

154. ,Tbe 2012 MTEF estimate for the sector totals Ksh 721.2 billion, of which
KSh 229 billion has been set aside for FY 2012/73, a7 percent increase from FY
2}lll12funding level (Table 5.5). This is projected to increase to KSh 251.3
billion by 2014/15.
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Table 5.5; Education Sector 1/

?012113 2013114 2014115

Ivledium-Term estimates

2011112

Revised

2012 MTEF

TotalKsh billion

National

o{ which: Transfer lo Publrc Entities

Counlies

213.5

51.2

0.4

228.6

57.4

0.5

240,4

61.6

0.5

250.8

64.9

0.5

719.8

I dJ.6

1.4

otal

of which: salaries

229.0

119.5

213.9

115.2

2 .3 .2

2AO O123.4 127.1

1/ lncludes education, and higher educatlon sub-Seclors

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

estimated MTEF budget of Ksh I.4 billion, mainly to cater for pre-primary

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

Governance, Justice, Law and Order Sector (GILOS)

156. The Sector plays an important role in providing a stable environment for

the political, social and economic activities to thrive. Following the prornulgation

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

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

newly established institutions are the National Police Service Commission

OrPSC), the Constitution Implementation Commission (CIC), and the Office of
the Director of Public Prosecutions (ODPP). The Judicial Service Commission

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

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

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

execution of its programs, including enhancing governance, rule of law, and

preventing corruption among others.

158. Funding over the 2012 MTEF period will facilitate the implementation of
the new Constitution; improve access to judicial and legal services for all
Kenyans; enhance the security of identification, registration and travel
documents;; prevent and combat the occurrence of corruption and economic

crimes including tracing, recovering and restitution of conuptly acquired assets

and ensuir public safety and security; reform and modemization of the electoral

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

and ethics; and registration and funding of political parties.

159. For FY 2012113, KSh 120.9 billion has been set aside, representing about

l4 percentincrease from FY 2011112 funding level (Table 5.6). This is projected

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

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

2011112

Revised

2012113 2013t14 2014115

Medium-Term estimates

2012 MIEF

TotalKsh billion

105.8

4.0

7.5

0.3

1EF I

l1.o

30.2

1.1

National

o{ which: Transler lo Public Entities

Judiciary

Counties

1 20.6

4.2

9.8

0.3

115.4

4.3

10.0

0.4

'119.4

4.4

10.4

0.4

otal

of which: salaries 55.4 60.1 60.4 62.3 182.9

1/ lncludes Ministry of Stale for Provincial Administration and lnlernal Securily, Office of the Vice President

and lutiinislry of Hame Aff airs, Ministry of Justice, NationalCohesion and Conslilutional Aff airs, Stale Law

Office, ludiciary, Kenya Anti-Corruption Conmission, Kenya Nalional Audit Office, Ministry of Slale /or

lmnigration and Registration of Persons, lnterim lndependenl ElectoralCommission and the Dtectorale of
Public Prosecution.

Assigned functions to the counties include ensuring and coordinating the
participation of communities and locations in governance at the local level and
assisting communities and locations to develop the administrative capacity for the
effective exercise of the functions and powers and participation in governance at
the local level. These are estimated to cost Ksh l.l billion over the MTEF period.
However, this may increase depending on the scope of restructured functions of
the provincial administration in line with the Constitution.

Judicianr

160. The GJLOS sector includes the MTEF budget for the Judiciary that is
expected to be submitted directly to the National Assembly in line with the new
Constitution. The challenges facing the Judiciary include case backlog, case
delay and inaccessibility to justice in many parts of the country. This is attributed
to lack of adequate facilities in most of the existing 120 court stations in the
country; inadequate numbers ofjudicial officers and other suppoft staff; and slotv
adaptation and institutionalization of ICT technology and other facilities.

l6l . During this MTEF period, the Judiciary u,ill prioritize the implementation
of the new Constitution and cintinue to implement strategies that will Iead to
reduced case backlog, improved access to justice and modernize the courl system.
The MTEF funding level is estimated at Ksh 30.2 billion, of which Ksh. 9.8
billion is forFY 2012/13. This has been arived following consultations with the
Judiciary.

P u b lic A dmin istr ati o n an d I nt er natio n al Re latio tts

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

some of which are members of the sector. These include: Office of the Controller
of Budget, Kenya National Audit Office, Salaries and Remuneration Commission

and Commission on Revenue Allocation. Further, Kenya National Assembly
previously falling under the Governance Justice Law and Order Sector was

incorporated in this sector.

163. Funding over the 2012 MTEF period will enable the sector to oversee the

implementation of the new Constitution; provide leadership and policy direction
in the governance of the country; coordinate and supervise government affairs;
promote sound public financial and economic management for socioeconomic

development; articulate and implement Kenya's foreign policy for national

development; promote macroeconomic stability, mainstream MDGs into the

nation's policy, planning and budgetary process, implenientation, monitoring and

evaluation; promote efficient and effective human resource management and

development for improved public service delivery; and promote public service

integrify.

164. ForFY 2012113, Ksh. 107.3 billion has been set aside to fund the sector's
programmes (Table 5.7). This is projected to increase to Ksh. 114.5 by FY
2014/15, bringing the total MTEF estimate to Ksh. 331.8 billion.

Table 5.7: Public Administration and lnternational Relations 1/

2011112

Revised

2012113 2013114 2014115

Medium-Term estimatesKsh billion

2012 MTEF

Total

o?7

20.3

14.6

20.8

National

of which: Transfer to Public Enlities

Parliament

Counties

oro

20.2

10.2

t/.o

79,3

21.0

12.1

28.1

90.2

20.0

14.1

19.8

263.2

61.3

40.9

68.6

107.3

14.6

109.9

14.7

114.5

15.1

Total

of which: sa/arles

110.5

13.2

331.8

44.4

1/lncludesslafehouse, publicservice,foreignaffais,planningandnationaldevelopment,finance,cabinet

office, public serylce commission and prime minisler, Controller of Budgel, Parliamenl, Commrssion of

Revenue Allocation, KElrlAO, Sa/arles and Renumeratlon Commission

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

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

Parliament

166. This sector inciudes the MTEF budget for the Parliarnent that is expected

to be submitted directly to the National Assembly in line with the new
Constitution. Parliament plays a crucial role in strengthening the democratic
space and good governance in the country. Under the new constitutional order,
parliament will consist of the National Assembly and the Senate. This is expected
to increase the resource requirement to cater for the increased membership of

2072 Budget Policy Statement Page 47



Parliament from the current 224 to 418 and for additional ph1,5iss1 facilities and
infrastructure.

167. Total MTEF estimate for the Parliament is Ksh 40.9 billion. For FY
2012113, Ksh. l2.l billion has been set aside as baseline ceiling. Horvever,
consultations rvith Parliamentary Service Commission are ongoing ahead of
finalization of detailed budget to firm up the resource requirement to cater for the
10'h Parliament and initial requirements for the expanded Parliament during the
second half of the financialyear.

Social Protection, Culture and Recreatiorr

168. The sector's strategic objectives include formulating and implementing
national and cultural heritage policies; youth empowerment; gender, children and
social development; disaster management and coordination of development
activities in arid and semi arid areas which cuts across all the three pillars of the
Kenya Vision 2030. Key achievements for the 2011 MTEF include: resettlement
of IDPs; disaster mitigation; increased coverage of cash transfers for the
vulnerable groups in the country; development of cultural and heritage
infrastructure; improvement and construction of water and sanitation
infrastructure in the ASALs; construction, rehabilitation and equipping of Youth
Polyechnics and empowerment centres.

169. Funding over the 2012 MTEF period will continue to enhance delivery of
the sector priorities. For FY 2012/13, Ksh 37 billion has been set aside to suppoft
the sector'activities (Table 5.8). This is projected to increase steadily to KSh
47.1 billion in2014115, bringing the totalMTEF estimate to KSh 126.7 billion.

Table 5.8: Social Protection, Culture and Recreation 1/

2011112

Revised

2012113 2013t14 2014t15 2012 MTEF

TotalKsh billion Medium-Term estimates -
Nalional

olwhich: Transfer to Public Entities

0ounlies

28.0

98

1 0.1

23.5 32.8

8.5

9.8

36.8 _

10,5

10 3

93.2

26.2

33.5

7.

13

2

,4

Total

of which: salaries

38,1

J.J

37.0

34

42.6

3.5

47.1

J.0

126.7

10.4

1/ lncludes NationalHerilage and Cultures, Gender and Children Development, Special Programmes, .youfh

aflairs and sporls, developmenl of nofthern Kenya and aid lands.

170. Assigned functions to the counties include sports and cultural activities
and facilities, among others, which are expected to cost Ksh 33.5 billion. The
sector will benefit fronr additional funding from the equalization fund as some of
the activities covered under the sector benefit the marginalized categories.
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E nv ir o nnt e ntal P r otect io n' W ale r' an d H o us in g

17l. The sector plays a key role in ensuring th?|t':?^-I:nyan has access to

decent and affordaut"iousin[ with access to p-ortable water in a clean and secure

environment.

lT2,overtheMTEFperiodthesectoraimstoachieveexpansionofwater
coverage una ,"*.,Jg" 'r"Jriti"t' scaling up water t'o':g-"^,to improve water

security; scaling 'p-?tig"ii"n 
to reduc"" dtp"ndt''ce of rain fed agriculture;

protection, conservation and managelnent oi catshment areas; mitigation and

adaptation ,"u'u'"'--oI1 climate itlung";-"nfo"t*tn'.' of sector laws and

regulations; restoratiori-of Nairobi ni"rlrc; modernization of meteorological

services; mineral .;;i;r;;"r'unJ ,nining cadastre .system,; 
enhancing housing

development through various initiuti'Es; up-s"aling ' :ly upgrading and

redevelopm"nt; und"lo*.ring tt" cost of building material to increase access to

housing.

|T3,The20l2MTEFestimateofKShl54.lbillionhasbeenallocatedforthe
sector. For Fy zoliil,iirt,. +s.stittion-i,as been set aside, increasing to Ksh'

sa.iUiilion bv FY 2014115 (Table 5'9)'

|T4.Underthissector,assignedfunctionstothecountiesincludesoiland
water conservation, forestry, storm wate' *urlugt'"nt'. and water and sanitation

services, as well u, 
"oni.i'of 

air pollutior, noir"" pollution, other public nuisance

and outdoor advertising. preliminary 
"osting 

of ihese functions amounts to Ksh

1/ lncludes water

30.8 billion for the MTEF Period'

Nattonal SecuritY

and inigation, en vtronnent and Min eral resources, and housing

l.l5.ThenationalsecuritySectorcomprisesofdefenceandnationalsecurity
intelligence s.rvices. Th " iotz MTEF ,riiru," of KSh 199.9 billion has been

allocatedfortheSector,ofwhichr'i.,0+.:billionhasbeensetasideforFY
zllTll3,rising to ftfl' Og billion by FY 2014115 (Table 5'10)'

1lnd Housia ngnatiodan lrrlWater sProtectionentalmr0nEnvi5.9
2011117

Revised
Total

2012113

Ksh bitlion

2013114 2014/15 2012

Medium' Term estimates

2AO

4.5

8.8

38.7

4.5

9.8

40.9

4.5

10.2

43.7

4.5

10.7
of which: Transfer to Public Enlities

13.6

30

47 .7

3.4
of which:salaries

.5

3.7

.5

3,5
10.7

54.

?A

51
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Table 5.10: National Security

Ksh billion

2011t12

Revised

2012113 2013114 2014t1s

Medium-Term estimates

2012 MTEF

Total

Nalional

of which: Transler lo Public Entities/l

Counties

78.6

77,8

64.3

63.4

676

666

68.0

669

199.9

196.9

Total

of which:sa/arles (excl. DoD & NS/S)

78,5

0.6

64,3 6i.6 68.0

0.7

{00 0

1.U0.7 0.6

1/ Defense and national inteligence servlces (include sa/ariesJ

Conclusion

l'76. The 2012 MTEF is marked by moderate growth in overall expenditure,
taking into account the u,eaker economic outlook and the need to maintain fiscal
disciple during the implementation of the new constitution. Expanding
infrastructure investment, while maintaining reasonable groMh on socjal
development priorities remain a priority. Preliminary allocations to counties
reflect a transition arrangement while ensuring continued provision of basic
services to Kenyans.

177. Overall, the set of policies outlined in this BPS are consistent vvith the
national strategic objectives pursued by the Government as a basis of allocation
of public resources. Details of the strategic objectives are provided in the first
updated Vision 2030 MTP released in December 2011. The policies and sector
ceilings annexed herewith will be the basis for the preparation of the 2012/t3
MTEF budget.
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ANNEX 1: STATEMENT OF SPECIFIC FISCAL RISK

I. O\rERWEW

l. The Kenyan economy is highly susceptible to various domest'ic and
external shocks. These shocks include: (i) drought which puts additional demand
for budgetary resources for intervention measures in the dry parl of the country
mainly in need of food assistance, water, and health care; (ii) increase in
international oil prices which raises the cost of transportation and energy; and
(iii) insecurity in the porous border along Somalia, piracy in the high seas, and
threat of terrorism, rvhich together combine to limit trade and tourism. More
recently, the economic and financial turmoil in advanced economies which have
slowed global growth continue to pose challenges to our economy. To this end,
maintaining fiscal stability is critical for safeguarding against these adverse
shocks and ensuring that growth is sustained despite challenging circumstances.

2. As part of requirement under the Fiscal Management Act, 2009, this
Annexure presents the Statement of Specific Fiscal Risks (SSFR). Specifically,
it outlines Kenya's exposure to fiscal risks that are associated with assumptions
used for fiscal projections, public debt dynamics, operations of state corporations,
public-private parlnerships and contingent liabilities, vulnerabilities of the
financial sector, as well as risks posed by drought.

3. Overall, the Statement highiights the following

. Macroeconomic assumptions have been broadly accurate, although
economic growth and under-spending by Line Ministries remi-ins 

ja 
key

concern;

. Based on the latest Qrlovember 2011) debt sustainability analysis, our
public debt is projected to be sustainable;

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

. The financial sector remains generally resilient even with the recent
interest rate and exchange rate shock; and

o Steps are being taken to ensure food security with ongoing irrigation
programmes and robust early rvarning system, but significant investments
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rvill be required to meaningfully reduce the country's vulnerability to
repeated droughts and mitigate the effects of climate change.

4. Going foru,ard, there are ongoing measures to nritigate these risks but
more needs to be done to guarantee fiscal viability in case of unfavorable fiscal
developments.

il. FINANCIAL OBJECTIVES

5. The Government will pursue prudent fiscal policy which is critical for
macroeconomic stabilify. As such, the Government's fiscal stance will continue
to strengthen debt sustainability over the medium to long term, while suppoffing
grora,th and employment in the face of challenging economic environment. It also
continues with efficiency and irnprovement in the productivity of expenditure.
Given the limited resources, expenditures are targeted on:

. Poverty reduction and empowerment of the poor and vulnerable through
adequate allocation of resources to priority social sectors, such as education and

health;

. Sustained economic growth through improvement in physical infrastructure
sector, such as roads, rail, ports, water and inigation, and reliable and affordable
energy;

Expansion and diversification of exports, and boosting agricultural productivity;a

a

. Enhancing food security and protectingthe livelihoods of the poor and the most
vulnerable members of our society;

. Transparent, accountable, ard participatory governance through setting up the
essential frameworks for implementing the new constitutional order;

. Strategic interventions through programmes targeted for job creation for the
youth; and

Strengthening intemal security and rule of law

6. The Government will manage the budget deficit to ensure sustainable
debt levels over the medium term. Fiscal consolidation will enable us to rebuild
fiscal space in preparation of any economic downtum given that we are now
leaving.in a world full of uncertainty. In addition, fiscal structural reforrns are

expected to reduce the country's sources of fiscal risks as policies will center on
reforms in tax policy and administration, non-tax revenue, expenditure
managemen! privatization of government entities, and debt management.
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III. SPECIFIC FINANCIAL RISKS

Changes in Underlying Macroeconomic Assurnptions

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

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

and Lxpenditure projections in this BPS and the budget estimates and expenditure

to be submitted to Parliament for approval by end of April 2012.\n particular, the

budget is sensitive to the following key macroeconomic variables:

. Economic growth: this mainly affects tax revenue. A slower-than-

projected growth in real GDP lorvers tax collection, especially income

taxes and VAT collections.

Macro prices:

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

certain levels of very high inflation may constrain consumption and

lower VAT collections.

a

instance, a weakening of the shilling vis-i-vis the uS dollar improves

revenue collection, mostly through customs duties and VAT on

imported goods. On the expenditure side, foreign interest rate

payments and foreign expenditure-related maintenance and operating

expenditures will be negatively affected.

expenditures through an increase in domestic interest payments. On

the revenue side, the 10-25 percent u'ithholding tax on income on

fir'rancial instruments also increases re\renue.

. IntporTs of goods: A growth in merchandise imports (excluding

government imports and oil imports) positively impacts revenues given

the higher tax base for import duties.

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

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

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

in inflation and Treasury bill rate.
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Table Al.l FiscalSensitivity to Kev Macroecon omic \/ariables,1012ll3 (Ksh billion per year)

Revenue Expenditure Budget balance

One percentage point increase in real GDP (%)

One percentage point increase in inflation rate

8.6 0.0 8.6

(%)

One percentage point increase in Treasury Bill

rate(%)

7.7 r 1,9 -4.2

40 8.2 -4.2

l0% depreciation in exchange rate (1(sVUS$)

One percentage point increase in US$ value of
goods imports (%)

5,8 1.1 4,7

0.6 0.0 0.6

Source: Estimates from Ministry of Finance

Forecast Accuracy of Underlying Assumptions and Budgetary Aggregates

9. Overall, the macroeconomic assumptions underlying the recent
budgets and actual budget outturn have generally been accurate with fairly
minimal deviations (see Table A.1.2). over the period 20091t0-2olll12, the
average deviation between the assumed and provisional actual real GDP grorvth
rates was only 0.1 percentage point. with respect to inflation assumption, the
large deviation in 2009110 and the current financial year 207lll2 reflect the
methodological revision of the CPI series by the Kenya National Bureau of
Statistics (KNBS) from arithmetic mean to geometric mean and the inherent
volatility of international oil prices, respectively. Also, inflation was volatile in
2011/12 due to the adverse impact of drought which increased food prices. The
sharp depreciation of the shilling exchange rate against major .international
currencies occasioned by monetary shocks also increased deviation between the
previous BPS and 2012 BPS. Meanwhile, the average deviation on export and
imporl growth rvas minimal.
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Arrtr Al.i: Dn,irtioos bthtro llrcrororomit Asrmpliorsfiiscrl Aggr4rtcs projtcrioos rod Aclui (ln pucutoy Poiils: unkts slctilieq

Pmj

2009/t0

Act. Dev. Dct. BPS'I I 
r/

2009/10.201 t.l2

Arn3c DcvialionPmj.

2010n r

Act.

20t l/t2

BPS'I2 Dcl

1.1%

16.1

t.B%

38%

l. Krr Macroaonomic Assumolions

Rul GDP

lnllation ratc (avg)

Domcstic bomwing (avcragt ratc)

Erclungc ntc (l(sly'USD), avg

Lrpn groNttr

lrnpon gmvth

Il Frsl Asmstcs finKsh bi]lionl

Totrl Rctcnuc

Tar rnd mn1xt

Ordinary, ircl. LAff
AJA

Gnnls

Total Erpcnditurc

REWnI

Dcrclopm.nt

Domstic

Eslcml
NctLmding

Balanc

llEndng

Nct Foaigr:

NelDomstic

Orlcr

Mcmo itams:

Nomiml GDP (Ksh billion)

3.Pk

l.1.40/. .?.9%

11.9

31%

1.0%

.t.2

.1.6%

.3.2%

t.9%

13.7

.22.1

-t.7

-20 I
-]1.6

-t 1).8

-8.6

-t 01.2

-28.0

-16.1

-0.1

69.t

.77.5

-54.i

-23 2

0.0

5.5%

5.t%

9.rh

81.I

l) 8%

t4.2%

4.8%

160%

91%

869

8.1%

.0.7%

!0.9x

-4.5%

i.8
.3.M

.3.tx

15.0

t5.6

22.8

-7. )

-0.7

)2.1

J8.6

.15.9

-t 1.8

1.1

-0. l
.i.7

7.6

50.7

-t3.1

4.0

0,t%

t.6%

20

0.1%

.2t.6

.9.3

1.7

.11.0

-t23

-4?.8

?.8

-55.6

- l,{.3

-tl.t
{.1

16.1

-11 7
. t0.1

- l4.l
.2.8

148.6

5.)% 5.0%

5.0% 6.9%

8l. t

t1.8%

14.1%

l2.J

116%

20.1%

Lt
0.8%

6.5"r

82ll
114.1

?0i.0

7t.4

18.t

915.1

644.6

ll l.l
206 J

lL9
2.1

- I i2.5

I J2.6

41.4

I05l
0.0

604.t i68.8 .36.0

569.5 548.1 -21.1

531.8 5l?.9 .t5.9

15.? 10.2 -5.5

lJ.3 20.7 .14.6

111.4 ?t9.1 .53.3

5l I.t i04.4 4.7

26t.1 2t4.1 -1(,.6

155.t 151.9 .3.)

t03.8 60.5 -13.i

2.4 2.1 -0.1
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10. The actual performance of fiscal aggregates vis-ir-vis target was

generally mixed. The projection for ordinary revenues was broadly accurate with
average deviation over 2009/10-2011112 estimated at Ksh 1.7 billion. The large

deviation in 2011/12 between 2011 BPS and 2012 BPS reflected th*chiihge in
VAT withholding mechanism which was not anticipated at the time of
preparation of the curent financial year budget. On AiA performance, the

deviation was mainly attributed to under-reporting by line ministries. It is

expected that these deviations will narrow when audited accounts are used as

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

/.

I 1. Execution of recurrent expenditure was generally satisfactory for
2009/10-2010/11 with minimal deviation between projected and actual. However,

the large deviation in 20ll/12 between previous year's BPS and this 20i2 BPS

reflect the unexpected expenditure associated with drought intervention

measures, salary awards, and security intervention in Somalia. On development

expenditure, the average deviation is large, mainly reflecting low absorption of
foreign financed expenditure. Absorption of donor grants a\/eraged 70 percent

u,hile that of project loans was around 50 percent.
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12. The slou,er-than-programmed spending on developnrent budget poses a

risk to the fiscal program, going foru,ard. In order to prevent this risk from
materializing, the government has been pressing its line ministries to increase
absorption to at least 80-90 percent as part of performance contracting. Also, key
infrastructure ministries and departments have been asked to submit monthly
implementation reports. Donors have also been asked to speed up the issuance of
"No Objection" to improve absorptive capacity of implementing agencies. Other
measures include asking ministries to improve procurement planning and
implementation capacity in managing procurement process.

13. Overall, the actual fiscal deficit turned out lower than budgeted over the
period 2009110-2010/ll. Going by the slow execution rate so far, partly
associated with tight domestic financing constraints, the current financial year
may also register a lower-than-budgeted deficit. While this may indicate a
somewhat strong fiscal position, it happens against a backdrop of lower execution
of the budget which does not bode well for growh and poverty reduction.

14. Going forward, there are risks associated with expenditure proposals that
cannot be accommodated u,ithin the baseline ceilings. Some specific key
additional requests are summarized in Annex 10. These expenditures are
disclosed because they could have a material effect on the fiscal outlook given
the limited budgetary resources. Some high priority expenditure proposals from
these list could be taken on board during finalization of detailed ministerial
spending plans if savings are identified and resource envelope firmed up.

Vulnerability of Public Debt to Shocks

15. The Government recognizes the importance of managing debt prudently
to avoid unwarranted debt burden to the future generation and reduce the risk of
macroeconomic instabiliry. Significant effort has been made to improve the
institutional arrangement for debt management as well as capacity t6 assessment
of risks.

I nstit ulio n al arr a ng e me nls

16. The Debt Management Deparlment (DMD) at the Ministry of finance is
responsibie for formuiating ciebr srategy anci ensures prucient ciebt management.
Under'the new Constitution, a new legislation governing the operations oipublic
borrowing and guarantees needs to be in place on or before the new devolved
government is in place. The proposed Public Financial Management Iaw provides
for a new institutional and legal framework of managing public debt in a
devolved system of government.

17. Under the current Medium-Term Debt Strategy (MTDS), 2011, the
principal objective of Government's debt management is to meet the Central
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Government financing requirements at the Ieast cost truith a prudent degree of
risk. The secondary objective is to facilitate Government's access to financial
markets and suppo( development of a well functioning vibrant domestic debt

market.

Assessntent of Risks

18. The latest (Novenrber 2011) debt sustainability analysis (DSA) for Kenya

based on the International Monetary Fund (IMF) DSA framework indicate that

Kenya faces a low risk of external debt distress. This reflects the limited reliance

on external bonowing and an expected improvement in macroeconomic

performance. AII external public debt indicators remain below the relevant

country-specific debt burden thresholds. For instance, external debt as a

percentage of GDP broadly remains stable at 17-19 percent range from 2011 to

2016 (see Table below).

19. Under a combination of shocks-lower GDP groMh, weaker exports, a

lower GDP deflator, and a fall in FDI-the DSA reflects that public debt is
generally resilient. Even though debt indicators worsen (NPV of public external

debt riseS,from 18 percent to 26 percent), they do not result in a breach of the

thresholds during the projection period, 20ll-2016.

20. The sustainability of Kenya's debt depends on macroeconomic
performance and a prudent borrowing strategy. The projected investment in

infrastructure and the assumed improvement in the investment climate rvould be

crucial to sustaining strong exports and GDP growth. Additionally, Kenya's
success in avoiding unsustainable debt to date reflects good management, but
also limited willingness on the part of creditors to provide financing, at times due

to governance concerns.

Summary: Erternal Debt Sustaina bility Assessment

(in percent of GDP)

20r l 2012 2013 2014 2015 2016

NPV of PPG Erternal Debt

In percenl of GDP (threshold=40)

B aselinc

Combined shocks

t't.s

t7.5

19.0

2i.8
I8 9

26.2

18 7

75.6

I 8.4

24.9

t1.6

23.8

In percent of exports (threshold=l50)

Baseline

Combined shocks

5'7.0

57.0

65.3

69.0

68.9

80.8

73.4

85.2

76.4

8',7.7

't8.2

89.3

PPG Erternal Debt Sen'ice

In perceut of exports (thresbold=20)

Bascline

Combined shocks

38

38 4.1

4.2

4.2

4.7

4.9

4.8

5.0

4.9

5.2
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21. Overall, the Government u,ill continue to build on the recenl. mediurn-
term debt strategy to help maintain a prudent borrou,ing strategy. Strategies to
guard against shocks will include a build up in international reserves as envisaged
in the current Government's economic programme supported by the IMF under
the Extended Credit Facility arrangement.

22. In addition, securing timely information on new disbursements under
external loans renrains a challenge, with Debt Management Department
continuing to rely on information from creditors, u,hich creates a lag in recording.
The Government hopes this rvill inrprove once the electronic Project lr4onitoring
Information S),stem (ePROMIS) is linked to the Commonrvealth Secretariat Debt
Recording Management System (CS-DRMS). A process to establish the level of
contingent liabilities is ongoing, while the disputed commercial contracts have
been managed prudentll,. The anticipated implementation of devolved
governance system is likelyto result in increased level of contingent liabilities as
counfy liabilities are taken into account.

Contingent liabilities of State-Owned Corporations

23. While liabilities of state-owned enterprises constitute a potential source of
fiscal risk, they are currently not a major cause of concern. A study that was
conducted four years ago of 25 state corporations that the Government perceived
to account for the majority of the contingent liabilities revealed that out of Ksh
57.6 billion total liabilities, about half or Ksh 28.2 billion constituted potential
contingent liabilities. Of the contingent liabilities, about 80 percent rvere
accounted for by two corporations-TARDA (Ksh.i3 billion) and NSSF
(Ksh.9.8 billion). Contingent Iiabilities relating to TARDA arose from under-
insurance of the power generation assets whose financial benefits were enjoyed
by KenGen, given that the assets had not been fully vested. NSSF's contingent
Iiabilities relate to court cases and possible penalties for non-compliance with tax
regulations.

24. Given that the causes of contingent liabilities are fairly geneiic, the broad
policy reconrmendations emerging from the study of 25 state corporations are
relevant to other state corporations. Thus, the Government will continue to: (i)
closely monitor and evaluate state corporations based on performance contracting
as well as strengthen their governance; (ii) ensure state corporations' pension
schemes convert from defined benefit to defined contribution schemes to limit
Government exposure to unfl:nded iiabiiities; (iii) review the manciates of some
state cbrporations and conclusively vest assets and liabilities; (iv) and speed up
the privatization programme.

25. Significant progress has been made in eliminating exposure to risks. For
instance: (i) the process of vesting of assets & liabilities in respect of the relevant
state corporations is progressing well, with the completion of vesting of
TARDA's electricity-generating assets in KenGen and the on-going vesting in
roads authorities (KeNNHA, KeRRA and KURA) and the Water Services
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Boards; (ii) virtually all state corporations have now converted their pension

schemes from Defined Benefits Schemes to Defined Contribution Schemes,

effectively extinguishing the related contingent liabilities falling on the

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

of implementation under the current privatization programme as approved by the

Government; and (iv) a policy and the related draft Bill oh the

ManagemenUGovernance of State Corporations is currently at advanced stages of
development.

26. Overall, following reforms in sectors such as telecommunication,

transpoftation, and energy, the fiscal risks have reduced. Privatization and the

off-loading of some operations to private entities through various forms such as

concession arrangement have, to a large extent, transferred various risks of state

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

relating to shareholder's role/obligation in the operations of the corporation with

Government still remaining as strategic partners in some of key institutions.

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

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

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

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

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

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

budgetary allocations through transfers and constitute the central government

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

helped fund the govemment budget. For instance in 2010/t I inflows in the form

of dividends and other fees reached about Ksh t0 billion. Vigorous actions have

been undertaken in pursuing the collection of these dividends' :- ::

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

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

corporations that are able to repay their rescheduled debt are repaying to the

Government and are part of receipts financing the budget.

Public Private Partnership and Contingent Liabilities

29. The Government recognizes the need to explore Public Private

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

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

wastewater treatment, irrigation, solid waste management, information and

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

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

line u,ith Government's goal of infrastructure modernization, efficiency in public

service delivery, development of wealth creation opportunities, competitiveness

of the country, and shared growth strategy.

2012 Budget PolicY Statement Page 59



30. The Government is aware that the PPP arrangements may expose the
country to a variety of complex fiscal risks, including right-of-rva1,.
political/regulatory risk and change in law, currency convertibiligr, events of
termination, material adverse effect, among others. To ensure prudent
management of contingent liabilities, the Government is at the final stage of
developing an appropriate legal and regulatory framervork to guide the PPP
agenda. In addition, the Government will continue introducing administrative
alrangements and processes that will help guide the selection and implementation
of projects. Scrutiny of PPP projects will be done carefully to preserve fiscal
discipline and safeguard the interest of tax payers. All guarantees and other
security instruments provided under the PPP agenda, together with all other
contingent liabilities will be integrated into the debt management process.

Resilience of the Financial Sector

3l. According to the Central Bank of Kenya (CBK), the banking sector
remains adequately capitalized as total capital adequacy ratio (CAR) of the
banking system as of end-December 2011 stood at 19.4 percent compared to the
statutory minimum of 12 percent. The non-performing loan (NPL) ratio of the
banking system dropped to 4.4 percent as of end-December 20ll from 6.3
percent in December 2010. Stress tests conducted by CBK taking into account the
prevailing high interest rates regime indicate that the banking sector remains
sound.

32. Commercial banks partially orvned by the Government pose minimal risk
after the Ksh 20 billion restructuring of the National Bank of Kenya in 2008. The
other large banks are broadly on sound footing and have limited risks.
Privatization of Consolidated Bank and Development Bank of Kenya is ongoing
under the privatization programme that is managed by the Privatization
Commission. The envisaged privatization of Consolidated Bank and
Development Bank of Kenya u,ill further reduce the exposure of th-e Government
to the banking sector.

33. To strengthen the banking sector, the Government will step up the efforls
to strengthen the financial infrastructure to adapt to the new challenges associated
with the modemization of the banking system, including cross-border operations
and mobile banking. Measures conducive to that goal are the following:

. Implementing consolidated supervision to enhance oversight of banks
rvith cross border operations. This will be hinged on information sharing and
co-ordination befween the CBK and other supervisors particularly in the East
African Community where Kenyan banks are expanding their footprint.

. Reviewing capital and liquidiry standards for banks to strengthen them to
be able to withstand periodic shocks.
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" Upgrading the crisis management frameworks (CMF) to deal u,ith the

challenges of cross-border banking activities.

. Reinforcing prompt corrective action by the CBK, following the

amending of the Banking Act.

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

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

local groups.

. Expanding the credit information sharing mechanism to include various

credit providers beyond banks such as microfinance institutions and

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

providers.

. Expanding supervisory procedures to ensure full monitoring of financial

business driven by bank agents under the newly introduced bank agency

model and through the use of mobile banking.

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

minimal:

. The Government is not currently guaranteeing loans to the Development

Finance Institution (DFIs) untii these institutions are restructured and a:robust

legal framework for their supervision is in place. A DFI Bill is currently

being developed to facilitate reforms in this sub-sector.

. Reshucturing of the National Social Security Fund Q.JSSF) is ongoing and

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

RBA rules have helped ensure stabiiity in the pension sector as a whole.

. Insurance and capital markets industry is reforming with strengthened

regulations from the regulators-lnsurance Regulatory Authority (IRA) and

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

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

Public Service Vehicle (PSV) sector. To further strengthening capital

markets, legislation to allow the demutualization of the Nairobi Stock

Exchange will be introduced shortly.
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. The Government has launched the Anti-Money Laundering Advisory
Board, u,hich will shortly appoint a director to manage the Financial
Reporting Center (FRC) as provided for under the Proceeds of Crime and

Anti-Mone1' Laundering Act of 2009.

Drought Mitigation and Management

35. Kenya is a drought-prone country due to its location in the Horn of Africa
and recent climate changes. More recently, the recurrences of drought and dry
speil have increased. Financing of drought intervention measures have consumed
significant budgetary resources, far much more than the Ksh 2 billion set aside
for drought relief and another Ksh 2 billion for civil contingency fund. For
instance, at the beginning of the current financial year 2011/12, drought
interventions measures consumed over Ksh 10 billion.

36. Due to the risks posted by drought, the Government has invested in
various water and irrigation programmes and initiatives to reduce the country's
vulnerability to repeated droughts, including strengthening the capacity to
respond to the disaster. Some of these initiaves include early warning systems
managed by the Kenya Security Steering Group (KFSSG), and upgrading the
infrastructure used for providing timely weather forecasting. To strengthen these
initiatives, the Government is in the process of developing a legal and
institutional framework that will provide for risk assessment and early warning,
knowledge building and awareness raising, as well as effective early response
and recovery preparation.

37. Looking ahead, significant investments will be required to reduce the
country's vulnerabiliry to repeated droughts. This includes stepped up support of
improving domestic agricultural productivity in a sustainable manner, in line with
the Governntent's action to ensure food security by investing in irrigation and
agribu siness activities.
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Ofirn ?1n1 75191 33,7s5 35 955 3t.632 10,0{5 3?,6U 33.S{

PUBLIC ADMilFruIoil t lli'llRNrllolllt REUTlollS Grosl 5t,5,19 50,200 r9,156 51,3fl 52,t1 $ll6 s,13? t0,t!5

A.]-A trt
930 967 1fll t11 l110 1.152

t{d 53,651 {9169 1t,ll9 51.013 53J19 t.1'1 59.1t5

SrbrB 13,601 1 1,691 16.130 13,199 r3.73r 11i20 1{69 15,10t

0nnt [ ]Emlm tg.flr 20.5{6 19.756 20115 11192 21j01 20m5 24fi1
00ntt 21 210 17.2{6 r7.191 fi.n5 20521 11 llt ,. ?3,66 ?{.t9t

ilAIt0[^I. sEc1,RIY Grosr 56,tt6 50.!91 t5.153 7t,$0 il,0t2 6l.2ll [?,601 61,011

A+A {?3 1p

,{d 55 263 {9S? 65 r63 it $0 610D 6(2r3 6',i.001 61,011

0ltltuEh $hrrs 5/5 601 506 6il o{ 6{3 129

Gnnh I TEBha 5{,7C2 1t,661 6{,{21 n.tu 63.330 63.{03 s.6$ 56J11

h.B lJzr 1,1?l 1$ 115 127 lLt 3?6 397

SOO^I' PROIECTION, CUI,TURE ANO RECRITIOil Grcsr 11,156 16i09 r!J06 ?1,0!2 [,1!? 1t,st1 20,30? ?1,0!5

A1.A r03 1t5 105 l1{ 120 r19 110 r5{

lid r(.051 16.U{ 19E01 m$t ll0n tE,56? 20J$ 23.910

0Y\iulL Sahra 2 519 2 753 2tg 3 263 2,S3? 3,m 3.{5{ 3.t0
Gnnl I TnNhB {.{?5 6.08 9,gtt 9.793 7.SC 7,115 t,l5? r0 535

0h!E 7.113 7,{0? l,m5 i"$1 tfi t.1J7 gml s-s1

s'10 ENVNONilEI{IAI. PROIICMil, TIATER AND IiOU$NG (EN'\IHI

Gmn !,015 3In 10,1r0 t0,t?1 10,6t5 !1,S!7 12,1n

A.{-l 7t 3 051 2612 2n3 2 56r 3,129 3.{8 3.1?9

I 6,56t 63( 7,Ot 1 117 t,0$ rr07 1.7( 9.316

IIs ?.1t1 2.Sn 3.fl9 3J6f 3t12 3.{S 3571 3ils
Gnnb & IruEhn 3.$6 {.100 3.9U lln {.096 4.509 l 5?l {,5?1

0h,r 2.t61 2.lt 3.m3 2.nr 330 3,m (.0D {,$6
TOTAT RECURMITI Gnsr .18.n5 l97J$ 55i.799 57r.0!t s4.!0! $tI17 62?JO 65r,li1

A.t{ 71,$! i0,5t5 It,!75 r(,15t 71I51 r2ls3 B,$l l!.{57

ild l,rrJ15 o6,l7t lt!,020 501,$[ 512,1{1 ns,5{? 5ll,?5? 55!,179

0l l{hidr: Srhd!! t0t itl
203,503 nlsu 230,t7! zt5,t51 lt{Jri lll 2lt 25!Jl1

Gmb I lnishE 201,$2 191,3il 22!,07! il!,t$ ?2!,sr 2llJr3 t5{,111 ils,I!
0b!r! !3,)/ !4,!$ 102,55l 105,r11 r13,2!0 14J15 82,X5
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Annex hble 5: DevelopmentSectoral Ceilingsforthe llilEF Period 2012/13'2014/15 (KShs, lliillion)

|{Ali|E0l$c10R 1010111 hlimatet P' ted Revise( Baseline Ceilint Ptoiedions

Printer ApDtovet 2011111 201 211 3 1012r13 ?01iI13 201311{ ?014t15

)t/ I AGRICUTIURI AIID RURIL OEI,II.OPl)lE}II Gross n,?59 25,655 25,102 30,091 t3 43{ 26,059 17,913 2S,681

G0l( 11,7il 14,9i 2 141$ 15619 13,792 13,792 15,956 1i,$1

Loms 5,ffi 5fr 6 705 6 352 3,r24
! )tr

5,511 5 534

Gnnts 5,201 5,520 4,241 69n 5,818 6,512 6,4,fl 6 786

$t I}iERGY, ilTRAS]RI]CII]RI I ICI Gross 110,06t 121,5{5 1?0,181 163 101 152,139 166,103 178,!i6 188,?40

G0i( 68 568 s2{9 i{,1i6 i1,601 7,{,516 ?4 830 8i,5$ $t9
Loans 60,516 42 15{ s,$7 E0,ifl 65,371 80 76N m7s 80,768

Gmts 3,831 5,i1E {,973 8,m 5,453 5 44E 5,481

LocalAIA 7 1li 1,421 {,9i8 56n $n 5,052 5zu sB12

s03

GEi{ERAI. ECOIIO}IIC, COlil[lEROAL AI{D LAEOUR AIIAIRS

IGECLAI 6mss 13 811 1r,781 11,133 1 0,1{0
.l2,142

12,895 13,201 13,110

G0( 9,XS 9ts6 7,9N1 7,044 8,715 8?,{5 9,S1 010n

Loam 2,948
tmr 3,A7 2,ln 2,5r7 3,231 387 3,23i

0rurls 1,H I 405 6$ 120 9$ 65E s8 c(0

Loml A-lA 255 255 255 255 2[5
tt

255 255

s0{ llEAtiII 0ross 19,911 20,1il 2t,?15 28,923 11,{65 2el0l 30,87{ 32,099

GOl( 6,879 8,m2 7 372 7381 7,654 7,664 I,36 10$0

Ioans {,3i5 3 886 6,020 8,131 6 020 E,131 I 131 8,131

Gnnls 85n i,,{50 12,U3 13,CI7 7 782 13 407 13,407 13,CI7

s05 EDUCATIO}I Gross 17,315 18,095 1i,u0 23,1{3 12,9?9 21,rll 26,362 t7,841

GOl( 12,2$ 12,154
0 (rfl

9,?R 10392 10892 12,142 r3,921

Loms 2,m 1703 6,04i 10,8m 8 782 10,89 10,m 10,892

Gnnts 2,718 J,IJU 2S2 3 028 3,805 3oil 3 0"18 3,028

s0[ GOVIRIIA}ICE, JUSTICI, LAII I ORDIR Gross t,{51 t,300 12,E7{ 10,716 15111 1rJ5r 18,37! 19,734

G0l( 8 617 i 407 1 1,640
0 201

14 453 15,613 17,S 18 i80

Loans JI JI m

Gmnls 8S 862 1,n{ 1,264 848 886 819 95,{

s01 PUBLIC AOtlIIIISIRAIIOI{ & I[TTRilATIOI{AL RITITIOI{S Gmss 11,14[ 38,976 74,r19 $1E9 1i'f09 50,$l 11,117 5{,336

G0l( 28,3$ 255m s,983 42,030 32,773 32 13{ $ei8 39,106

loans 3,t52 3 414 7,855
t 207

6,240 8,966 6 161 6 350

0nnls 9,261 10 056 9,35i
t?20 8fl3 I 245 8,m5 8 E55

s09 SOCIAI. PROIECIIOI{. CULTURI ND RECREAIIOII Gross 17,49,1 17,961 15,?1E 1?,0E9 21,164 10,297 21,?30 23,007

GOl( 6,8{3 7 684 7 555 7 35i 7,660 i,6s 10$1 11 548

[oens 6,5E6 6,444 5 r27 6,3S 6,733 6,S 6,{85 6 864

Gnnts ,{,m5 3,&34 l3$ 3,342 6,771 3,657 4,8{ i,596

s10 E[VtR0ill\[Er{lAL PRoTtCIl0ll lIATTR AllD H0USlllG IPIlAH] Gmss 39,45[ t7,419 {,(,M 3i,030 34n8t 36,841 31,96? 41,700

GOl( 17,[58 15 783 19$9 1i9$ fi,2n 1i 72t 19,&55 L46!

Loans 17,151 15S2 0,353 13,545
{2 tl{ 13,fl2 13 524 13ili

Gnris 1,648 5,644 {,m2 5,5$ 4JS 5,542 5 588 5,610

TOTAT DEVELOPilE}II Gross 320,$i 101,$l 398,!08 380,036 352,23,{ 3E1,121 {08,??2 430,57t

GOl( 170,351 157,6,l3 20Ej7r 18?j90 1E7,?{6 1l!,11? 113,[4r 219,609

Iolns 102,72t 82,8E? 1{2 112 136,$[ 112,117 138,2g0 134,708 135 t03

Gnnts 40,491 fi,nE 41,801 4EJEI {6J20 4i,3E9 {N,3E3 49,3?4

Local A.l.A ?,402 ?,679 I,l93 5I3{ 5,227 5,307 5,{5! 6,167
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Anner Ioble l: Iolol trpendlure Celinqs lor lhe MItt leilod 20ll/12' 2013/14

|ilIt0tsnor ?0r0nr 20lvl2 20I/t3 2013/ll 201alt6

ldnhr l*irri tuticr lavitar lor&r ClEt hoffin

r0l AGRfUI.IURI AND RURAI DTYIIOPMEM 3ros ,{28&) {7,3{l 0,a9 52,955 47 572 52013 5',3r6 60 l4l

'm
INIRGY, INIRASIRUCTURI & H Gos r89,m3 I 68,650 D6595 2t9,gJ7 2lr.m 2S.783 2{t.El ?62856

ia
SINIRAI ECONOME, CSIMIRCIAI. AND LABCUR

CFfAM Gros lt,ua tfln 20 9{9 19,169 !.8t ?2957 8,910 2,(,t t3

s04 IEAI.IH Gros 55,r56 5t3n 61,311 72i51 68,149 77,W) 81,059 &5,S{

Itr EIIJCAIION 3roo lm.2{ lB,lm 2[Z33 2l6,8n n,u2 n0r5 ?Q&A 251,3r1

i06 3ovtRN [ct. JUSICE, tA]'{ t oRDER )os 78606 90,0t9 ll0,&6 ls,l33 lt&r58 120,91 I I 15.761 il9,ts1

i07

,UBUC ADIII}ISIRATION & IMIRNAIONAT

tflfiroNs Gros 95.69i 89,r 76 124,075 I l0t3l lmr81 )07^n4 lm.%9 I 14,,{71

scB {ATIONAI. STCURIIY 3tos s,& ,$J94 65,163 E5e &,0u &.283 67.601 E01l

t09 iOCtAI, PROTIC]IO}I, CUI.IURI AND RTCRIATION Sros 3r,651 u,I70 35,62s Eml 39,356 36.968 lZL}, il,w

0

ENVIRONMEMAI PNOIECTIOl{, lllATII AND

|lolJsrilG Grosr 18,S1 41,4t8 54,(l3 17,70t ,6,5[5 18,O8 5l,to 54,O5

'0lAt 809J42 79r,,155 tsr,00E tst,074 t36,50 9$,744 l,[3{,$, 1,087J10
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Anntr Tablt ?: SECTOR PROGRAI'Il\{ES BUDGETARY A 3-20r 41 5

2012/l 3

crilinp

2012113 201 3/r 4

ProPrammc Proicction

AGRICULTURE AND RURAL DEVELOPMENT 52,013 55.31 6 60.14r

0t0l Policv. Stratcey and Managcment of Agriculture 3.229 3.152 3,406

0102 Croo DcvcloDment and Management 19.3?l 18,6r9 r 9.962

0103 Aeribusines and Information ['lanagemcnt 2.t28 2.219 2.8t2

0 I04 Uvcstock Rcsources Manaqcmcnl and Dcvelopment 8.444 9.015 9.230

0105 Cooocrative Adminisrativc ar:d Supporl Serviccs 485 205 2tl
0 t06 Coooerative Dcvelooment & Managemcnt 1,240 t.299 1.40s

0t07 Land Policv and Platrning 4,233 4.738 5.4'11

0108 Forcstry and Wildlifc Policy regulation and co-ordination 5r3 528 5't(.

0109 Foresfy Dcvclopmcnl rcscarch and Management 2.635 3.65 I 3.32 I

0il0 Wildlifc Conscrvation and Managemcnt ) 741 r.608 2.398

0lt I Fishcrics Dcvclopmcnt 3.029 5.005 5.755

cll2 Rescarch & Dcvelopment 4.459 5,216 5.586

ENERGY. INFRASTRUCTURE & ICT 230,783 241,831 262,85(

020 I Loca.l Authoritv Manapcment and Dcvclopmcnt 21.485 29.483 32.083

n.02 Road Developmcnl Maintcnancc and Management 107.46: I 14,027 I 19.97 I

c203 Iransoofl }vlanaeemcnt and Safetv 5.t4' 4.843 4.84 5

0204 Iransoort Infastruchue Devcloomcnt I i.771 I3.389 l4.lll
0205 Nanonal Elccrification 56.87( 62.1 83 65.264

0205 Rencwablc Encrsv Resourccs 598 112 142

020'l Petrolcum Exoloration and Distribution 1,820 t.8lt 2.293

0208 Ccntralizcd Sunoorl Serviccs 98: I.I 26 I,152

0209 lnformation artd Communication Scrvices 2,358 t.8 l4 2.0t?

c2l 0 ICT Infiastructue DevcloDmrnt 3.723 s.l0? 5,429

021 I Gencral Admnistration scrviccs 630 A',t6 481

02t2 Mctropolitan Intastructure and Services 2,369 2.862 j,3l 3

0213 Govcmmenl Buildings Serviccs I ?l( 5.682 6.441

02t4 Coastlioc lnfrastrucrure and Pcdestsian Access I.lt9 1.69? 1,905

021 5 Procuremenl warehousinp. and supplv 11 'lt 53

021 6 Construction Standards and Rescuch 90 200 300

c21'1 Garerai Admnistation scrvices 801 1.200 t.299

0218 Rcsearch & Dcvelopment (lCfJ t.1 50 I,l5C I.t50

GENERAL ECONOI\,IC. COMMERCIAL & LABOR AFFAIRS 22.951 23.9r0 24.1 r3

030 I lntegated Regjonal Development 6.858 1.051 1 .15't

0302 Promotion of Best l:bour Practiccs 1.303 t.355 I 375

0303 Manpower PlanninA, Developmcnl andUtilizatlon. t.500 r.650 1.750

c304 Policv. Plannine and Administration 403 409 425

c305 Productivitv Imnrovcmenl Measurement and Promotion 87 8? 8'1

0306 Tradc Devclopmcnt and Invcstment 2.99'l 3.077 \ 07'l

030? Co-ordination of East Afrlcan CommuniW Affairs in Kenya 1.34 I 1.662 i 629

0308 Tourism Development and Muketing 3.r08 3.251 3 251

0309 Industnal dcvelorrment and lnvesEncnt 4 055 3.905 I 905

0310 Indusrial Rescarch & Dcvclopmcnt I 306 1.450 r 450

HEALTH 71,002 81.0s9 85.364

040 I Curativo Health 38.155 40 504 43.43 0

0402 Preventive and Promotive Healdr Care Serviccs 31.324 38.949 40.255

0403 Heati Resarch & Develonment I.523 1.50? 1.5'19

EDUCATION 229.01 ! 240.856 251-31!

050 I Gencral Administration & Plannne Services 186'1 8 315 8.63'

0502 Basic Education t7.48 I 19542 20.687

0503 Oualih, Assurance & Standards 4.213 4.r5 I '1.2't5

0504 Sacondarv & Teniarv Educahon I 9.950 24.64't 24 9'18

0505 Gcneral Administration & Planning Scrvices r.805 t.79i 1 822

0506 [ ]niversitr,ff ertian, Education 59.234 60. I 33 6r 8?4

050? Risearcir. Science. TcchnoloPy and Innovation 2 021 2.053 2 081

0508 Gcneral Administration & Planning Scrvrces 7204 2.239 2.186

0509 Teachers Scn iccs I l4 233 r r ?.992 l2 1.179
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GOVERNANCE JUSTTCE LAW An-D ORDER I 20.91 I I 15.?5t I t 9-8.14
060 I Polrcrnt Scnrccs 4E 411 50 205 5131r
0502 Admmstrrtion ud Frcld Smrccs ) 3.332 r 3.539 r1.0 )i
0603 Nrtionel Cmorrrn.t.rnsl Druq Dd Subslucc Abusc 350 366 381
0604 Govrycnt Prrnnnt Scrurccs 696 653 6?S

0605 Pohcv. Mrnrtcmcnr rnd Support Sm,rccs ro thc OfEc. ofdlc Vie Prcodeno. I.185 t.510 1.548
3606 Concaonrl Semccs I 5,069 I 5.530 r 6.333
0607 BcEDt Control ud Loucry Seryrccs 214 ?t9 364
o60l Lagd, ethlcs, lntclrrty,Nrrionrl cohcsion ud consnrusond rcforms I t28 1,t40 I ?{'
0609 Poliq. Plminr rd Muegcmcnl scrurcs r .609 I.365 1,3)3
06)0 [:gd Educruon ProErffic 389 339 354

06t I kgd ScNccs to Govomcnl end Publrc I.905 I.702 |.794
o6t2 Antr-Comption Pro3rrJ1ft r.889 2,014 2,t t?
06r3 Populenon Reqismton Scnrccs 5.433 6.8 t7 7.t41
051't Imtrrhon Scryrccs 2.120 2.200 2,26t
06l 5 Polrry Fomulrtion rnd Coordh.non for Imrgrruon ud Populrtroh Scn,rccs 388 396 5t4
06t6 Pubhc Prosecuuons Scn ices 79t 1 .128 I.t72
c6t7 Implcmentrtion of thc Consoruuon 532 556 573
96lt RcBlsmriotr, rcgulrtion ud fiudmg of polinql DMics 335 335 335
06l 9 HuhE Rirlri ProrrMc 264 344 354
o620 Murgcmar of Elcctord Proccsr rn Xcnya I 3.534 4.8 53 5.001
062 I Profcssronelim ud Accouubrlrw rn Pohce Scwrces 300 350 400
o622 Drspcnsruon of JNDcc 9,77 5 I 0,025 10.41 8

o623 PTomotron of Gcndcr Dd cquahry 115 I25 125

,I]BI,ICT{.DMINISTRATION AND INTFRNATIr)NAI- PEI-ATIONS r o7-33a I09 9{9 Ita a1l
o70 Mmrrcmcnt of Strtc ltffrlrr 1.7J0 I I tt I

o702 Humu Rcsourct M&ttchst ud Devcloomcnt 6 198 6 5?S

o703 Coordrnrtion ud mplacnrruon of Kcnyr's forcrgn ooliry r.6t6 t 208 8 201

070.1 REd PlmiDc Dd Comuruw Dcvcloomcnt 22.602 2t 915 22 529
0705 CoordrDabon of Policv Fomuletion Dd lmDlcmcntrtron of Viston 2030 1.24E t.153 r 530
c706 Dru coll@bon &d nrnonal sutistrcrl rnfomanon scrytces t.286 I.a30 ) .6a9
c701 GcDErl AdmnrsE$ron ud Suppon Scryrccs for Pluning 5t7 s02 146
t708 MoDtoDI Md Evalurton Sfrccs 119 210 221
o ?o9 AdmBisrarron. PlMnrnr rnd SuDDon Sarvrccs I 2.89 I I 6.787 19 95
o?lo Public FinDcrd MsrtcmEnt 2).537 23.012 21.162
07l I tonomc Dd 6nDcrrl pollcy fomulrtron ed mutEcment I.4lt r.{53 l-{91
01 t2 Fu Trrdc prrcoccs ud crcetion of u 6ablrng busrncss cnvtronmcDl I,446 I.481 I.253
07r3 lebmcr Seryrccs t03 '170 196
01t 1 Public Scctor Advisory Scrvrccs 5 l5f 2.586 2.6 l9
lts Admnrsrrhon of Humm Rcsourccs in PubLc Srmce 865 t6l 880

071 6 Audrt Scn,rccs | 67) l ?55 1.t20
07 t'1 bcislrtion md Ovcrsrsht l2 lo0 t{ r29 I 4.63t
071 t Coordrnruon Md SuDeNrsory SEBrces a at4 1)l 13t
07r9 Consol ud murrcment of Dublic hnrncEs 36i 3El
o720 Poliw on Rcvcnue Al)ocroon 445 407 122
)72t Sdencs ud rcmuctltton Dutlchmt rn rhc Dublrc scn4cE 115 102 122
x722 Drolomrtic Suooon rnd M&lEcmcnt Scrvrcca 57 3 a20 3.E t2
7723 Ombudm Scpiccs l30 135

NATIONAL SECURITY 5 /a-2 t3 67-60 r 68,0at
080 t Mrntcnrinrnt ud Sefcruudrnr of Nrtionrl Sccurrw 64 I 58.0{ I

SOCIAL PROTECTION. CULTURE & RECREATION a2 -63 6 t1 to7
090 I Po)rq ud Gocrrl rdmDlsutlrvc scMccs I I 411 I 608

2 964 3 1 .aa
0903 Chr)drcn Semces 5 lt5 5.a 01
0904 slcr MDrIGDcnt ll I 4.930
0905 2 3,t6E
190 r Pohcv ud Gcncrd ldmrDrsElt\,c scMccs 96t I OO?

f,906 Youth Drvelopmst Bd EmDowcmor ScMccs t 154 9 943
)go7 Murgcmcnl &d dcvclopment of Spon ud SDofl f.crliltcs I 5t5 I l)1
)90; Spcctd Dcvclopmcnt lnlti.trvcs For Nonhcm Kchvr And Othcr Ard Ltds 2 910 486 \ 77)

EIWIRONMENTAL PROTECTION. \\'ATER AND HOUSING Jt l?n st tro 51.111
IO0l Witq Polie Dd Murtchat I 30 I l9l 1.2t5
l 002 Wrts Supply Swrces I9 ))9ll
I 003 232 a0t
I OOa Dd 6 7S9 7.666
I OOS I 49 1.521 1.315
I 006 AdnDstrtion ed Supon Soiccs 201 20'l 211
I 007 520 58E
I OoE ed Protccnon 4.721 4.892 ,a.981

I OO9 Munl Rcsourccs Muaqmmr 622 599 599
l0to Mctcorologrul Scmccs ud Climlc ChuEc t.322 t.5 l0 I 821
t0ll Housrng Dcvelopmrnt ud Hme Scnlmcnt 4-537 s.299 6 03?
lot2 Rcseuch & Dcvelopmat 5a5 577 627

TOTAL 9t9,711 1.036.070 r,0t7,709
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ANNEX 9:SUMMARY OF ISSUES IDENTIFIED DURING BUDGET CONSULTATIONS

PRIORIry KEY ISSUES/STRATEGIC I NTERVENTIONS REMARKS

I. SOCIAL PROTECTION,CULTURE AND RECREATION SECTOR

I Construction, refurbishment, staffing and equipping of

Youth Empowerment Centres and Youth Polytechnics

2 Up scaling cash transfer to the vulnerable groups

(children, aged and PWDS)

Cash transfer to urban poor, older

persons, older persons with severe

disabilities, orphans and vulnerable

children and Albinos provided

2 Set up fully equipped disaster response and

educational centres

4 Establish dams and lrrigation Schemes ln ASAL

Counties

Provided within the Ministry's and

National irrigation Board

5 Development Of Cultural Centres Funds provided for lsiolo and South

Coast Resort Cities

6 lnfrastructure Support For Rehabilitation lnstitutions Considered within the Ministry's

budget

7 Construction/Refurbishment of Stadia and

establishment of Talent Academies

Partially funded within the budget

8 Establishment and modernisation of existing Iibraries

in Counties

Funding for Kenya National Library

Headquarters provided

I Establishment of Disaster Contingency Fund This will be established within the

Context of Civil Contingency ACT

2011

10 Create A Drought Contingency Fund

II, PUBLIC ADMINISTRATION AND INTERNATIONAL RELATIONS SECTOR

1 Construction of Centralized County Office

Environment preferably 1 Stop Blockfor all public

services

To be considered within the overall

requirements of County

infrastructure

2 Enhance ICT capacity and infrastructure Funding for extending the fibre optic

to the Counties has been provided

3 Strengthen the capacity of Counties to plan and

budget

Funding for planning and monitoring

done. Staff to be seconded in the

interim

4
Resource allocation for staff training and provision of

career development

100 | P a g e



a

6 Construction and operationalization of County

(Districts) lnformation and Documentation Centers

7 Salary harmonization, and enhanced hardship

allowance for civil servants

To be considered once the salaries

and remuneration commission

advises

8 Pilot demonstrative small community to alleviate

poverty at the grassroots and reduce unemployment.

Funding provided within the Poverty

Eradication Commission

III. HEALTH SECTOR

1 lnadequate Human Resources ln Health Sector

(nurses, doctors etc)

Funding for recruitment of additional

health workers has been provided

(915 doctors and 3000 nurses)

2 Health lnfrastructure DevelopmentConstruction and

equipping hospitals country wide with amenity wards

and equipment e.g. MRI Machines, CT Scans and

other diagnostic equipment

Funding for CT scans, cancer

screening machines provided, and

rehabilitation of hospitals and

dispensaries

5 Supply Of Essential Medicines And Medical Supplies Funding partially provided

4 High Disease Burden - Health education and

promotion; disease screening and control:

management and research on non-communicable and

commu nica ble diseases.

Funding partially done

IV. ENVIRONMENT WATER AND PROTECTION

1 Environmental Degradation and Protection of

Wetlands

Funds provided for conservation of

the 5 water tdwerS, afforestation, and

reforestation, and promotion of

carbon credit, and NEMA

2 Inadequate access to clean and safe water-

Rehabilitate, expand and develop rural and urban

water supplies

Funding for rural and urban water

supplies, water service boards

.)
Pollutio';.r control and Waste Management

4. Management and Protection of water resources and

sharing

5. lnadequate decent housing - Development of low cost

housing material; Slum upgrading and prevention

Funding for slum upgrading and low

cost technology provided

b Availability and dissemination of weather/climate

information for early warning systems and disaster

preparedness
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7 lnadequate irrigation infrastructure Funds provided under NlB, Regional

Development Authorities

8 Poor sanitation and sewerage system

I Exploitation and exploration of minerals and

associated impacts

V. ENERGY, PHYSICAL INFRASTRUCTURE AND ICT

I Development and expansion of roads network and

bridges

Funds provided in the Ministries of

Roads, Public Works and Local

Government

2 Expansion of rural electrification programme Funds provided for rural

electrification

J Exploitation of alternative sources of energy such as

solar, wind and biogas, and Geothermal exploration

Funds provided for Geo thermal

development, wind and solar

4 Development and expansion of ICT infrastructure Funds for laying fibre optic to

counties provided

tr Rehabilitation and expansion of airstrips and rail

services

Funds provided for Aerodromes and

commuter rail service

6 Waste management - Construct and expand

sewerage systems in the counties

7 Building plans and supervision

8 Construction of markets and bus parks - Construct

Livestock markets , Stalls and open Air Markets,

construct modern markets, retail and wholesale hubs

Funds provided for retail markets

and completion of the ESP Markets

o Construction of 2 foot bridges in each county, seawalls

and jetties

10 Street and security lighting - lnstallation and upgrading

of street lighting in the 35 counties

VI. EDUCATION SECTOR

1 lnadequate teaching staff - Employ/recruit more

teachers at ECDE, Primary, Secondary levels

Funds provided for recruitment of

10,000 teachers, and ECD

2 lnadequate learning infrastructure (classrooms,

library)

Funds provided for school upgrading

3 lnadequate teaching & learning materials & equipment

- lncrease FPE and FDSE grant per student

Grants for FPE and FDSE is

provided

4 Low research - Provide funding for research Funding for research is provlded

5 Low usage of ICT - Provision of ICT infrastructure to Funds for computer for schools



A

all levels provided

6 lnadequate/lack of Special education schools -

Construct and equip special schools in every

constituency

7 Poor health & nutrition among learners - Enhance

school feeding programme

Funds for school feeding programme

have been provided

8 lnadequate funding for co- curriculum activities

o Poor cultural practices - Construct rescue centers,

low-cost boarding school & mobile schools.

Funds for low cost boarding and

mobile schools in ASAL areas is

provided

10 Lack/l nadequate TTC/TTl/a nd u niversitiesesta blish

colleges

Funding of 9 new universities

partially done

VII. GENERAL ECONOMIC,CULTURE ANS LABOUR AFFAIRS SECTOR

I lnvestment Research and feasibility studies

I Prepare County Master Development Master plans

3 Lack of adequate skilled labour - Upgrade and equip

industrialtraining centers with modern and appropriate

technology; Establish employment centers to provide

labour market information

4 I nadequ ate physical infrastructure(J u a kali sheds)

andmodern tools and poor access to credit by MSEs -

Establish MSEs centers of excellence to transfer

technology to the MSEs(Jua Kali) Tailor made credit

schemes(MSEs associations)

Funding for Jua Kali sheds and

Constituency lndustrial Development

Centres, Joint loa-ns board and SME

provided

A Lack of Market access, infrastructure and business

information - Construct stalls and modern retail

markets in designated areas

b Lack of lndustrial parks - setup lndustrial parks in all

Countids

7 Inadequate information on EAC market- Establish

Regional Business Solution/lnformation

VIII. GOVERNANCE,JUSTICE LAW AND ORDER SECTOR

1 lnsecurity and crime - Strengthen policing capacity

and law enforcement institutions

Funding for recruitment, and

operations has been provided

2 lgnorance & lack of information- Civic educatlon -

Civic education-K-NICE programme implementation
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J Delayeci/Access justice - Strengthen implementation

of court services programme

Funds for recrultment of magistrates,

judges, and computerization

provided

4 Registration Services - Devolve registration services

to counties

5 Corruption in the public Service/Slow response Funds to fight corruption provided

under various institutions

6 Cohesion Challenges/conflict resolution Funds for civic education provided

7 I nadequ ate/l neffectlve Re ha bi litatio n mea s ures for

prisoners

8 Election/Boundary/political issues -Delineation of

constituency and administrative boundaries

I Human rights - decentralize human rights services to

counties, civic education

Funds provided f

10 Field administration services - strengthen coordination

and monitoring of national government business at the

grassroots

11 Drug and substance abuse and HIV Aids Funds provided for eenforcement of

drug trafficking laws, behaviour

change communication on matters of

HIV/AIDs

12 Decentralization of the offices e-g IEBC, EACC, Dpp

& State Law Office, Female prisons, Registration

13 Lack of disaster preparedness e.g during flres

outbreaks and floods

14 Retrogressive cultural practices e-g Cattle rusfling,

FGM, witchcraft - undertake civic education
IX. AGRICULTURE AND RURAL DEVELOPMENT

I Lack of affordable quality farm inputs and poor

access to creciir iaciiities and establishing fish

fingerling hatcheries

Funds for setting up the seed and

fertilizer funds, fingerlings hatcheries

provided

2 lnad6quate Extension Services - Strengthening

delivery of extension services and research liaison

Funding for extension services

enhanced

3 Lack of markets - lmprove market infrastructure, and

lncrease access to international markets
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4 Low Productivity for crops and animals Funds provided for extension

services, field surveillance for pests

and diseases, and control

5 Poor governance of cooperative societies -

Strengthening governance and management of

cooperatives societies

Funds to enhance audit and capacity

building of SACCOS provided

6 Poor Land management- Promote sustainable lancj

and natural resource management

7 Forest encroachment and poor conservation of water

catchment areas and water harvesting

Funds for water pans and water

harvesting provided

I lnadequate post-harvest handling and storage -

Enhance capacity for post-harvest storage and

preservation

Funding for grain driers and storage,

mini-processers provided

I Minimal investment in value addition - Promote agro

processing and strengthen existing institutions

10 Human wildlife conflict - Fence the park with electric

fence to avoid conflict with humans

Funding for fencing of major parks

provided
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Foreword

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

On the domestic front, our economy has shown signs of stabilizing following recent pressures

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

following a rapid depreciation in the third quarter of 2011, and inflation has declined since

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

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

deficit. Despite these, most sectors of the economy continued to expand in 201l, and we now

estimate real GDP growth to be 4.5 percent in 2011 andto rebound to 5.2 percentthis year.

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

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

Going forward, we need to reinvigorate our economic and structural reform agenda coupled

with up scaling investment in economic infrastructure so as to provide the private sector more

latitude to grow and provide a firm platform for moving our economy to middle class status

sooner than later. We are convinced it is private invesfinent that creates the income and the

resources that will see us conquer illiteracy, diseases, malnutrition, challenges of supply of
clean water and all the other factors that stand in the way to poverty elimination.

The FY 2012/13 will witness the ushering of a new dawn as to how we will now govern

ourselves and manage our political and socio-economic affairs. County governments will be

operationalised after the next general election. Therefore, the fiscal framework presented in

this 2012 Budget Policy Statement provides a strong basis for building our common future
under the new constitutional dispensation. It provides the means for us to transit to a

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

With the coming on board of county governments, the FY 2012113 budget is expected to be a

transitional budget, one with expenditure pattern that forms the basis for equitable division of
revenues before an equitable allocation based on a new formula is phased in. To achieve the

aspirations of the Kenyan people of a better Kenya as envisaged under the Constitution calls
for greater transparency and high quality management of public finances at both levels of
govemment, that is, county and national governments. This is fundamentally necessary if we

are to ensure fiscal discipline and safeguard the stability of our economy and our nation.

N. ROBINSON N. GITHAE, EGH, MP.
MINISTER FOR FINANCE
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Lesal Basis for the Publication of the Budeet Poliq' Statement

The Budget Policy Statement is published in accordance u,ith Section 7 sub-sections (l), (2) and (3) of
the Fiscal Management Ac! 2009. The law states that:

I ) The Minister shall prepare and lay before the National Assembly a paper to be referred to as a

budget policy statement.

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

3) The budget policy statement shall state the broad strategic macroeconomic issues that will be the
basis of the budget of the succeeding financial ),ear and the medium term and shall include -

(a) An assessment of the current financial year and the projected state of the economy for the

succeeding three years;

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

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

(d) The total resources to be allocated to individual programmes u,ithin a sector or Ministry for the
period identified under paragraph (a) indicating the outputs expected from each such programme
during that period;

(e) The criteria used to allocate or apportion the available public resources among the various
programmes;

(0 The estimates of interest and debt servicing charges and loan repa)rments for the financial year to
which the budget relates and the next two financial years;

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

(h) Indication of the intention regarding borrowing and actions that may increase public debt for the
financial year;

(i) Budgeted and actual revenue levels for the two preceding financial years;

O Budgeted and actual expenditure for the two preceding financial years by vote and main
divisions;

ft) Forecast financial position for the financial year to which the budget relates and the next two
financial years;

(l) Statement of specific fiscal risks and contingent liabilities including guaranteed loans, pending
bills, uninsured risks, promissory notes and other internationally accepted insruments, as at tle
day on which the forecast financial statement are published and the rules that determine what
constitutes current and future fiscal risks;

(m) The policy objectives that will guide the Government's budget decisions during the financial
year and the policy areas that the Government will focus on during the financial year.
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r. ECONOMTC AND SOCIAL
PROGRESS-BUTLDING OUR
COMMOI{ FUTURE

Overview

l. The 20l2ll3 MTEF Budget will usher a new dawn in social compact. The

new constitution requires the Government to progressively provide for a

minimum basic standard of economic and social rights to its citizens within
available resources. In particular, it requires us to make progress in ensuring that

Kenyans enjoy better health care services, education, clean and safe water,

housing, and social security. Meeting these developmental needs require

sustaining high gromh path during transition with benefits accruing equitably to
allKenyans.

2. Year 2012113-2014115 budgeting period will entail a transition to
devolved system of govemance. The MTEF budget will therefore continue
prioritising expenditure, within the context of a prudent macroeconomic strategy,

while continuing with reforms that are needed to accelerate social and economic

progress as espoused in the Constitution.

3. At the same time, during this transition period, we need to sustain growth

in the face of challenging external and domestic environment. According to the

IMF latest World Economic Outlook update released in January 2012, global

output is expected to weaken in the face of continuing sovereign debt crisis in the

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

Meanwhile, inflationary pressures have emerged in several emerging countries,

including China thus slowing down their growth prospects. On the domestic

front, while Kenya's economy has shown signs of stabilizing following recent

pressures stemming from extemal shocks and strong domestic demand, high

inflation is still hurting the welfare of our citizens and making business planning

difficult.

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

economic policies and structural reforms aimed at removing hurdles to higher
growth while facilitating private sector to expand its business, promote
productivity and build resilience necessary for employment creation and poverty

reduction.



Suslaining inclusive growth and nteeting MDGs

5. The Government, with the suppon of development paftners, has
commiffed substantial resources in order to accelerate socio-economic
development and achieve the MDGs. over the recent past, increased spending on
social sectors such as rural development, agriculture. education and health has
supported inclusive growth.

6. The last survey on poverty indicated that the incidence of poverfy stood at
45.9 percent in 2006 down from 52.3 percentin 1997. The survey also showed
that Poverty was higher in the rural areas (49.1%) compared to urban areas
(33.7%). Meanwhile, an assessment of Kenya's performance in meeting each of
the eight goals has been ongoing with the last MDGs Status Report for Kenya
being in 2009. According to the 2009 repoft, Kenya has made significint
progress towards meeting four of the eight goals. Overall, with respect to meeting
the MDGs by 2015, there is potential of meeting some and unlikely for others.
However, the supportive environment is improving as summarized in Table l.l
below.

7. Going forward, continued spending on priority sectors such as agriculture
and rural development, health and education will accelerate attainmeniof better
standards of economic and social development. These should be complemented
by measures to address socio-economic inequities and inculcating national
cohesion for long-term stabiliry and prosperity.

Table l.l: Supportive environment for meeting MDGs
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8. Because of limited resources, rationalization and efficiency in allocation

and use of public resources will be required to enable Government achieve its
development goals. Similarly, fiscal prudence and strategic prioritization will be

required in other public sector entities to assure overall fiscal sustainability and

more productive use of resources consistent with financing public-policy
priorities. Also, as we implement a devolved system of government we need to
build transparent, responsive, accountable, efficient and effective national and

county governments as key drivers of broad-based growth.

9. Meanwhile, to accelerate growth and expand the levels of employment

and reduce poverty, Govemment's initiatives will focus on: (i) restoring and

maintaining macroeconomic stability; (ii) continuing investment in infrastructure,

in particular, roads, energy, rails, ports and ICT; (iii) deepening structural

reforms, including improving govemance with implementation of the

Constitution; (iv) enhanced regional integration and accessing new and emerging

markets; and (v) targeted supporl for small and medium enterprises, as well as

initiatives to increase value addition in agriculture to increase job creation.

Fiscal discipltne and conttnuing with productive spending

10. The Government intends to strike a balance between devoting resources

for these priorities and gradual fiscal adjustment to ensure long-term debt

sustainability. Thus, we expect a deficit (including grants) of 4.3 percent of gross

domestic product (GDP) in2012/13, moderating to about 3.5 percent by 2014/15.

Over the medium term, fiscal adjustment will be accompanied by shifts in the

composition of public expenditure towards investment and economic

development, as well as implementation of measures to strengthen public
financial management and modernize and simplify the tax system.

11. Prior to the crisis period of 2008-2009, Kenya enjoyed robust economic
growth with buoyant revenue, improving public and private investment spending,

and a declining public debt burden. For instance, between 2003104 and 2007/08,

government spending as a share of GDP rose from 23.0 percenlto2T.l percent,

while public debt to GDP declined from over 70 percent to about 40 percent.

12. In response to the multiple shocks in 2008-09-post-election violence,
drought, high commodity prices, and global financial crisis-Government
adopted countercyclical fiscal stance to shore up growth, at a time when the
private sector was adjusting to the changed economic circumstances. As a result,
government spending rose further to about 30 percent by 2010/11 while public
debt increased to 48.8 percent of GDP.

13. In the current budget 20lll12, public expenditure continued to expand,

albeit at a slower rate, reaching 33.5 percent of GDP. Expenditure pressures

reflected stepped-up infrastructure spending, implementation of the new
Constitution, drought mitigation measures and food security, security
intervention in Somalia, and pressure for salary awards.
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14. Most of these expenditures are necessary for longer-term economic
grou.th in light of the changing economic conditions. For instance, electricity
generation capacity is being expanded with investment in geothermal power;
efficiency in the public transporl is set to improve with road, rail and ports
expansion; expansion of inigation programmes u,ill ensure food security
becomes a reality; and intervention in Somalia will enhance security and
eliminate incidents of piracy that had increased the cost of shipping along the
East African Coast line. Also, steps have been taken towards inrplementing a
devolved s),stem of governance and rural development programmes. in addition
to continued spending in health and education, as well as strategic initiatives to
cushion the poor with emerging challenges associated with high food and fuel
prices.

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

16. With these apparent fiscal constraints, tough choices are therefore
required to ensure that available resources are directed towards those priority
programs that have the highest socio-economic impact on our economic
development. This is especially more urgent with respect to the public sector
wage bill that, if not appropriately managed, will become the main
macroeconomic challenge as we transition to a devolved system of Government.

17. This Budget Policy Statement articulates economic policies and structural
reforms as well as sectoral expenditure programmes that the Government intends
to implement over the next three financial years in order to achieve the broad goal
of its development agenda as already indicated. In parlicular, it emphasizes
continued shift of resources in favour of groMh and job creation, and to support
stronger private-sector investment in pursuit of new opportunities in a changing
economic environment. The proposed fiscal framework ensures continued fiscal
discipline and provides support for sustained grovvth, broad-based development
and employment creation that benefits all Kenyans.

Outlihc of the 2012 budget policy statement

Recenl economic developments and outlook

18. Section II of this BPS outlines the economic context in which the20l2lt3
MTEF budget is prepared. It provides an overview of the recent economic
developments and emerging challenges, as vvell as the outlook going forward.
The updated economic outlook indicates $owth will slow down from the forecast
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in the last BPS, mainly due to the difficult global and domestic economic

environment. Real GDP growth is forecast to increase to 5.2 per cent in 2012

from the estimated 4.5 percent in 2011. Over the medium-term, growth is
expected to pick gradually to about 6 percent, as global conditions improve and

macroeconomic stability takes hold. Inflation is expected to ease to single digit
and be sustained around the target of 5 percent over the medium term.

19. The projected growth is cautious given the obtaining economic

circumstances. However, it is still insufficient for Kenya to put a meaningful dent

on unemployment and poverty in line with the objectives set out in the Vision

2030. Section II also provides priority initiatives aimed at accelerating economic

growth and measures that are aimed at enhancing private sector competitiveness

and increasing employment, especially for the youth.

Fiscal policy and budgetframework

20. Section III outlines the fiscal framework that is supportive of growth over

the medium to long term, u,hile continuing to provide adequate resources for the

imptementation of the new Constitution and social programmes in health and

education, as well as in infrastructure spending.

21. Due to revenue shorffalls and spending pressures from security

intervention in Somalia and salary awards, the budget deficit in the revised

budget is not expected to reduce in the current financial year. However, with

improved revenue performance followin g tax reforms and moderation in

spinding, the fiscal position is expected to improve over the next three years with

the budget deficit declining to about 3.5 percent. This will allow for that public

debt to GDP to fall to well below the 45 percent benchmark by 2014/15.

Preparing for devolution-Intergovernmental Jiscal relatiorts

22. 2012/13 is an election year that will usher in a devolved system of
governance. Section IV provides a framework for managing the transition to
decentralised structure in line with the new Constitution. The proposed division

of revenue befween national and county government is set out in Table 4.3.

National government accounts for an average of about 80 percent of equitable

share of revenue over the 2012113 MTEF period, while transfers to counties

account fgr an average of20 percent.

Expe nditure priorities and res o urce allo catio n

23. Section V presents the resource envelope and spending priorities for the

proposed 2012113 MTEF budget. Sector achievements and priorities are also

reviewed, along with indicative costing of the devolved functions for the 2012113

MTEF period.

24. Overall, Govemment spending to GDP will remain at slightly below 30

percent over the MTEF period. Education, and Energy, Infrastructure and ICT
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sectors account for the highest allocation, follou,ed by Governance, Justice, Law
and Order, Public Adniinistration and International Relations, and Health sectors
in that order. Defence expenditure has also risen recently u,ith securify
intervention inside and along the border of Somalia. On the non-discretionary
category, debt servicing has been the fastest growing component of expenditure.

Summary

25. This budget policy statement outlines the broad strategic macroeconomic
objectives and fiscal framework, together with a summary of Government
spending plans, as a basis of 2012113budget and medium-term. In this regard, it
contributes to the improved understanding of the state of Kenya's public
finances, thereby helping to guide public debate on economic and development
matters. Of course, Vision 2030 Medium Term Plan and its update provide the
longer-term perspective on Kenya's growth and development challenges.
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II. RECEI.{T ECONOMIC
DEVELOPMEI{TS AI{D OUTLOOK

Overview of Recent Economic Performance

26. The economy has shown signs of stabilizing after recent pressures

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

recovered following a rapid depreciation in the third quarter of 201l, and

inflation has declined since November 2011. The severe drought in the Horn of
Africa and the combination of high international food and oil prices conhibuted

to a marked widening of the cunent account deficit. Despite these, most sectors

of the economy continued to expand in 2011, and we now estimate real GDP

growth to be 4.5 percent in 201 I and to rebound to 5.2 percent this year. While

ou, 
""ono*ic 

fundamentals remain sound, we need to build on this resilience to

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

inequality.

27. The recent economic developments are a clear indication that the policies

that we implemented in response to the shocks are beginning to take effect. They

also point to a more stable macroeconomic environment, going forward.

20ll growth update

28. Real GDP grew by 4.2 percent in the first nine months of 201I compared

with 4.9 percent in the same period in 2010. The growth was mainly attributed to

continued expansion in building and construction, wholesale and retaiJ, financial

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

Leading economic indicators for the fourth quarter of 201I still point to

continued groMh, albeit at a slower rate.

29. On account of
performance of the first three
quarters, it is now estimated
that overall growth for 201 I
will averrlge about 4.5 percent,

down from 5.6 percent in

2010 (Chart 2.1). This growth

indicates resilience
considering that the year was

characterized by delayed
rains, high inflation, and

weaker shilling, all of which
combined to restrain growth.

Chart2.l: Real GDP growth
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30. The pace of current growth is still well below the target of Vision 2030 of
I0 percent necessary to draw more Kenyans into employment and reduce
poverty. Recent budgets have been geared tou,ards supporting grouth to mitigate
the adverse effects of domestic and external shocks. Accelerating grou.th further
requires stepping up both public and private investment to raise Kenya's
economic competiti\/eness and create more employment opportunities for all
Kenyans.

Inflation has risen to double digits but has started easing lately

31. After remaining low and stable for the greater part in 2010, inflation
picked to reach double digits level in 2011, mainly on account of high food, oil
and energy prices. The weakening of
the Kenya shilling against major
currencies also exacerbated infl ationary
pressures. The annual average
inflation for 20ll rose to 14 percent
compared to 4.1 percent in 2010. The
twelve-month year-on-year inflation
peaked to 19.7 percent in November
201I before easing to 18.7 percent in
December 201 l, 18.3 percent in
January 2012,16.7 percent in February
2012 and, more recently, to 15.6
percent in March 2012 (Cha*2.2).

global output and strong private sector
credit, the external payment position
has come uncier pressure. As a result,
the extemal current account deficit is
expected to reach about I I percent of
GDP in 2011/12.

34. The official foreign exchange
reserves in terms of months of imports
cover declined from 3.9 in 2010 to 3.7
in 20ll (Chart 2.3). Horvever,

Chart 2,2: Infution

2 r_0

19.0

t7 0

tJ 0

otl3 o

5il0
E co
" 70

50
3.0

l0

-,$,\-*'$t$t'1.":+i.ll1.'1.'1-55y
.'.4... O,o II ufL trn ----- O,enll rnnurlrlcngc nllrtron

32. The Government has taken appropriate policy action to rein in on
inflation. A combination of tight monetary policy and fiscal restraint, as ra,ell as
easing food and oil prices and firming up of the shilling has worked to support
the easing of inflation. The CBK raised the policy rate from 6.25 percent in
August 20ll to l8 percent in December 2011, while the Government has
instituted austerity measures and expenditure reprioritization to restrain domestic
demand.

The balance of pqtments has come under pressure

33. Reflecting higher fuel and food prices, as well as a weaker than expected
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following disbursements from the IMF official foreign exchange reserves held by
the Central Bank of Kenya rose to about US$ 4.2 billion by end-December 201l.

The shillirtg exchange rate weakened but has recentllt Jirmed up

35. Increased demand for foreign exchange to finance imports of machinery
and capital goods, larger oil import bill due to a spike in the oil prices, increased

maize imports occasioned by food shortages in 2011, and strong demand of
imported consumer goods with strong bank credit expansion to the private sector,

combined to exeft pressure on the
shilling exchange rate against major
currencies.

36. The Shilling weakened to
exchange at a historic low of Ksh. 107

per US dollar in mid-October 2011
compared with an average of about
Ksh. 80 per US dollar in October 2010.
Parlly due to the tightening of
monetary policy, the exchange rate has

firmed up to exchange at around
Ksh.85 per US dollar from December

Chart 2.4: Erchangt ratc( IGlr/Forcign Currency)
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2011 through February 2012. Over the same period, the shilling exchanged at

Ksh.1i4.0 and Ksh.l35.0 respectively against the Euro and the Pound Sterling in
December 20ll compared to Ksh.l38.7 and Ksh.l59.4 in October 2011 (Chart
2.4).

Tigltt liquidity has put upward pressure on interest rates

37. Reflecting the tightening of monetary policy stance, short-term interest

rates have increased. At some point in late 2011, interbank interest rates had

increased to about 30 percent. The 9l-day Treasury bill rates have also risen to
about 20 percent by the end of December 201 I from as low as 2 percent in some
months in 2010. Consequently, most commercial banks adjusted their base

lending rates upwards (Chaft 2.5).

38. At, the same time,
uncertainty concerning the
sovereign debt crisis in the Euro
area, rising inflation and
weakening of the exchange rate
have all combined to weaken
activity in the stock market.
However, there are signs that these
factors are reversing and as a

result activity in the securities
market has started improving.

Chart 2.5: Intcresl ratcs

,5 i i i ;+ d i33eia63f

- 

gl.drytbill

: inl.rb.nk

35.00

30.00

25.00

s 20.00

15.00

10.00

5.00

0.00

I
8gtsgBP=39PP=:=::=
i;EBiEli€8tf"i;i8j

l,.ndln! r.h- - ll2drYtbill

+ D.polit rat!

2012 Budget Policy Statement Page 9



Fiscal performance and emerging challenges

2011/12 Budget

39. The macroeconomic assumptions underlying the 20lll12 budget rvere
detailed in the 2011 BPS. The budget assumed continued strong economic
growth and stable macroeconomic environment. In addition, the financial
objectives were aimed at containing non-priority and unproductive recurrent
expenditure so as to bring the budget deficit down and ensure sustainable public
debt.

40. Parliament approved the 201I/12 budget in August 2011. Expenditures
amounted to Ksh. 1,159.5 billion, comprising of recurrent expenditure of Ksh.
762.4 billion, development expenditures of Ksh. 396.6 billion, and Ksh 0.5
billion for contingency fund following utilization of the Ksh I.5 billion for
drought mitigation measures by the time of approval.

41. The above expenditures were to be financed by total revenue (including
A-I-A and after adjusting for LATF arrears) amounting to KSh. 793.3 billion,
donor grants and project Ioans totalling KSh. 183.1 billion, domestic debt roll-
over of Ksh 63.5 billion, and domestic borrowing of KSh. I19.5 billion.

Implententation progress and emerging ftscal challenges

42. Since the implementation of the 20lll12 Budget in July 2011, the
economic environment has worsened. High inflation stemming from higher food
and fuel prices and deteriorating global economic conditions, have weakened
economic expansion. In addition, rising inflationary expectations placed
pressures on the Shilling exchange rate. The tightening of monetary policy has
resulted in rising domestic interest rates both in the money markets and in the
auctions for government securities further putting pressure on the budget. As a
result:

Revenues ltave fallen sltort of target: As at end of February 2012,
cumulative revenue receipts amounted to KSh. 440.3 billion, against a target
of KSh. 488.3 billion. This reflected an underperformance of KSh. 48 billion.
The underperformance was in respect of KSh. 32.2 billion in ordinary
revenue and KSh. 15.8 billion in Appropriations-in-Aid (A-l-A). The
underperformance in ordinary revenue was associated with various factors
incJuding vAT withholding challenges during the financial year, and weaker
than envisaged economic growth, while the shortfall in A-i-A partly reflects
unddneporting by line ministries.

a

a Domesttc boruowing has been constrained by the volatility in the money
market interest rates and investor uncertainty brought about by high inflation
and weakening of the Shilling. Consequently, there has been an under
subscription of Treasury Bills and Bonds in the auction market for
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government securities. More recently, the situation has improved with
increased demand for short-dated government securities.

Expenditure execution has also fallen behind: By February 2012,lotal
expenditure (based on disbursement) amounted to KSh. 586.6 billion against

a target of KSh. 688.1 billion. This reflected an overall under-spending of
KSh. 101.6 billion, of which KSh. 11.2 billion was in respect to recurrent

expenditure, while KSh. 89.3 billion was in respect of development

expenditure and net lending. Development expenditures financed with
domestic resources were below target by KSh. 28.5 billion, and those

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

under-spending of the development budget reflected: poor procurement

planning for government funded projects; low absorption of development

project funds due to delays in processing and securing "No Objections" from
donors; and under-reporting by line ministries of actual spending, including
low coverage of expenditures incurred in the districts, as well as non-

reporting by donors where government systems are not used.

Additional spending pressures have emerged, mainly on salaries,

implementation of the Constitution, as well as dealing with security

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

weakening of the shilling exchange rate against major currencies has

increased the servicing of external debt in shilling terms and govemment

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

received requests for additional funding amounting to over Ksh.l75 billion.

Table 2.1 provides the preliminary budget out-turn for the first eight months

of the FY 2011/12.
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201l/12 Revised Budget

43. In view of the financing constraints from revenue and domestic borrorving
and emerging expenditure pressures including recent agreement u,ith respect to
employment of teachers on permanent basis and additional recruitment,
adjustments to the budget in the context of the Supplementary budget will be
tabled to Parliament in April 2012.

44. In order to finance ernerging additional expenditures in the face of
financing constraints, austerity measures have been instituted. The austerity
measures take into account performance of expenditure so far in the FY 2}lll12
and absorption capacity in the remainder of the financial year. Specifically, the
Government rationalized expenditures by cutting those that are non-priority, and
defening expenditures of some projects that are unlikely to start this financial
year. In addition, there has been a reallocation of budgeted provisions, and
utilization of existing contingencies and budget reserve to meet part of
expenditure requirements.

45. Meanwhile, to continue implementing critical investment programme in
infrastructure (roads, energy and rail) and social sectors (health, education, and
cash transfers to the poor), as well as irrigation programmes (to achieve food
security) and implementation of the new Constitution, the Government has
sought alternative sources of funding by way of a syr:rdicated loan of up to Ksh.
52 billion (equivalent of about US$ 600 million) to overcome the low uptake of
Government securities by investors. In addition, the foreign currency inflows
associated with the proposed borrowing will ease pressure on domestic interest
rates, boost international reserves and reduce pressure on the Kenya shilling.
Taking into account this external loan, the revised domestic borrowing is now
Ksh 62.1 billion, down from Ksh I 19.5 billion in the original budger.

Macroeconomic policies and outlook

Global conle:cl

46. The global economic environment continues to be fragile. According to
the IMF latest world Economic outlook update released in January 2012, world
output is projected to expand by 3.3 percent in 2012 and 3.9 percent in 2013,
down from 4 percent and 4.5 percent pro_iected in September wEo $able 2.2\.
The sqvereign debt crisis in the Euro area and sluggish recovery in the US and
other advanced economies pose significant risks to the global economic outlook.
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Table 2.2: Annual percentage change in GDP and CPI for selected 2010 - 201 3
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47 . Advanced economies are only expected to grow by 1.2 per cent in 2AI2

and 1.9 per cent in 2013, with downside risks if decisive policy actions are not

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

economies are expected to go into a mild recession'

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

down due to worsening external environment and weakening internal demand.

Developing Asia comprising of China and India are expected to maintain a strong

but slowing growth of 7.5 percent for 2012-2013, while the Sub-Saharan region

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

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

2011 to 3,7 percentin2012, mainly in response to a weakening global demand.

However, the geopolitical risks to oil prices have risen again due to the Iran

related oil supply shock.

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

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

crisis of 2OOBlOg weakened our domestic demand and GDP grouth. We

responded to this shock with appropriate countercyclical economic policies and

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

rebounded to 5.6 percent in 2010.
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51. In recent years, Kenya's economy has become increasingly more
integrated with the BRICs (Brazil, Russia, India, and china) in tenns of trade and
investment flows. Ivloreover. trade with our regional partners in the EAC and
coMESA continues to be strong. As a result, the positive growth prospects in
these countries will help cushion Kenya from the impact of the mild recession in
Europe.

Growth prospects

52. The macroeconomic framework underpinnin g the 2012 BPS is cautious
given the weaker-than-expected growth in global output and tighter domestic
macroeconomic conditions. Nonetheless, with the improved weather conditions
and completion of the on-going key infrastructure projects in roads and energy,
the domestic economic prospects remain favourable, albeit with significant
downside risks.

53. Real GDP is expected to grow by 5.2 percent in 2012, down from 5.7
percent forecast in 20ll BPS. overthe medium term, growth is expected to pick
up to about 6.0 percent. In terms of fiscal years, the projections translate to 5.5
percent for 2012113, 5.9 percent for 2013ll4 and 6.3 percent for 20l4ll5 (Table
2.3).

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

55. Consumption grofih will moderate in the short term as rising inflation
limits disposable income. Meanwhile, growth in gross fixed capital.Jormation is
expected to be modest with rising domestic interest rates.
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56. Whereas the projected growth is still below the target envisioned in
Vision 2030 needed to increase labour absorption and reduce poverty, the

Government recognizes that further up-scaling would require mobilizing larger
amounts of resources, raising factor productivity, and moving to a higher value-
added and more efficient production structure to increase export growth.

57. Taking into account limited public resources, the Government will rely on

the private sector to meet the economy's resource requirements while.developing
the appropriate market environment to promote efficiency. This call for faster

implementation of the privatization program; provide for private sector

participation in infrastructure development under a robust public-private
partnership (PPP) agenda; promote appropriate regulation of private sector

activity; and provide for greater private sector access to finance. All this will
require sustaining macroeconomic stability, deeper structural reforms, and

improvements in enabling legislations, especially under the new constitutional

framework.
/,

Restori ng and s ustaining macroeco no,ltic stab ility

58. Prudent and sustainable macroeconomic policies that ensure low and

stable inflation and affordable market interest rates as well as competitive

exchange rate, forms the foundation for accelerated growth and development

agenda set out in the Vision 2030.

59. Going forward, we anticipate that the current supply-side driven pressures

on prices and the exchange rate will subside in line with the reduction in oil
prices, and ample supply of food with normal weather conditions and expanded
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inigation. This should also reduce demand pressure on impofts and the current
account.

60. The CBKs' monetary policy will be geared towards bringing down
inflation to single digit level within a year's time and thereafter keep it stable at
around the 5 percent target orrer the medium term.

61. Stability in interest rates and exchange rates will be restored and sustained
at low and stable rates over the medium term. The Government u,ill access the
international market by way of a syndicated loan of US$ 600 million to finance
infrastructure projects in 20lll12 budget. This transaction is expected to be
concluded in April 2012. The financing is expected to ease pressure on domestic
interest rates and ease the current funding constraints to the budget. Moving
forward, the government will also consider issuing a sovereign bond to enhance
Kenya's visibility in the international capital market and set up a benchmark
profile for the private sector to also borrow from the international capital markets.

SupporTing domestic demand and increastng exports

62. The Government will continue with strategic interventions to accelerate
gowth, improve competitiveness and promote exports. Specifically, the
following measures will be considered:

o Continuing investment in infraslructure: Over the recent past, the
Government has provided significant resources in energy, roads, rail,
telecommunications and water to ease bottlenecks and reduce costs of doing
business, while improving access to export markets. This will be continued as
they are vital for achieving our national strategic objectives of higher grorvth,
job creation and poverty reduction. With the new Public Private Partnerships
legislation scheduled for introduction before Parliament for enactment,
private-sector participation in provision of infrastructure is expected to
increase further improving investment climate, factor prciductivity and
competitiveness.

o Positioning export as a key driver of growth and employmenl: sustaining
$owth and development in the medium to long term requires that
Government gives priority to expansion and diversification of exports.
Measures will be put in place to promote export of industrial products and
services, in particular where we have strategic and comparative advantage.
Invpstments in infrastructure to facilitate export services in the oil sector from
the region, attraction of petroleum related industies and establishment of
tranShipment will be given priority. Further, working with private sector,
measures will be introduced to position Kenya as an ICT, medical and
educational hub in Eastern Africa.

o fmproving access lo new nurkets: strategic efforts will be made to
diversifu export markets by providing an environment conducive for business
to expand beyond the sub region markets. This calls for increased presence in

2012 Budget Policy Statement Page 1.6



fast-growing regions, as well as improving logistics and institutional
arrangements.

c Improving competition and rentoving regulatory burdens to small
business: Given its catalyic effect to sustained inclusive growth and huge

potential for job creation and poverty reduction, the Government will deepen

business regulatory refornts, enhance access to credit, facilitate capacity

building and simplifu and modernize regime for small and medium size

businesses in order to amplify their multiplier effect on employment

opportunities and accelerating growth.

. Deepening regional integratior: While significant progress in integration

has been achieved under the East Africa Community, there is much potential

for expanded trade and investment in the COMESA and the rest of Africa.
The Govemment will continue with collaborative infrastructure investment,

and removing inefficient customs procedures including complicated rules of
origin and other non-tariff barriers, in line with the existing Protocols.

Erternal current acco u,rt

63. We expect the easing of public and private demand to put less pressure on

the current account. Also, we expect continued flow of remittances which has

recently played a key role in the economy. As such, the current account deficit is
expected to decline gradually from about I I percent of GDP in 201ll12 to 6.1

percent of GDP in 2014115, and thereafter to about 5 percent of GDP in the outer

years with measures to support export growth.

64. Meanwhile, the relatively higher interest rates and improved investor
confidence with expected successful elections should enable the iapitil and

financial account to be in surplus. This will allow the Central Bank of Kenya to
gradually build up foreign exchange reserves.

Risks to the outlook

65. The risk to the outlook for 2012 and medium-term include further
weakening in global economic growth and unfavourable weather conditions
should there be another dry spell in 2012. Also, reversal in the current easing of
international oil prices may fuel inflation and weaken growth. Finally, the

outlook is premised on a smooth transition to a decentralized system of
government following the general elections expected to be held in FY 2012113.\f
this does not happen, it could weaken investor confidence and slow down growth.

However, judging from the successful carnpaigns and peaceful referendum on the

new Constitution in 2010, there is optimism that the general elections will be

smooth. Overall, should the risks materialize the government will undertake

appropriate measures to safeguard macroeconomic stability while at the same
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time protecting critical development spending. Details of the other fiscal risks are
provided in the Statement of Specific Fiscal Risks in Annex l.

Summary

66. The current econon:ic conditions call for caution in budgeting. while
grou'th has slo'*,ed dou,n, the economy remains resilient in the face of high
inflation and u,eaker shilling. Current growth rates are not fast enough to support
the employment gains and poverly reduction that the country requires to attain
the Vision 2030 objectives and make progress tou,ards the MDGs. Therefore,
there is need to accelerate and deepen structural reforms parlicularly in the areas
of public financial management and improving business environment to
accelerate groMh. This will continue to be supported by increased inveshnents in
infrastructure which is needed to fully exploit our growth potential.

67. Looking ahead, the global economic environment continues to be fragile.
Kenya's growth has slou,ed but fundamentals remains sound, which should help
growth to pick up momentum over the medium term. Restoring and safeguarding
macroeconomic stability will support growth beyond the current projected growth
rates necessary to reduce youth unemployment and poverfy among our people.
This should be complemented with deeper structural reforms to strengthen the
economy's resilience and raise grorrrth to a higher trajectory while ensuring that
the benefits of growth are shared by allKenyans.
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III. FISCAL POLICY AIqD BUDGET
FRAMEWORK

Overview

68. The 2012 Medium-Term Fiscal Framework continues to suppoft growth

and employment given the challenging economic environment. It also continues

with prudent fiscal policy to reinforce Government's commitment to debt

sustainability over the medium to long term. Specifically, the 2012 Budget Policy
Statement:

r Continues with fiscal consolidation that started in 2010/l I budget, while
at the same time ensuring that the level of expenditure continues to sustain

growth through continued public investment in infrastructure. The overall

budget deficit is expected to ease to 3.5 percent by 2014/15.

o Continues with efficiency enhancement and improving the productivity of
expenditure while at the same time ensuring that adequate resources are

available for operations and maintenance, and implementation of the new

constitution.

. Continues with the measures to bring public finances to sustainable path

such that by 2014/15 our public debt to GDP ratio declines to 41.5 percent,

well below the benchmark of 45 percent. This path will be achieved through a

moderation and efficiency in spending as well as improved tax performance

following reforms in expenditure management and tax legislations. The

sustained easing of debt to GDP ratio will provide the Government with room

to conduct countercyclical fiscal policy should the economic situation worsen

in the future.

Continuing with fiscal consolidation

69. Tbe2012 BPS sets out a fiscal framework that targets to narrow the gap

between spending and revenue, while providing support to the economic activity,
continued investments in infrastructure and implementation of the Constitution
rvithin a context of sustainable public financing. As such, the Govemment is

committed to gradually reducing the overall fiscal deficit to 3.5 percent of GDP

by 20l4l15 (Table 3.1). This will help to bring down the debt-to-GDP ratio to a

sustainable level and contribute to reducing the recent external imbalance.

.
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70. This policy will be achieved through the Government's commitment to
ensure a strong revenue effort with measures to simpliff the tax code in line with
best practices, in order to help improve tax compliance, minimize delays, and
raise revenue. In addition, the Government will rationalize existing tax
incentives, expand the income tax base and remove tax exemptions as envisaged
in the Constitution.

Exercising fis cat re sp o n s ib ility

71. The Government recognizes that the fiscal stance it takes today will have
implications into the future. Therefore, and in line with the requirement of the
new Constitution, the principle of sharing the burdens and benefits of the use of
resources and public borrowing between the present and future generation
implies that we have to make prudent policy decisions today so that we do not
impose unwarranted debt burden to our future generations.
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72. Fiscal responsibility has become even more important since the
Constitution requires the Government to progressively provide for a minimum
basic standard of economic and social rights to its citizens within available
resources. In order for spending to increase on a sustainable basis to meet these

basic needs, we should be prepared to match the increased expenditure demands

with a conesponding increase in tax revenue yield through efficient collection,
widening of tax bases, and reasonable tax rates. It is therefore imperative at this
stage to reform and modernize the tax regimes to ensure stability, going forward.

Improving elficiency and productivtty of expenditure

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

strengthened with implementation of the Integrated Financial Management
Information System (IFMIS) across Minisfies and Departments and

subsequently at the county level following decentralization.

74. In addition, a new legislation on public financial management will help
accelerate reforms in expenditure management system.

Continuing with the path of debt sustainability

75. As noted earlier, the fiscal stimulus we undertook between 2008/09 and

2010/11 resulted in our public debt to GDP rising to 48.8 percent. We therefore
need to continue bringing our debt level down by moderation spending at this
time of a somewhat reasonable growth path in order to rebuild fiscal space in
preparation of any economic downtown given that we are now living.-in a- world
of uncertainty. This together with improvement in our tax revenue will provide a
path towards the reduction of the deficit and sustainable debt as a percentage of
GDP.

76. Our fiscal policy, therefore, will continue aiming at reducing the overall
public debt to GDP ratio from 45.9 percent in the FY 201ll12 to about 42 percent
over the medium tenn. This will require reduction in the overall fiscal deficit
from the current 6.9 percent of GDP to about 3.5 percent of GDP over the
medium term.

D eJicit ftnancing p o licy

77. The medium-term fiscal stance envisages continued borrowing from
domestic and external sources with the Iatter being largely on concessionalterms.
The Govemment will ensure that the level of domestic borrowing does not crowd
out th.e private sector given the expected increase in private investment with
accel erated econom ic expansion.
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78. Non-concessional foreign borrowing rvill be limited to projects that
guarantee revenue streams and support long-term growth. Borrowing from the
international capital and loan markets has useful benefits, such as setting
benchmarks for borrowing by private and public-sector institutions. It is in this
regard that the Government will continue to diversify its sources of financing
including maintaining the intentions to float a sovereign bond in the international
capital markets over the medium term.

20121 13 Bud get Framework

79. The 2012113 budget framework is set against the background of the
medium-term macro-fiscal framework set out above and the Government's
national strategic objectives as outlined in the updated Vision 2030 MTP. Real
GDP is expected to increase by 5.5 percent in FY 2012113 underpinned by
continued good performance across all sectors of the economy. The projected
growth assun'les normal weather pattern during the year. Inflation is expected to
ease to single digit in a year's time and to the 5 percent target in the medium
term, reflecting implementation of a prudent monetary policy and easing of both
food and oil prices and stabilization of the shilling exchange rate.

Revenue Projections

80. The 2012113 budget targets revenue collection including AiA of 24.2
percent of GDP. As noted above, this performance will be underpinned by on-
going reforms in tax and customs administration. The modernization of VAT
legislation is expected to simplifu tax collection and enhance the revenue yield.
As such, total revenues including AiA are expected to be KSh 936.5 billion.

Expenditure Forecasts

81. The key policy document guiding the Government's funding allocation
decisions continues to be the first updated MTP (2008-2012) of Vision 2030,
which provides the updated development priorities by the Government for
20lll12-2012/13.ln 2012113, overall expenditures are projected at29.8 percent
of GDP (or KSh 1,152.1 billion), down from 32.9 percent of GDP in the revised
budget for 20l1l12.The one-off items in 2011/12 such as security intervention in
Somalia more than offset increased expenditure for implementation of the
Constitution including expenditure on the upcomine general elections. Moreover.
the recpnt decision to integrate Kenyan troops within the UN contingent will help
minimize their impact on the budget.

Recurrent Expenditure

82. Recurrent expenditures are expected to decline slightly from about 20.5
percent of GDP in 201 l/12 to 19.7 percent of GDP in 2012/13, on account of
adjustment of one-off items and robust growth in nominal GDP. Transfers to
parastatals and semi-autonomous government agencies will remain atthe20llll2

2012 Budget Policy Statement Page 22



nominal value in order to provide fiscal space for priority expenditures. Any
wage adjustments for these agencies is expected to be met u,ithin the ministerial
ceilings.

83. With respect to goods and services, expenditure ceilings for
sectors/ministries are determined by the funding allocation for goods and services

in the previous year budget as the starting point. The ceilings are then reduced to

take into account one-off expenditures in FY 2011112 and then an adjustment

factor is applied to take into account the general increase in prices.

D evelop ment Exp enditure

84. Consistent with the objective of allocating adequate resources towards

development outlays and the need to ensure completion of critical infrastructure
(roads, energy and railway), the ceiling for development expenditures including
donor funded projects is KSh 370.2 billion or 9.6 percent of GDP in 2012113,

more or less the same level in 20ll/12 tn terms of percent of GDP. Most of the

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

to aocelerated growth.

85. About 40 percent of the development budget will be funded through
project loans and grants not tied to conditionalities from development partners.

This represents about 3.5 percent of GDP, more or less the same level as in
2}ll/12. With improvement in procurement planning, the absorption capacity of
project funds is expected to increase resulting in a higher investment level in
in frastru cture activ iti es.

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

contingency provision of Ksh. 5 billion will be provided in the ludg'et for
2012/13 to be applied in line with the new law on the utilization of these funds.

We have also set aside Ksh 13.0 billion for the implementation of the new
Constitution and Ksh. 6.7 billion for conditional grants to marginal areas by way

of Equalization Fund covering the FY 2011/12 and2012ll3. Year 2012/13 being
an election year, we have set aside Ksh 13.5 billion in the baseline ceilings for
elections but the figure may increased after firm costing is provided during the

finalization of the detailed budget.

Overall Deficit and Financing

87. The overall budget deficit (including grants) in 20l2ll3 is projected to be

about KSh 167.4 billion (equivalent to 4.3 percent of GDP). About 36 percent of
this budget deficit will be covered by net external financing amounting to KSh
60.7 billion (1.6 percent of GDP), leaving KSh 106.7 billion (2.8 percent of
GDP) to be financed through domestic borrowing.

88. The Government is committed to lengthening the maturity structure of
government debt. While we had achieved an 85:15 ratio in favour of long term
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bond, the appetite for short-dated Treasury bills increased more recently due to
rising inflationary expectations. Going foru,ard, the governnrent will gradually
unrvind short term debt and replace this with the long term ones in conformity
with the policy target ratio of 7 5:25.

Summary

89. Fiscal policy will continue to support growth within a sustainable path of
public spending by allorving the deficit to decline gradually so as to achieve a
debt to GDP ratio of less than 45 percent in the medium-term. Therefore,
moderation in government spending will help assure debt sustainability and
intergenerational equity in Iine with the nerv Constitution. Meanwhile, efficiency
and economical spending of government resources will be enhanced to create
room for critical interventions and pro-poor spending.
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IV. PREPARTNG FOR DEVOLUTION-
II{TERGOVERNMENTAL F.ISCAL
RELATIONS

Introduction

90. Chapter I2 of the constitution provides for principles of public finance
that will guide all aspects of public finance including in the preparation of the

2012/13 budget.In particular, Article 20I of the Constitution requires:
. Openness, accountability and public participation;

. Equitable sharing of tax burden;

. Equitable sharing of revenues;

. Expenditures shall promote equitable development;

. Equitable sharing of debt burden/benefits between current and

future generations;

e Prudent and responsible use of public resources; and

. Responsible financial management and clear fiscalreporting.

91. The Constitution also provides for two levels of government, namely

national and county governments, which according to Article 6 (2) are distinct
and inter-dependent and which shall conduct their mutual relations on the basis of
consultation and cooperation. In addition, Article 189 (lXa) of the Constitution
provides that government at either level shall perform its functions, and exercise

its powers, in a manner that respects the functional and institutional integrity of
government at the other level, and respects the constitutional 

-statub 
and

institutions of government at the other level.

92. From the perspective of the budget process, the significance of Articles 6

and 189 is that both levels of Government should not interfere in the day-to-day
management of finances in the other level of government. Specifically, each level
of government should be able to formulate, plan, execute and report on their
budgets without interference from the other level of government. The proposed

Public Fi4ancial Management Bill, 2012has reflected this letter and spirit of the

constitution.

County Revenues

Equitable Sharing of National Revenue

93. According to Articles 201,202 and 203 of the Constitution, revenue

raised nationally shall be shared equitably among the two levels of governments

and among county governments to enable them provide services and perform the
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functions assigned to them under the Fourth Schedule of the Constitution. The
equitable division of revenue between the two levels of government should take
into account the criteria specified in Article 203 of the constitution. In addition,
the Constitution requires that a minimum of l5 percent of all revenue collected
by the national government shall be allocated to counfy government.

94. The Commission on Revenue Allocation (CRA) Act, 20ll defines
revenue as follows:

"...all taxes imposed by the national government under Article 209 of the
constitution and any other revenue (including investment income) that
may be authorised by an Act of parliament, but excludes revenues
referred to under Articles 209 (4) and 206(1)(a)(b) of the constitution".

95. The definition of revenue, therefore, includes: income tax; value added
tax; customs duties and other duties on imports and exports; excise tax; and any
other tax or duty authorized by an Act of Parliament but excludes taxes which
have been assigned exclusively to county governments by the Constitution. The
definition also explicitly excludes: (i) charges imposed for the provision of a

service (Article 209 $)); (ii) money excluded by an Act of Parliament and
payable into another public fund established for a specific purpose (Article
206(l)(a)); and (iii) money retained by a state organ that received it for the
purpose of defraying the expenses of the State organ (Anicle 206(lXb). Table 4.1

below shows the most recent audited revenues for 2009110 and 2010/ll in line
with the Constitution and the CRA Act,20l l.

l/ Excludes Local Autltority Transfer Fund (LATF)

Table 4.1: AUDITED GOVERNMENT REVENUES
(In Millions of KSh.)

2009/to 2010/r1
Total Income Tax 1/ 209.098 258.651

Income Tax - PAYE I I5,448 137,055
Income Tax - Corporations 93,650 121,596

VAT - Local Goods 78,859 90,211
VAT - Imported Goods 63,112 81,670
Excise Tax 74,112 80,567
Licence under Traffic Act 2.22r 2.464
Customs Duties 41.271 46.O72
Other Taxes from International Trade 15,935 20,599
Stamp Duty 5,3s6 6,800
Land Rent t.l I I r.073
Other Profits & Dividends 4.295 I r.086
Profits & Dividends from CBK 4,059
Interest Received 382 759
Misc. Revenues 6,478 7.823
Fines, Penalties & Fortitures & Other Charges 229 290
Royalties 33
TOTAL 506,518 608,06s
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96. The equitable share of revenue is an unconditional allocation to the

county governments. County governments, being a distinct level of government,

are fully responsible for these funds and are directly accountable to their

respective County Assemblies for how they are spent.

Conditional and Unconditional Grants

97. In addition to the equitable share of revenues, Article 202 of the

Constitution also provides that counfy governments may be given additional

allocations from the national government's share of revenue in the form of
conditional grants (i.e. subject to specific conditions) or unconditional grants

(without any conditions) to augment their resources. It is expected, therefore, that

the National Government will propose conditional and./or unconditional grants in

future MTEF budgets, as part of the overall share of resources to be available to
counties.

Own revenues

98. The constitution has given to counties the exclusive powers to impose

taxes and charges. In particular, counties can impose (i) property taxes; and (ii)
entertainment taxes; and (iii) any other tax they are authorised to impose by an

Act of Parliament. Revenue raised by county government constitutes own-

revenues and will not be part of the pool of revenues subject to sharing between

the fwo levels of government. In exercising their revenue raising powers, the

constitution (Article 209 (5)) prohibits counties from doing so in a way that

prejudices national economic policies, economic activities across county

boundaries or the national mobility of goods, services, capital or labour.

Loans

99. In addition to the above-mentioned resources available to counties, the

Constitution provides for the county government to borrow only if the national
government guarantees the loan, and with the approval of the county
government's assembly. The National Government Loans Guarantee Act,20ll,
provides for the Cabinet Secretary responsible for Finance to guarantee loans to
counties on behalf of the National Government in a transparent, prudent and

equitable manner, consistent with Article 213 of the Constitution. The law set out

the criteria to be applied in considering guarantees and include usage of proceeds

for a capital project and ability of repaying the loan, and paying any interest or

other amount payable in respect of it, among other criteria.

The Equalization Fund

100. Article 204 of the Constitution provides for an equalization fund, which
the national government shall use to provide basic services including water,
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roads, health facilities and electricity to marginalised areas in order to bring the
quality of those services in those areas to the level generally enjoyed by the rest
of the nation, so far as possible. In line u,ith this constitutional provision, the
national government will operationalise the Equalization Fund into which, every
year, 0.5 percent of collected revenue, calculated on the basis of the most recent
audited accounts of revenue received as approved by the National Assembly will
be paid.

101. The Commission on Revenue Allocation (CRA) has the constitutional
mandate to determine, publish and regularly review a policy in which it sets out
the criteria by which to identifo the marginalised areas for purposes of allocating
the Equalization Fund. The determination and criteria for allocation is currently
being developed by CRA and it is expected to be published soon. However,
Article 221(2) of the Constitution requires that the budget estimates submitted to
Parliament "Shall" include estimates for expenditure from the Equalization Fund.
Moreover, mindful of the need to provide basic services to Kenyans the proposed
budget for 2012113 has provided for Ksh. 6.7 billion to fund projects that provide
basic services including water, roads, health facilities, and electricity. The figure
of Ksh.6.7 billion covers the two years 20lll12 and2012/13 and is calculated
using the most recent audited revenues for 2010/ll arnounting to Ksh.608.l
billion (see Table 4.1) and estimated revenues for 20lll12 amounting to Ksh.
725.8 billion.r

Costing of Functions Assigned to County Governments

102. The Fourth Schedule of the constitution has assigned functions to both
levels of govemment. The functions are either exclusive to each level of
governments, shared or are residually assigned to the national government
(Article 186). The constitution under Article 187 provides that financing must
follow functions. Therefore, it is important to cost the assigned funltions in order
to determine the amount of resources to be transferred to count5u governments.
Since the constitution requires that at least l5 percent of audited revenues should
go to county govemment, this would mean that at the very least Ksh.91.2 billion
must be transferred to the counties based on the latest audited revenues of Ksh.
608.1 billion for 2010/l I, as indicated in Table 4. I above.

103. To determine whether the minimum amount of Ksh. 91.2 billion is
adequate to finance the devolved functions, the Treasury working closely with
the line ministries conducted an exercise to assess the budgetary costs of the

'Theuseofestimatedrevenuesfor20llll2rather thantheauditedrevenuesfor20l0/ll isin
order to get a more accurate approximation of the amounts that rvill go into the Equalization
Fund.
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functions that would be transferred to county governments.2 This required

discussing and agreeing with each line ministry the current functions to be

devolved and those that would remain with the national government based on the

Fourth Schedule of the Constitution. In addition, line ministries were required to
give a breakdown of expenditures between recunent and development
expenditure for each ofthe 47 counties. This exercise, therefore, provides a basis

for both the vertical (i.e. between the national and counfy government) and

horizontal (among the counties) division of revenue.

104. The total cost of funding the devolved functions based on the existing
Ievel of services, including allocations for the Constituency Development Fund
(CDF), was estimated at Ksh. 154 billion for 2012/13. Additional expenditures
related to new administrative structures, such as wages for County Executive and

County Assembly are estimated at about Ksh. 6 billion bringing the total cost to
Ksh. 160 billion (Table 4.2). This represents 26.3 percent of the most recent

audited revenues. The estimated expenditures do not include the one-off
expenditures for setting up the necessary infrastructure in counties in preparation

of the new devolved system of government.

Table 4,2: Cost of Devolved Functions by Sector

ln Ksh billion Share of total

Sector 20r0h1 201u12 2012h3

Prov. Prov. Ceiling

2010/11 101u12 2012/13

Prov. Prov, Ceiling

Agriculture and Rural Development

Education

Energy, lnfrastructure and lCl

Environmental protection, Water and Sanrtation

General Economk, Commercial and Labour Affairs

Governance, Justice Law and 0rder

Health

Public Administration and lnternational Relations

Social Protection, Culture and Recreation

10.8

0.5

59.4

9.8

4.9

0.3

32.9

28.1

13.4

10.5

0.4

45.7

8.0

8,1

0.3

21.8

14.9

5.2

11.2

0.4

53.5

8.8

5.0

0.3

31.4

.t /.b

10.1

7,1%

0.0%

6.0%

0.510

0.0y"

33%

2.8%

7.2%

0.0%

5.610

0s%

0.6%

0.0%

].3%

1.8%

7.1%

1.3%

0.0%

5.7%

t.0%

l. ln

0.0%

2.7%

1.9%

0.8%

IOTAI.

SECTOR TOTAI

116.6

799.5

139.3

959.1

150,0

989.7

14.6%

100.0%

t4.5%

100.0%

t6.z%

100.tr/.

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

' The Treasury invited all the line ministries affected by the devolution of functions under the
Fourth Schedule, and jointly agreed on what functions of each ministry would be devoh,ed to
counties and rvhat rryould remain at the national level. Based on that understanding. the line
ministries were then requested to cost these functions on the basis of budgetary allocations for
2010/ll to 2012113. Therefore. these costings do not reflect the expenditure requirements
necessary to achieve a certain level or baseline ofdesired services delivery.
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done in a manner that ensures that the principle of "holding harmless" is
respected so that no county should suffer deterioration in service delivery because
of devolution.

Projected shares of Sharable Revenues

106. The resources available to be shared by the national and county
governments over the coming three financial years are estimated on the basis of
projections of the economy's performance over the medium term. The underlying
assumptions are set out in Section II and III of this Statement.
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lO?. The projected vertical division of revenue for the 2012/13'2014/15 period

is outlined in Table 4.3. This division may change depending on the extent of the

application of the criteria set out in Article 203 of the Constitution rvith respect to

vertical sharing of revenue. For 20l2113-2014115, the national government

average share is about 80.5 percent of collected revenue, while that to counties is

19.5 percent.3 The counfy government's share includes various amounts that will
be transferred to county government such as Local Authority Transfer Funds

(LATF), and the Constituency Development Funds (CDF).

108. In nominal terms, the projected total revenues transferred to counties are

estimated at KSh 166.7 billion for 2012/13, and are expected to rise to KSh.

221.1 billion in 2014115. As for the Equalization Fund, the 2012113 fiscal

framework has provided resources amounting to Ksh. 6.7 billion to cover the first

two years of 201ll72 and 2012/13. Subsequently, after an initial dip from the

elevated level of 2OlZ/13 reflecting the combined payments for two years,

available resources to the Equalization Fund would rise gradually to Ksh. 5

billion by 2014/15.

New Formula for Allocating Revenue

109. The CRA has proposed a revenue sharing formula which is currently

under discussion. The formula proposes to take into account population, land

area, poverty, a basic equal share and fiscal discipline.a Once the vertical division

of revenue is established, the formula can then be used to allocate revenue among

the 47 counties. It is expected that the allocation of revenue based on the costing

of devolved functions as captured in the 2012/13 budget will differ from the

allocation based on the proposed formula. This reflects the fact that the

parameters in the formula were not the only determinants of resource allocation

to the sub-national level in the past.

110. For instance, there are counties that may get more resources than

suggested by the formula because they host institutions that provide services to

more than one county e.g. provincial hospitals which provide services to several

counties and whose functions have now been assigned to county governments.

Since the formula will not pick up such subtleties, it will be important that the

results of the two methods (allocation based on existing expenditure pattems and

the form'ula) be harmonized in order to avoid adversely affecting services

delivery but also to ensure equitable distribution of resources.

3 Taking the following into account: debt sen,ice, wages for civil servants and Teachers sen,ice

commission, pension payments, and otherneeds of the national government (such as contingency

fund. drought, and expenditures to fund the elections), the national government's share of
sharable revenues is estimated to decline to below 30 percent.

o The respective weights in the formula, in percen! are as follows; Population (60 percent); land

area (6 percent); poverty (12 percent); basic equal share (20 percent); and fiscal discipline (2
percent).
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I I 1. It is expected that once the nerv basis for sharing revenue among the
counties is approved by Parliament, the process of achieving equitable allocation
of resources will be phased in over the next three years in line with the phased
transfer of functions as provided for in Section I5 of the Sixth Schedule of the
Constitution. Indeed international experience suggests that resources should not
be reduced for counties with a larger allocation of resources in order to hold
'harmless' but also to facilitate counties deliver on the assigned functions. This
will provide county governments with a lead time to restructure and rationalise
their budgets and operations while at the same time guaranteeing the requisite
resources to perform their assigned functions. On the other hand, resource
increases to county governments that are supposed to receive higher allocations
should be phased so that county governments can build the capacity and develop
priorities with a view to using the funds efficiently and effectively.

ll2. In sum, attaining equitable distribution of resources while ensuring
responsible and prudent public financial management in line with Article 201
cannot be achieved in one year, but over a period of time. In this context, timely
approval by Parliament of the basis for the allocation of the sharable revenue
among the counties is critical. It is expected that the new revenue sharing formula
will represent a break with past funding pattems and result in more equitable
distribution of resources.

County Budgets and the Transfer of Functions

I 13. The financial year 2012/13 will, for the first time, see the establishment of
county govemments after the general elections. Therefore, the budget for 2012/13
is a transition one with current expenditure patterns forming the basis for
equitable vertical and horizontal division of revenues. Although extensive work
has gone into costing the devolved functions, for purpose of determining
expenditure patterns in the counties based on the assigned functions, it is
anticipated that the Transition Authority will build on this as its functions
include: (i) facilitating the analysis and the phased transfer of t'lie functions
provided under the Fourth Schedule; and (ii) determining the resources required
for each ofthe functions.

ll4. Before the County Governments can formulate and implement their own
budgets, the necessary administrative and political structures will have to be in
place. These structures include the County Executive Committees to oversee
budgdt formulation, the County Assemblies to approve budgets, and of-course the
County.public service which will implement and report on the budget. The
County Govemments will come into operation well into the FY 2012113, at a
time when the preparation for the 2013/14 budget will be well underway with the
expectation of submitting budget estimates at both levels of government by end
April 2013. This means that the earliest that County Governments can take full
charge of the formulation, approval and implementation of their budgets would
be June 2013.
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l15. To avoid the disruption of service delivery to counties, the national

government is expected to continue performing the functions that have been

assigned to the counties until such a time, not exceeding three years, when the

countS, govemments are able to take over their functions based on objective

criteria established in line with Article 262 (15) of the Constitution. The

procedure and criteria for the phased transfer of functions, which will be carried

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

Transition to Devolved Govemment Act,2012.

116. This implies that over the three year transition period after the first
general elections, the transfer of functions will be determined by the readiness of
counties to perform assigned functions effectively. Some counties may take over

their assigned functions earlier than others depending on whether they have the

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

line with Article 262 (15) of the Constitution.

ll7. Although this asymmeftic transfer of functions is provided for in the

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

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

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

This will avoid a situation where-by some counties have more functions

transferred to them because of their stronger capacities while other counties have

less functions transfened owing to lack of capacity.

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

118. Once the Counties begin to perforrn their functions, it is expec.ted that the

proposal for the equitable vertical-and-horizontal division of revenue will be

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

County Allocation of Revenue Bill (CARB), respectively. The DoRB will specify

the equitable share for natiOnal and county governments, and any other

conditional and/or unconditional grants from the national govemment's share of
revenue while the CARB will specifu the allocations among the 47 county

governments.6 The two bills will be expected to take into account the

constitutional provisions under Article 203.

' In the Fourrh Schedule of the Constitution, capacity building and technical assistance to the

counties has been assigned to the National Government.

6 According to Articles 95 and 96 of the Constitution, the National Assembly determines the

vertical division of revenue, while the Senate determines the horizontal division. However, since

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

resolution supported by at least two-thirds of the members of the Assembly.
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Decentralised Funds

ll9. The Local Authority Transfer Fund (LATF) and rhe constituency
Development Fund (CDF) constitute a part of decentralized public funds that the
government has been spending at the sub-national level, In addition, parl of the
Road Maintenance Levy Fund (RMLF) comprise of spending at local level. The
government is committed to ensuring that the equivalent of the funds earmarked
for the LATF, CDF and RMLF are provided for financing programmes and
projects at the county level. This is consistent with the principle of financing
following functions as these funds largely finance functions that have been
assigned to county governments (perhaps with the exception of education in the
case of the CDF).

120. As regards the LATF, since these were funds going to the 175 local
authorities, given there is only 47 counties, these funds will simply be folded into
the county governments' equitable share and any allocation of resources to the
decentralized units within the county will be the responsibility of the County
Executive Committee and the County Assembly. In the case of the CDF, the
existing management structure, especially the participation of Members of
Parliament in the allocation of resources, may be inconsistent with the
Constitution where the County Govemor and the Deputy County Governor are
the chief Executive and Deputy chief Executive, respectively (Anicle 179 (4)).

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

Summary

122. 2012113 is an election year that will usher in a devolved system of
government. Under the proposed framework of managing the transition to
decentialised structure that is in line with the new Constitution, the division of
revenue, between national and county government is set out with national
govemment accounting for an average of about 80 percent of equitable share of
revenues over the 20l2l13 MTEF period, while county governments will account
for 20 percent.

123. The costing of the devolved functions forms the initial basis for sharing of
revenue among counties before the new formula is phased in. For existing
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devolved funds such as LATF and CDF, there is need to determinate how they
will be managed in line with the new Constitution. It is proposed that LATF will
be folded to become part of county government unconditional equitable share,

while the CDF will be made either conditional or unconditional transfer to
counties.

Et

i'l
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V. EXPEI\DITURE PRIORTTIES AND
RESOT]RCE ALLOCATION

Resource Envelope

124. The resource envelope available for allocation among the spending
agencies is based on the medium term fiscal framework outlined in Section III:

e Domestically mobilized budget resources finances about 90 percent of the
budget. Of this, tax revenue (income tax, customs duties, value added taxes,
and excise taxes) accounts for over 80 percent of total budget resources.
However, due to slower than anticipated growth for 2012/13 and changes in
VAT withholding mechanism, revenues are now expected to increase by 0.2
percentage points in 2012113 to stand at 24.2 percent of GDP compared to
24.0 percent of GDP in20lll12;
. Committed external financing in the form of grants and concessional
borrowing tied to specific programmes/projects are expected to be about 3.5
percent of GDP in2012/13; and

o Domestic borowing at 2.8 percent of GDP is expected to finance 64
percent of the deficit in2012/13, and is expected to decline steadily to finance
about 40 percent of the budget deficit in the medium term. This is consistent
with the objective of gradually reducing the debt stock as a percentage of
GDP.

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

Spending Priorities

126. ' In view of the changed macroeconomic circumstances since the start of
implementing Vision 2030 first Medium Term Plan in 2008, the Government has
updated its main priorities going forward in the context of first MTP update. The
Government will, in this regard, prioritize resource allocation to achieve updated
MTP priority goals as well as cater for priorities identified during the
countrywide budget consultative meetings held in October - November 201l.
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127. In addition, the new Constitution requires national and county

governments to promote budgetary transparency, accountability and effective

financial management of the economy and the public sector. Therefore,

inefficient and wasteful public expenditure will be eliminated at all costs in order

to promote public trust on Government officials.

128. In finalizing the preparation of the 2012 MTEF budget, spending

proposals will undergo rigorous scrutiny to identifo areas of inefficient and non-

priority expenditure in the areas indicated in the table below. These areas were

iargeted in 201ll12 during the budget approval by Parliament. During scrutiny of
ZOlZl13 budget proposals, more effective use of resources will be sought across

spending agencies and any identified savings will be redirected to deserving

priority expenditures.

12g. Overall, given limited resources, the MTEF budgeting will focus on the

following:

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

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

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

sectors, however, will be required to utilize the allocated resources more

efficiently to generate fiscal space to accommodate strategic interventions in

their sectors including funding HIV/AIDS interventions, healthcare

infrastructure, affordable drugs, as well as recruitment and training of staff as

identified during the budget consultations. In particular, it is expected that the
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health sector rvill strengthen its infrastructure and administrative control,
while the education sub-sector will revisit its staffing norms in order to create
fiscal space for key interventions which include provision for learning
infrastructure, teaching and learning materials, and recruitment of teaching
staff.

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

. with the Govemment committed to improving infrastructure
countrywide, the share of resources going to priority physical infrastructure
sector, such as roads, energy and water and irrigation, rvill continue to rise
over the medium term. This will help the sector provide reliable and
affordable energy, as well as increased access to water and development of
irrigation projects countrywide.

. Other priority sectors including security, rule of law, youth and
development of arid regions, which has received a significant boost in
resources over the past two years. Resources to these sectors will be
maintained at adequate level over the medium-term to enable these sectors to
implement governance reforms as well as deal with security, youth
unemployment and provide opporlunities for the vulnerable members of our
society in the arid and semi arid regions.

Medium-Term Expenditure Estimates

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

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

Parliament also receive Iarge shares.

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

(i) Non discretionary expenditures: this takes first charge and includes
payment of statutory obligations such as loan amortization and interest
payments, salaries for constitutional offices and pension and salaries for
line ministries and public entities that are financed by the National
Exchequer. These expenditures are projected to account for about 51.3

percent ofthe expected ordinary revenue receipts.

(ii) Operations and ntaintenance: Ministries/Deparhnents are allocated funds
for basic operations and maintenance. This accounts for 43.5 percent of
the projected ordinary revenue, of which Defense and NSIS account for
7.6 percent. Thus, after taking into account expenditure on non-
discretionary and operations and maintenance the available balance of 5.2

percent from total ordinary revenue is the current budget surplus to be

shared among other ministries/government depaltments to fund their
planned development proj ects/programmes.

(iii) Development expenditure: As already indicated, it is only 5.2 percent of
the ordinary revenue that will be available to finance part of the planned

development expenditure. The rest of the development expenditure will
be funded through borrowing from the domestic and foreign sources, as

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

. On-going projects: emphasis is given to completion of on-going
prpjects and in particular infrastructure projects, flagship projects and
prbjects with high impact on poverry reduction and equity, employment
and wealth creation.

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

o Counterpart funds: priority is also given to adequate allocations
for donor counterpart funds. This is the portion the Government must

2012 Budget Policy Statement Page 39



fund in support of the projects financed by development partners. Usually
it accounts for betu,een a quaner to a third of the cost of the project.

o Strategic policy inten'entions: priority is also given to policy
interventions covering the entire nation, regional integration, social equity
and environmental consen,ation. The implementation of the new
constitution is now a key n3llenal objective, thus more resources will be
set aside for this purpose over the medium term.

Finalization of spending plans

133. As indicated earlier, the finalization of the preparation of the ministerial
budgets will entail thorough scrutiny to curtail spending on non-productive areas
and ensure resources are directed to priority programmes. As line
ministries/department budgets are scrutinized and the resource envelope firmed
up, it is likely that additional resources may become available. Govemment will
utilize these resources to accommodate key national strategic priorities with
sound business plans. Specifically, the following will receive priority:

Details of Sector Priorities

134. The medium term spending estimates for 20l2ll3 - 2014/15 ensures
continuity in resource allocation based on prioritized programmes aligned to the
updated first Vision 2030 MTP and policy initiatives to accelerate growth,

Priority Areas of Consideration for Additional Resources

I Intervention identified during the county stakeholders consultation for
2012 MTEF budget. A summary of issues identified by Sector
Working Groups during the consultations are summarised in Annex 9.

2 Implementation of the new Constitution covering proposals not
accommodated within the baseline ceilings issued to Ministries.

) Strategic intervention in the area of education, health, infrastructure
(especially rural/feeder roads), tourism, security and agriculture
(especially irrigation programmes and other food security'enhancing
programmes), as well as policy interventions covering the entire
nation to enhance regional integration and social equity. A list of
additional requests that are potential sources of fiscal risks on
expenditure is provided in Annex 10.

4 Specific consideration to job creation for the youth based on sound
initiatives identified within and outside the normal budget preparation
(Annex 9 and l0).
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employment creatiot'r and poverty reduction. The recent achievements and key
priority targets for each sector are based on the reports from the Sector Working
Groups (SWG) after taking into account recommendations of the Ministerial
Public Expenditure Revieu,s (MPERs) and views from the budget consultations

and Public Sector Hearings in January 2012.

Agriculture and Rural Develop ntent

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

136. The sector aims at raising agricultural productivity, exploiting irrigation
potential, increasing commercialization of agriculrure, improving the legal and

policy framework for agriculture, improving governance of agricultural
institutions, and land development as well as promotion of sustainable

management of fisheries, forestry and wildlife resources.

137. The challenges facing the sector include unfavourable climatic changes,

poor planning and inadequate warning systems, Iow production and productivity,
poor marketing strategy and infrastructure, low value addition and

competitiveness, inadequate physical infrastructure, unfavourable Iegal and

policy frameworks, and low access to financial services as well as affordable
credit.

138. To address these challenges, a total of Ksh. 167.5 billion has been

provided for the 2012 MTEF period covering 2012/13 to 2014115 (Table 5.1).

For FY 2012113, Ksh 52 billion has been set aside for the sector. This is projected
to increase to KSh 60.1 billion by 2014115, bringing the total resoul.ces for the
entire MTEF period to KSh 167.5 billion.

1/ The sector comprise of Agriculture, Livestock Development, Fisheries Development, Land, Cooperative

Developmenl and Marketing, Forestry and Wdlife, National Land commission

139. Under the new Constitution, a number of functions in the sector have been

assigned to the counties. These include crop and animal husbandry, livestock sale

yards, abattoirs, plant and animal disease control, fisheries and cooperative
societies. Together, these functions are estimated to cost about Ksh. 38 billion
over the MTEF period. The national departments will need to be reorganized and

rationalized to ensure efficient delivery of services in a decentralized system.

Table 5.1: Agriculture and Rural Development 1/

2012t13 2013114 2014115

Medium.Term estimates

2011112

Revised

2012 MTEF

TotalKsh billion

National

of which: Transfer to Public Entities

Counties

46,3

12.7

13.9

41.8

9.1

11.2

41.2

11.3

10.8

42.1

12.1

13.2

129.5

36.1

37.9

of which: sa/aries 32.010.7 11.010.1 10.4
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Energ1,, I n/rastruct ure & ICT S ector

140. Energy, Infrastructure and Information Communications Technology
(EI&ICT) Sector continues to be an enabler for sustained developnrent of the
economy. Despite major achievements over the recent past, there are still
challenges, including: delayed uptake of donor funds, roads maintenance
backlog, lack of adequate local construction capaciq,; inadequate power supply
capacity; over-reliance on hydro-pou'er generation; Iow investment in pourer
generation by private sector; inadequate capacity for research in ICT and film
industry; and inefficient and congested Port of Ir4ombasa.

l4l. Over the medium-term, the sector's priorities include: accelerating on-
going infrastructure development, improving efficiency and effectir/eness of the
infrastructure development process at all levels of planning, contracting, and
construction; modemizing provision of electricity, developing modern national
ICT infrastructure, and reforming pofts and rail.

142. Total MTEF estimate for the sector is KSh 741.5 billion (Table 5.2). For
FY 2012/13, KSh 230.8 billion has been set aside, increasing to Ksh 262.9 billion
by 2014115.

1/ lncludes roads, public works, transporT, energy, local govemment, Nairobi metropolitan development, and
lnformation & Communications Technology

143. Assigned functions to the counties include county roads, street lighting,
traffic and parking, public road transporl and ferries and harbours, and housing.
These are estimated to cost Ksh 183.1 billion over the MTEF period.

General Economic, Conutezrcial and Labor Affiirs

144. Despite impressive performance over the recent past, the sector still faces
a number of challenges ranging from inadequate lega!, regulatory and
institutional challenges, limited access to credit, high cost of production, stiff
competition from access to international markets, Iow awareness of benefits of
regional integration, influx of sub-standard, counterfeits and contra-band goods,
and low technology, innovation, research and development.

145. Over the medium-term, the sector plans to create an enabling business
environment for trade and investment; deepen regional integration, promote best
labour practices, manpower planning, development and utilization, tourism
development and marketing, undertake policy, legal and institutional reforms for

le 5.2: Energy, lnfrastructure & ICT Sector 1/

2011t12

Revised

2012113 2013t14 2014t15

Medium-Term estimates

2012MTEF

TotalKsh billion

165.5

48.6
E2E

171.4

54.3

59.4

187.5

57.9

60.3

199.5

62.0

63.3

558.4

174.2

1 83.1

National

of which: Transfer to Public Entities

Counties

262.9

3.9of which: salaries 3.5 3.6 11.2

7

3.7

7.8
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the development of the sector; support entrepreneurship and industrial
development; and promote expofis and sustainable tourism.

146. Total MTEF estimate for the sector is KSh 71 billion (Table 5.3). For FY
2012113, KSh 23 billion has been set aside, representing an 18 percent increase

from FY 20ll/12 funding level. This is projected to increase to KSh 24.1 billion
in20l4ll5.

1/The sector comprise of trade, easl Africa communfty, nationalheritage and culture, touism,

industi alization, labour, and Region al Development Authorities.

147. Assigned functions to the counties include markets, trade license, and

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

Health

148. The sector's goal is to provide equitable and affordable health care to the

Kenyan citizens. While remarkable achievements have been made over the years

in terms of improvement in mortality rates, the sector still faces challenges,
which include inadequate infrastructure, qualified health personnel and

medicines and medical supplies.

149. In the medium term, the Government will seek to address these challenges
through continued investment in training of health professionals, medical
services, health, and sanitation infrastructure. The 2012 MTEF estimate for the
sector is Ksh. 243.4 billion, of which Ksh 77 billion has been set aside for FY
2012/13, representing a 6 percent increase from FY 20ll/12 funding level (Table
5.4). This is projected to increase to KSh 85.4 billion by 2014115.

i

Iable 5.3: General Economics, Commercial and Labour Affairs 1/

2011112

Revised

2012113 2013114 2014/15

Medium-Term estimates

2012 MTEF

TotalKsh billion

13.4

4,1

6.0

47.3

13.1

23.6

National

of which: Transfer to Public Enfities

Counties

18,1

4.3

4.9

14.7

4.4

9.2

14.5

4.4

OA

23.0

1.9

19,5

1.8of which: sa/arles 1.9 2.0
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Table 5,4: Health Sector 1/

?012t13 2013/14 2014115

Medium.Term estimates

2011t12

Revised

2012 MTEF

TotalKsh billion

Nalional

of which: Transler to Public Enilties

Counties

144 I
42.9

0aA

41.4

13.9

31.4

44.1

14,0

32.9

490

14.3

32.0

51.7

14.6

JJb

otal

of which: sa/aries

77,0

27.1

72.8

23.7

2

85.928 9 29.8

1/ lncludes medicalseruices, public health and sanitation, Research and Developmenlsub-Seclors

150. Assigned functions to the counties under this sector include county health
facilities and pharmacies, ambulance services, promotion of primary health care,
Iicensing and control of undeftaking that sell food to the public and pre-primary
education. Preliminary costing of these functions is Ksh 98.5 billion over the
MTEF period, of which Ksh 77 billion is earmarked for FY 2012/13.

Education

l5l. The sector's overall goal is to increase access to education, raise the
quality and relevance of education, reduce inequality, and exploit knowledge and
skills in science, technology and innovation to achieve global competitiveness.

152. Previous achievements include free primary education u,hich has
improved admission into primary level education from 5.9 million in 2003 to 9.4
million children in 2010. Other achievements include: improved gender parity at
primary school level; increased number of secondary schools from 6,405 in2007
to 7,308 in 2010 with free tuition for secondary schools, increased accredited
TIVET centres from 288 in 2007/08 to 487 in 2010/l l, and increased enrolment
into the public universities from l6,l 34 students in 2008/09 to 24,L16 students in
20101r1.

153. The sector's challenges include inadequate infrastructure and staffing,
slow pace to ICT integration, and dealing with accelerated admissions to
university. In the medium term, the Government will seek to address these
challenges by providing enhanced education and training oppoftunities, building
capacity in industrial training, and reforming university education system.

154. ,The 2012 MTEF estimate for the sector totals Ksh 721.2 billion, of which
KSh 229 billion has been set aside for FY 2012/13, a 7 percent increase from FY
2}1lll2 funding level (Tabte 5.5). This is projected to increase to KSh 251.3
billion by 2014/15.
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Table 5.5: Education Sector 1/

Ksh billion

2011112

Revised

2012113 2013114 2014115

Medium'Term estimates

2012 MTEF

Total

National

of which: Transfer to Public Entities

Counties

213.5

51.2

04

228.6

57.4

0.5

240.4

61.6

0.5

2s0.8

64.9

0.5

719.8

183.8

1.4

Total

of which: salaries

213.9

115.2

229.0

119.5

240.9

123,4

251.3

127.1

721.2

369.9

1/ lncludes education, and higher educatlon sub'Seclors

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

estimated MTEF budget of Ksh L4 billion, mainly to cater for pre-primary

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

Governance, Justice, Law and Order Sector GILOS)

156. The Sector plays an important role in providing a stable environment for

the political, social and economic activities to thrive. Following the prornulgation

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

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

newly established institutions are the National Police Service Commission

(NPSC), the Constitution Implementation Commission (CIC), and the Office of
the Director of Public Prosecutions (ODPP). The Judicial Service Commission

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

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

(EACC).

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

execution of its programs, including enhancing governance, rule of law, and

preventing corruption among others.

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

Kenyans; enhance the security of identification, registration and travel

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

crimes including tracing, recovering and restitution of corruptly acquired assets

and ensuie public safety and security; reform and modemization of the electoral

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

and ethics; and registration and funding of political parties.

159. For FY 2012113, KSh 120.9 billion has been set aside, representing about

l4 percent increase from FY 201ll12 funding level (Table 5.6). This is projected

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

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

2011112

Revised

2012113 2013114 2014115

Medium.Term estimatesKsh billion

2012 MTEF

Total

National

of which: Transfer lo Public Enlities

Judiciary

Counties

105.8

4.0

7.5

0.3

rzu.0

4.2

9.8

03

355.4

12.8

30.2

1.1

1 15.4

4.3

10.0

0.4

119.4

4.4

10.4

0.4

Iotal

of which: salaries

't06.1

55.4

120.9

60.1

1 15.8

60.4

1 19.8

62.3

3s6.5

182.9

1/ lncludes Ministry ol State for Provincial Administration and lnlemalSecunly, Office of the Vice President
and Ministry ol Home Affairs, Ministry of Juslice, National Cohesion and Constitutional Affarrs, Slale Law
Office, Judiciary, Kenya Anti-Corruption Commission, Kenya National Audit Office, Ministry of State for
lmmigration and Registration of Persons, lnterim lndependent ElectoralCommission and the Directorate of
Public Prosecution.

Assigned functions to the counties include ensuring and coordinating the
participation of communities and locations in governance at the local level and
assisting communities and locations to develop the administrative capacity for the
effective exercise of the functions and powers and participation in governance at
the local level. These are estimated to cost Ksh 1.1 billion over the MTEF period.
However, this may increase depending on the scope of restructured functions of
the provincial administration in Iine with the Constitution.

Judiciarv

160. The GJLOS sector includes the MTEF budget for the Judiciary that is
expected to be submitted directly to the National Assembly in line with the new
Constitution. The challenges facing the Judiciary include case backlog, case
delay and inaccessibility to justice in many parts of the country. This is attributed
to lack of adequate facilities in most of the existing 120 court stations in the
country; inadequate numbers ofjudicial officers and other suppoft staff; and slow
adaptation and institutionalization of ICT technology and other faciiities.

161. During this MTEF period, the Judiciary rvill prioritize the implementation
of the new Constitution and continue to implement strategies that will lead to
reduced case backlog, improved access to justice and modemize the court system.
The MTEF funding level is estimated at Ksh 30.2 billion, of which Ksh. 9.8
billion is for FY 2012113. This has been arived following consultations with the
Judiciary.

P u bl ii,A dmi ntstr ati o n an d I nt er natio n al Re latio tts

162. The sector plays a key role in enhancing public service delivery,
organization and coordination of Govemment business through planning,
mobilization of financial and human resources in the public sector. In addition,
the sector links all other sectors with the rest of the world on matters of
international treaties, agreements, cooperation and resource mobilization. The
Constitution established Constitutional commissions and Independent offices
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some of which are members of the sector. These include: Office of the Controller
of Budget, Kenya National Audit Office, Salaries and Remuneration Commission
and Commission on Revenue Allocation. Further, Kenya National Assembly
previously falling under the Govemance Justice Law and Order Sector was

incorporated in this sector.

163. Funding over the 2012 MTEF period will enable the sector to oversee the

implementation of the new Constitution; provide leadership and policy direction
in the governance of the country; coordinate and supervise government affairs;
promote sound public financial and economic management for socioeconomic

development; articulate and implement Kenya's foreign policy for national

development; promote macroeconomic stability, mainstream MDGs into the

nation's policy, planning and budgetary process, implementation, monitoring and

evaluation; promote efficient and effective human resource management and

development for improved public service delivery; and promote public service

integrity.

164. For FY 2012113, Ksh. 107.3 billion has been set aside to fund the sector's
programmes (Table 5.7). This is projected to increase to Ksh. 114.5 by FY
2014115, bringing the total MTEF estimate to Ksh. 331.8 billion.

1/ lncludes slafe house, public service, loreign affairs, planning and national development, finance, cabinel

office, public service comrnrssio n and prime minister, Controller of Budget, Parliamenl, Commission of

Revenue Allocation, I{ENAO, Sa/aries and Renumeration Commission

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

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

Parliament

166. This sector includes the MTEF budget for the Parliarnent that is expected

to be submitted directly to the National Assembly in line u,ith the new

Constitution. Parliament plays a crucial role in strengthening the democratic
space and good governance in the country. Under the new constitutional order,

parliament will consist of the National Assembly and the Senate. This is expected

to increase the resource requirement to cater for the increased membership of

Table 5.7: Public Administration and lnternational Relations 1/

2011112

Revised

zUAfi 2013114 2014115

Medium-Term estimates

2012 MTEF

TotalKsh billion

92.9

20.2

10.2

17.6

263.2

61.3

40.9

68.6

National

of which: Transfer lo Public Enlities

Parliament

Counties

702

21.0

12.1

28.1

90.2

20.0

14.1

19 8

93.7

20.3

14.6

20.8

otal

of which: sa/anes

107,3

14.6

09,9

14.7 15.1 44.413.2

10.5
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Parliament from the curent 224 to 418 and for additional physical facilities and
infrastructure.

167. Total MTEF estimate for the Parliament is Ksh 40.9 billion. For FY
2012113, Ksh. l2.l billion has been set aside as baseline ceiling. Horvever,
consultations with Parliamentary Service Commission are ongoing ahead of
finalization of detailed budget to firm up the resource requirement to cater for the
lOth Parliament and initial requ,irementi for the expanded Parliament during the
second halfofthe financial year.

Social Protection, Cullure and Recreation

168. The sector's strategic objectives include formulating and implementing
national and cultural heritage policies; youth empowerment; gender, children and
social development; disaster management and coordination of development
activities in arid and semi arid areas which cuts across all the three pillars of the
Kenya Vision 2030. Key achievements for the 201I MTEF include: resefilement
of IDPs; disaster mitigation; increased coverage of cash transfers for the
vulnerable groups in the country; development of cultural and heritage
infrastructure; improvement and construction of water and sanitation
infrastructure in the ASALs; construction, rehabilitation and equipping of Youth
Polytechnics and empowerment centres.

169. Funding over the 2012 MTEF period will continue to enhance delivery of
the sector priorities. For FY 2012/13, Ksh 37 billion has been set aside to support
the sector'activities (Table 5.8). This is projected to increase steadily to KSh
47.1 billion in 2014115, bringing the total MTEF estimate to KSh 126.7 billion.

Table 5.8: Social Protection, Culture and Recreation 1/

2011112

Revised

2012113 2013t14 2014t15 2012 MTEF

TotalKsh billion Medium-Term estimates -

National

of which: Transfer to Public Entilies

Counties

28,0

9.8

I 0.1

23.5 32.8

8.5

9.8

36.8

10.5

10 3

93.2

26.2

33.5

7.

13

2

.4

Total

ol which: salaries

38,1

J.J

37.0

3.4

42.6

3.5

47.1

3.6

126.1

10.4

1/ lncludes NationalHeritage and Cultures, Gender and Children Development, SpecialProgrammes, youth

affairs and spofis, development of norlhern Kenya and arid lands.

170. Assigned functions to the counties include sports and cultural activities
and facilities, among others, which are expected to cost Ksh 33.5 billion. The
sector will benefit from additional funding from the equalization fund as some of
the activities covered under the sector benefit the marginalized categories.
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Environmenlal Protection' lVakr' and Housing

|7|.ThesectorplaysakeyroleinensuringthateveryKenyanhasaccessto
decent and affordaure trousin[ with access to p-orable water in a clean and secure

172. Over the MTEF period. the sector aims to achieve expansion of water

coverage ura ,"*t'ig" I;;;li;"t' scaling up water uT:g-t^,:o improve water

security; scaling ,p-?"ig.ii"n to ,rdr".- d.p.rd"nce of rain fed agriculture;

protection, conservation and management oi catchment areas; mitigation and

adaptation*.u,"t''-onclimatett'ungt;-tnfo"tm"nt'ofsectorlawsand
regulations; restoration- of Nairobi ni""rr;- r"dernization of meteorological

services; mineral .*iio.u,ion and mining cadastre system; enhancing housing

development tr,rorfr"';;;;;'^;ril;;:r'-6-scaling slum upgrading and

redevelopment; andil*;;il;;.-.or, of building material to increase access to

environment

housing.

1/ lncludes water and inigalion, envionment and Mineral resources, and housing

lT4,Underthissector,assignedfunctionstothecountiesincludesoiland
waterconservation,forestry,stormwater*unug..n.nt,.andwaterandsanitation
services, as well u, .oni*i oiair pollution, noiJ" pollution, other public nuisance

and outdoor advertising. preliminary 
"orffioi 

ihese functions amounts to Ksh

30.8 billion for the MTEF Period'

National SecuritY

l,l5.Thenationalsecuritysectorcomprisesofdefenceandnationalsecuriry
intelligence,"rri..r. it, zbtz vrer 

"rtinlut" 
of KSh 199.9 billion has been

allocated for the sector, of which Krh. 6;.t ;illion has been set aside for FY

2Ol2/13,rising to frf'"ifUiffion by FY 2014i 15 (Table 5'10)'

|T3.The20l2MTEFestimateofKShl54.lbillionhasbeenallocatedforthe
sector. For Fy 2ol2/1;,iirir. +a.stillion'ias been set aside, increasing to Ksh'

l+iuilion bv FY 2o14lr5 (Table 5'9)'

1landnand lrrigatioWaterProtection,Environmental5.9able
2011112

Revised
Ksh billion

2012'13
T

Medium'Term estimates

2014/1s 2012
20'13114

38.9

4.5

8.8

38.7

4.5

9.8

40.9

4,5

10.2

43.7

4.5

10.7

123

13.

30ol which: Iransfer to Public Enlities
6

10.73.7
3.4

of which: salaries

5

3.5 3'6
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Table 5.10: National Security

Ksh billion

2012113 2013t14 2014t15

Medium.Term estimates

2011t12

Revised

2012 MTEF

Total

National

olwhich: Transfer lo Public Entilies/l

0ounlies

78.6

77.8

676

666

643

63.4

68.0

66,9

199 9

196.9

Total

ol which:sa/arles (excl. DoD & NS/SJ 06

78,6 64,3

0.7

67m
0.6 07 20

1/ Defense and nationalinteligence serylces (include salaries)

Conclusion

176. The 2012 MTEF is marked by moderate growth in overall expenditure,
taking into account the weaker economic outlook and the need to maintain fiscal
disciple during the implementation of the new Constitution. Expanding
infrastructure investment, while maintaining reasonable growth on social
development priorities remain a priority. Preliminary allocations to counties
reflect a transition arrangement while ensuring continued provision of basic
services to Kenyans.

177. Overall, the set of policies outlined in this BPS are consistent with the
national strategic objectives pursued by the Government as a basis of allocation
of public resources. Details of the strategic objectives are provided in the first
updated Vision 2030 MTP released in December 2071. The policies and sector
ceilings annexed herewith will be the basis for the preparation of the 2Ol2/13
MTEF budget.
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ANNEX 1: STATEMENT OF SPECIFIC FISCAL zuSK

L OVERVTEW

l. The Kenyan economy is highly susceptible to various domestic and
external shocks. These shocks include: (i) drought which puts additional demand
for budgetary resources for intervention measures in the dry part of the country
mainly in need of food assistance, water, and health care; (ii) increase in
international oil prices which raises the cost of transportation and energy; and
(iii) insecurity in the porous border along Somalia, piracy in the high seas, and
threat of terrorism, which together combine to limit trade and tourism. More
recently, the economic and financial turmoil in advanced economies which have
slowed global growth continue to pose challenges to our economy. To this end,
maintaining fiscal stability is critical for safeguarding against these adverse
shocks and ensuring that growth is sustained despite challenging circumstances.

2. As part of requirement under the Fiscal Management Act, 2009, this
Annexure presents the Statement of Specific Fiscal Risks (SSFR). Specifically,
it outlines Kenya's exposure to fiscal risks that are associated with assumptions
used for fiscal projections, public debt dynamics, operations of state corporations,
public-private partnerships and contingent liabilities, vulnerabilities of the
financial sector, as well as risks posed by drought.

3. Overall, the Statement highlights the following:

o Macroeconomic assumptions have been broadly accurate, although
economic growth and under-spending by Line Ministries remiins ja 

key
concern;

o Based on the latest Qrlovember 2011) debt sustainability analysis, our
public debt is projected to be sustainable;

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

. The financial sector remains generally resilient even with the recent
interest rate and exchange rate shock; and

o Steps are being taken to ensure food security with ongoing irrigation
programmes and robust early warning system, but significant investments
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rvill be required to meaningfully reduce the country's vulnerabiliry to
repeated droughts and mitigate the effects of climate change.

4. Going forward, there are ongoing measures to niitigate these risks but
more needs to be done to guarantee fiscal viabilify in case of unfavorable fiscal
developments.

II. FINANCIAL OBJECTIVES

5. The Government will pursue prudent fiscal policy n'hich is critical for
macroeconomic stability. As such, the Government's fiscal stance wilI continue
to strenghen debt sustainability over the medium to long term, while supporting
gro\ .th and employment in the face of challenging economic environment. It also

continues with efficiency and irnprovement in the productivity of expenditure.
Given the Iimited resources, expenditures are targeted on:

. Poverty reduction and empowerment of the poor and vulnerable through
adequate allocation of resources to priority social sectors, such as education and

health;

. Sustained economic growth through improvement in physical infrastructure
sector, such as roads, rail, ports, water and inigation, and reliable and affordable
energy;

Expansion and diversification of exports, and boosting agricultural productivity;a

. Enhancing food security and protecting the livelihoods of the poor and the most
vulnerable members of our society;

. Transparent, accountable, and participatory governance through setting up the
essential frameworks for implementing the new constitutional order;

o Strategic interventions through programmes targeted for job creation for the
youth; and

o Strengthening internal security and rule of law.

6. The Government n'ill manage the budget deficit to ensure sustainable
debt levels over the medium term. Fiscal consolidation will enable us to rebuild
fiscal space in preparation of any economic downtum given that we are now
leaving.in a world full of uncertainty. In addition, fiscal structural reforms are

expected to reduce the country's sources of fiscal risks as policies will center on
reforms in tax policy and administration, non-tax revenue, expenditure
management, privatization of government entities, and debt management.
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Itr. SPECIFIC FINANCIAL RISKS

Changes in Underlying Macroeconomic Assumptions

7. Macroeconomic assumptions pla5, a key role in the formulation of the

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

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

to be submitted to Parliament for approval by end of April 2012.\n particular, the

budget is sensitive to the following key macroeconomic variables:

. Economic growth: this mainly affects tax revenue. A slower-than-

projected growth in real GDP lowers tax collection, especially income

taxes and VAT collections.

Macro prices:

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

certain levels of very high inflation may constrain consumption and

lower VAT collections.

a

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

revenue collection, mostly through customs duties and VAT on

imported goods. On the expenditure side, foreign interest rate

payments and foreign expenditure-related maintenance and operating

expenditures will be negatively affected.

expenditures through an increase in domestic interest payments. On

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

financial instruments also increases revenue.

o Intports of goods: A groMh in merchandise imports (excluding

government imports and oil imports) positively impacts revenues given

th'e higher tax base for import duties.

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

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

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

in inflation and Treasury billrate.
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Table Al.l Fiscal Sensitivity to Kev Macroeconomic Variables, 2012113 (Ksh billion per 1,ear)

Revenue Expenditure Budget balance

One percentage poinl inuease in real GDP (%)

One percentage point increase in inflation rate

(%)

One percentage point increase in Treasury Bill

rate (%)

8.6

7.7

4.0

5.8

0.6

0.0 8.6

r r.9 -4.2

8.2 -4.2

l0% depreciation in exchange rate (KshfuS$)

One percentage point increase in US$ value of
goods impors (%)

1.1 4.1

0.0 0.6

Source: Estimates fiom Ministry of Finance

Forecast Accuracy of Underlying Assumptions and Budgetary Aggregates

9. Overall, the macroeconomic assumptions underlying the recent
budgets and actual budget outturn have generally been accurate with fairly
minimal deviations (see Table A.1.2). Over the period 2009110-20llll2, the
average deviation between the assumed and provisional actual real GDP growth
rates was only 0.1 percentage point. With respect to inflation assumption, the
large deviation in 2009/10 and the current financial year 2011/12 reflect the
methodological revision of the CPI series by the Kenya National Bureau of
Statistics (KNBS) from arithmetic mean to geometric mean and the inherent
volatility of international oil prices, respectively. Also, inflation was volatile in
2011/12 due to the adverse impact of drought which increased food prices. The
sharp depreciation of the shilling exchange rate against major .international
currencies occasioned by monetary shocks also increased deviation between the
previous BPS and 2012 BPS. Meanwhile, the average deviation on export and
import growth was minimal.
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Arucr Al.l: Da'irtiors brtu,el ltl rcrotcoronic Assu nntiordIiscrl Aqlrerla Dmildiols u d Lclrtl (h D$cdtlopa ooittts: unlcs ilccified)

2009/10

Pmj. Acl. Da. Pmj.

20t 0/l r

Act. Da. BPS'Ilr/

20t I/r2

BPS'12 Dtr.

2009/t0.20t t.r2

Avcnge D*ialion

0.t%

1.6%

{.i%
20

0.t%

.2t.6

.9.3

1.1

-l r.0

-l2l
-4?.8

?.8

-55.6

-l {.3

-11.1

{.1
26.2

-27 2
-10.3

.t {.1

.2.8

L Kcr Mrcroeononic Assumolionr

Ral GDP

lnllrtion nlc (rvg)

Domtstic bononing Qwngt ntc)

Erclungc nrr (l(sMJSD! il,9

E\porl gtos'tl

Impon gmnth

ll. Frscrl Asmestcs lin Ksh billion)

fodRncmc
Ts rnd mrlrx

Ordinaol ind. LAff
Ail

CraDts

Totrl Expnditurc

Rccumnt

Dcvclopmcnt

Domstic

Estcmrl

Na l*nding

Brlrne

Fimmirg'
Nrt Forcign

NctDomstic

Ot}rr

Mcmo items:

NomimlGDP (Ish billion)

3t%
ll 4%

11.9

11Y0

1.0%

1t%

5.5%

I,M
-7.9"1

-1.6x

.3.2X

-0)% 5.5v, 1.8% .0.7'4

t.9% 5t/ 16.0y, )0.9)l

9.9% 91% -0.3.t

l.t 8il 869 5.E

0.8n 118v" 8.t% -3.0'l

6.514 14.2v. 1l.l% -3.1X

5.t% 50%

5.0% 6.9%

76.7

1.8%

1.8v,

8I. I

lt.8%

14.10/,

82.5

l.2.61/r

20.7y.

821.2

7'14.1

703.0

1t,.1

18.8

9'15.1

614.6

3 31.1

206 J

t21.9

1.7

.r 52.5

152.6

4?.4

t05.2

0.0

604.8 568.8 -36.0 710.0 686.1

569J 548.1 -21.1 689.6 66?.5

511.8 5l?.9 -t5.9 523.0 621.3

15.? 301 -5.5 66.6 15.2

35.3 10.7 -t1.6 40.4 18.8

711.4 ?t9.t -JJ.3 915.9 804,1

5 I l.l 50{ 4 -6.? 593.i 584.?

26t.3 214,1 -16.6 323.6 219.4

tJs.r 15r.9 -3.2 l]t.t t50.t

t03.8 60.5 43.3 l{r.t 5?.0

7.4 2.3 -0.1 2.4 2.3

-t6?.6 -150.3 17) -tt6.9 .lt?.8

t68: 156.{ -11.8 188.0 110.5

50.2 11.9 .27.3 81.1 28.1

t09.5 [3.5 24.0 105.] 82.1

8.5 0.0 J.i 0.0 0.0

2546.6 2,458.3 -88.J 2761.1 2,7?3.1

.,J3.7

-1.7

.20.1

.2 t.6

.t 11.8

4.6

-t01.2

.28.0

.76.t

.0.t

69.1

-71.5

.54.3

-23 2

0.0

818.2

?90.0

?25.8

6,1.3

48. I

998.1

683.2

ll5l
194.7

I I?.8

2.6

-r60.2

160.2

9r.l
62. I
0.0

t5.0

) 5.6

22.8

-0.?

)2.7

38.6

.15.9

.l t.E

Ll
-0. I
-7.7

7.6

50.7

J3.t

0.0

5.9 2167.2 3,295.2 528.0 148.6

Minifi! of Finarc.

l/ /qs submittld t0 Pillirnrnt in Much 201 I

2/ Ercludu rdjustncnt to ruh

10. The actual performance of fiscal aggregates vis-i-vis target was
generally mixed. The projection for ordinary revenues was broadly accurate with
average deviation over 2009/10-2011/12 estimated at Ksh 1.7 billion. The large
deviation in 20lll12 between 2011 BPS and 2012 BPS reflected thechainge in
VAT withholding mechanism which was not anticipated at the time of
preparation of the curent financial year budget. On AiA performance, the
deviation was mainly attributed to under-reporting by line ministries. It is

expected that these deviations will narrow when audited accounts are used as

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

I 1. Efecution of recurrent expenditure was generally satisfactory for
2009/10-2010/l I with minimal deviation between projected and actual. However,
the large deviation in 2011/12 between previous year's BPS and this 2012 BPS

reflect the unexpected expenditure associated with drought intervention
measures! salary awards, and security intervention in Somalia. On development
expenditure, the average deviation is large, mainly reflecting low absorption of
foreign financed expenditure. Absorption of donor grants averaged 70 percent

while that of project loans was around 50 percent.
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12. The slower-than-programmed spending on development budget poses a

risk to the fiscal program, going foru,ard. In order to prevent this risk from
materializing, the government has been pressing its line ministries to increase
absorption to at least 80-90 percent as part of performance contracting. Also, key
infrastructure ministries and departments have been asked to submit monthly
implementation reporls. Donors have also been asked to speed up the issuance of
"No Objection" to improve absorptive capacily of implementing agencies. Other
measures include asking ministries to improve procurement planning and

implementation capacity in managing procurement process.

13. Overall, the actual fiscal deficit tumed out lower than budgeted over the
period 2009110-2010/ll. Going by the slow execution rate so far, partly
associated with tight domestic financing constraints, the current financial year
may also register a lower-than-budgeted deficit. While this may indicate a
somewhat strong fiscal position, it happens against a backdrop of lower execution
of the budget which does not bode well for growth and poverty reduction.

14. Going forward, there are risks associated with expenditure proposals that
cannot be accommodated within the baseline ceilings. Some specific key
additional requests are summarized in Annex 10. These expenditures are
disclosed because they could have a material effect on the fiscal outlook given
the limited budgetary resources. Some high priority expenditure proposals from
these list could be taken on board during finalization of detailed ministerial
spending plans if savings are identified and resource envelope firmed up.

Vulnerability of Public Debt to Shocks

15. The Government recognizes the importance of managing debt prudently
to avoid unwarranted debt burden to the future generation and reduce the risk of
macroeconomic instabiliry. Significant effort has been made to improve the
institutional arrangement for debt management as well as capacity tii ass'essment

of risks.

I nst it ulio n al arr ang e ments

16. The Debt Management Department (DMD) at the Ministry of finance is
responsibie ior formulating debt strategy anci ensures prudent ciebt management.
Under'the new Constitution, a new legislation governing the operations of public
borrowing and guarantees needs to be in place on or before the new devolved
government is in place. The proposed Public Financial Management Iaw provides
for a new institutional and legal framework of managing public debt in a
devolved system of govemment.

17. Under the current Medium-Term Debt Strategy (MTDS), 2011, the
principal objective of Government's debt management is to meet the Central

2012 Budget Policy Statement Page 56



Government financing requirements at the least cost u,ith a prudent degree of
risk. The secondary objective is to facilitate Government's access to financial
markets and support development of a well functioning vibrant domestic debt

market.

Assessment of Risks

18. The latest (November 201l) debt sustainability analysis (DSA) for Kenya

based on the Intemational Monetary Fund (lMF) DSA framework indicate that

Kenya faces a low risk of external debt distress. This reflects the limited reliance

on external borrowing and an expected improvement in macroeconomic

performance. All external public debt indicators remain below the relevant

country-specific debt burden thresholds. For instance, external debt as a

percentage of GDP broadly remains stable at i7-19 percent range from 20ll to
2016 (see Table below).

19. Under a combination of shocks-lower GDP growth, weaker exports, a
lower GDP deflator, and a fall in FDI-the DSA reflects that public debt is
generally resilient. Even though debt indicators worsen (NPV of public external

debt riseS' from l8 percent to 26 percent), they do not result in a breach of the

thresholds during the projection period, 20ll-2016.

20. The sustainability of Kenya's debt depends on macroeconomic

performance and a prudent borrowing strategy. The projected investment in

infrastructure and the assumed improvement in the investment climate would be

crucial to sustaining strong exports and GDP growth. Additionally, Kenya's
success in avoiding unsustainable debt to date reflects good management, but
also Iimited willingness on the part of creditors to provide financing, at times due

to governance concerns.

Summrry: Ertcrnal Debt Sustainrbility Assessment

(rn perccnt of GDP)

201 I t2 2013 2014 2015 2016

NPV of PPG Ertcrnel Dcbt

In perctnt of GDP (throhold=40)
Basclinc

Combined shocks

175

175

190

21 8

l8 9
26.2

18 7

256
r 8.4

24.9

17.6

238

In perccnt of exp0rts (thrcsbold=I50)

Brscline

Combrned shocks

PPG Erlcrnrl Dcbt Sen'ice

In pcrceut of exports (threshold=20)

Bascline

Combined shocks

5?.0

5't.0

65.3

590
689
80.8

73.4

85.2

764
81.7

782
89.3

38
38

42
4t

47
4.2

4.'t

49
48
50

4.9
q?
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21. Overall, the Government \\/ill continue to build on the recent medium-
term debt strategy to help maintain a prudent borrou,ing strategy. Strategies to
guard against shocks will include a build up in international reserves as envisaged
in the current Government's economic programme supported by the IMF under
the Extended Credit Facility arrangement.

22. In addition, securing timely information on new disbursements under
external loans renrains a challenge, with Debt Management Depaftment
continuing to rely on infonnation from creditors, which creates a Iag in recording.
The Government hopes this will improve once the electronic Project Monitoring
Information System (ePROMIS) is linked to the Commonwealth Secretariat Debt
Recording Management System (CS-DRMS). A process to establish the Ievel of
contingent liabilities is ongoing, while the disputed commercial contracts have
been managed prudently. The anticipated implementation of devolved
governance system is likelyto result in increased level of contingent liabilities as
county liabilities are taken into account.

Contingent liabilities of State-Owned Corporations

23. While liabilities of state-owned enterprises constitute a potential source of
fiscal risk, they are currently not a major cause of concern. A study that was
conducted four years ago of 25 state corporations that the Government perceived
to account for the majority of the contingent Iiabilities revealed that out of Ksh
57.6 billion total liabilities, about half or Ksh 28.2 billion constituted potential
contingent liabilities. Of the contingent liabilities, about 80 percent were
accounted for by two corporations-TARDA (Ksh.13 billion) and NSSF
(Ksh.9.8 billion). Contingent liabilities relating to TARDA arose from under-
insurance of the power generation assets whose financial benefits were enjoyed
by KenGen, given that the assets had not been fully vested. NSSF's contingent
liabilities relate to coun cases and possible penalties for non-compliance with tax
regulations.

24. Given that the causes of contingent liabilities are fairly geneiic, the broad
policy recommendations emerging from the study of 25 state corporations are
relevant to other state corporations. Thus, the Government will continue to: (i)
closely monitor and evaluate state corporations based on performance contracting
as well as strengthen their govemance; (ii) ensure state corporations' pension
schemes conveft from defined benefit to defined contribution schemes to limit
Government exposure to unfunded liabilities; (iii) review the mandates of some
state cbrporations and conclusively vest assets and liabilities; (iv) and speed up
the privatization programme.

25. Significant progress has been made in eliminating exposure to risks. For
instance: (i) the process of vesting of assets & liabilities in respect of the relevant
state corporations is progressing well, with the completion of vesting of
TARDA's electricity-generating assets in KenGen and the on-going vesting in
roads authorities (KeNNHA, KeRRA and KURA) and the water Services
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Boards; (ii) virtually all state corporations have now converted their pension

schemes from Defined Benefits Schemes to Defined Contribution Schemes,

effectively extinguishing the related contingent liabilities falling on the

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

of implementation under the current privatization pro$amme as approved by the

Government; and (iv) a policy and the related draft Bill on the

ManagemenVGovernance of State Corporations is currently at advanced stages of
development.

26. Overall, following reforms in sectors such as telecommunication,

transportation, and energy, the fiscal risks have reduced. Privatization and the

off-loading of some operations to private entities through various forms such as

concession arrangement have, to a large extent, transferred various risks of state

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

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

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

in Telkom, and Govemment cover for liability, loss or damage resulting from the

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

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

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

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

budgetary allocations through transfers and constitute the central government

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

helped fund the govemment budget. For instance in 2010/11 inflows in the form
of dividends and other fees reached about Ksh 10 billion. Vigorous actions have

been undertaken in pursuing the collection of these dividends. :: ::

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

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

corporations that are able to repay their rescheduled debt are repaying to the

Government and are part of receipts financing the budget.

Public Private Partnership and Contingent Liabilities

29. The Government recognizes the need to explore Public Private

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

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

wastewater treatment, irrigation, solid waste management, information and

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

complemented by private sector investment under the PPP framework. This is in
line with Government's goal of infrastructure modernization, efficiency in public
service delivery, development of wealth creation opportunities, competitiveness

of the country, and shared growth strategy.
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30. The Government is aware that the PPP arrangements may expose rhe
country to a variety of complex fiscal risks, including right-of-wa1,,
political/regulatory risk and change in law, currency convenibility, events of
termination, material adverse effect, among others. To ensure prudent
management of contingent liabilities, the Government is at the final stage of
developing an appropriate legal and regulatory framervork to guide the PPP
agenda. In addition, the Government will continue introducing administrative
arrangements and processes that will help guide the selection and implementation
of projects. Scrutiny of PPP projects will be done carefully to preserve fiscal
discipline and safeguard the interest of tax payers. All guarantees and other
security instruments provided under the PPP agenda, together with all other
contingent liabilities will be integrated into the debt management process.

Resilience of the Financial Sector

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

32. Commercial banks partially owned by the Government pose minimal risk
after the Ksh 20 billion restructuring of the National Bank of Kenya in 2008. The
other large banks are broadly on sound footing and have limited risks.
Privatization of Consolidated Bank and Development Bank of Kenya is ongoing
under the privatization programme that is managed by the Privatization
Commission. The envisaged privatization of Consolidated Bank and
Development Bank of Kenya will further reduce the exposure of th-e Government
to the banking sector.

33. To strengthen the banking sector, the Government will step up the efforts
to strengthen the financial infrastructure to adapt to the new challenges associated
with the modernization of the banking system, including cross-border operations
and mobile banking. Measures conducive to that goal are the following:

. Implementing consolidated supervision to enhance oversight of banks
with cross border operations. This will be hinged on information sharing and
co-ordination between the CBK and other supervisors particularly in the East
African Community where Kenyan banks are expanding their footprint.

. Reviewing capital and liquidity standards for banks to strengthen them to
be able to withstand periodic shocks.
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. Upgrading the crisis management frameworks (CMF) to deal with the

challenges of cross-border banking activities.

r Reinforcing prompt corrective action by the CBK, following the

amending of the Banking Act.

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

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

local groups.

o Expanding the credit information sharing mechanism to include various

credit providers beyond banks such as microfinance institutions and

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

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

model and through the use of mobile banking.

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

minimal:

r The Government is not currently guaranteeing loans to the Development

Finance Institution (DFIs) until these institutions are restructured and a:robust

Iegal framework for their supervision is in place. A DFI Bill is currently

being developed to facilitate reforms in this sub-sector.

o Restructuring of the National Social Security Fund (NSSF) is ongoing and

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

RBA rules have helped ensure stability irr the pension sector as a whole.

. Insurance and capital markets industry is reforming with strengthened

regulations from the regulators-lnsurance Regulatory Authority (lRA) and

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

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

Public Service Vehicle (PSV) sector. To further strengthening capital

markets, legislation to allow the demutualization of the Nairobi Stock

Exchange will be introduced shortly.
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. The Government has launched the Anti-Money Laundering Advisory
Board, u,hich will shortly appoint a director to manage the Financial
Repofting Center (FRC) as provided for under the Proceeds of Crime and

Anti-Money Laundering Act of 2009.

Drought Mitigation and Management

35. Kenya is a drought-prone country due to its location in the Horn of Africa
and recent climate changes. More recently, the recurrences of drought and dry
spell have increased. Financing of drought intervention measures have consumed
significant budgetary resources, far much more than the Ksh 2 billion set aside
for drought relief and another Ksh 2 billion for civil contingency fund. For
instance, at the beginning of the current financial year 20lll12, drought
interventions measures consumed over Ksh 10 billion.

36. Due to the risks posted by drought, the Government has invested in
various water and irrigation programmes and initiatives to reduce the country's
vulnerability to repeated droughts, including strenglhening the capacity to
respond to the disaster. Some of these initiaves include early warning systems
managed by the Kenya Security Steering Group (KFSSG), and upgrading the
infrastructure used for providing timely weather forecasting. To strengthen these
initiatives, the Government is in the process of developing a Iegal and
institutional framework that will provide for risk assessment and early warning,
knowledge building and awareness raising, as well as effective early response
and recovery preparation.

37. Looking ahead, significant investments will be required to reduce the
country's vulnerability to repeated droughts. This includes stepped up support of
improving domestic agricultural productivity in a sustainable manner, in Iine with
the Government's action to ensure food security by investing in inigation and
agribusiness activities.
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Annet Table 1: Rccurunt Scclonl for the MTEF Period 2012/13.2011115

ilAXE 0I SICIoR
?010,'ll tilmh! Prntd R!urt!( lrsrln Crilf ProFclions

Prnlfl loorovl t011tl2 t01fllt 201ltlI l0flrl3 2013r1. ?01011

AGiICULIURI AilD ruRAL DEVEIOPI!ENT Gro$ 11,5U 21,7.1 u.rl I{.1!i 15,!51 ll,r03 !0,t[

A+t 1,$8 1.78 1,616 1,i51 1,977 2.162 2.M 2.911

li!l 19,111 19!22 21.72t 21.110 4.i!o 25,01 I 25.312 2t$t
0ltlrhfh Sdans I.r6,{ E,E2? 9,m? 10,65 9.30a t0.$7 10.676 t0 996

Gnn! I InrBhl t.660 ! tt( 9.131 r.510 I l3?0 12 il5 12St

0hrn 3!a 3.t25 3.655 5.320 {168 { 5t0 6 7St

Er{EiGY, |liRTSnl,CIURE t tCI Gmrr ai.r05 5t.11 1 55.tot $,2?0 54,510 $.t56 ?1.1t6

A+A 35 {92 365m 117 11 15J52 a{ 12i 50.t33 fi 192 55.88

d 9 tlt 10 525 13363 10 !39 11 1t 13t{? r5.661 ll.ot
0( ltici SrblI5 3,1( 3271) ttto 3,$5 3,139 3,f,? 3,69 3.$5

En! [ Tramlm {0.10 $.n5 16.63t {t,5$ r3,315 51.302 t,t7( 6? 015

Ohrn 5.i{7
( 1E (.13{ 3,511

ttrt
6,7{0 7.2S I116

t0r

GEilEut Ecoilor{tc,coit,ilEncl^l' AilD ulouR Arf ]Rs

IGECU) Gosr 7.O6 1.0t1 Llra 3,02! !,ut r0It2 10.?05 10.9r

atl 3{l {37 12? g2 315 519 510 $2
tirl 1(t 75U t.391 t.lti ris 95{3 t0 1s 10.111

dYliiEh SaEms I 56E r 613 I 663 1.t I 71! 1 tt3 1.9S t,s7
Gnrt I TENhr 3,R{ 3iG I 123 1li I t: 1Jr0 {,3$ 1.122

hrl 2,191 2,66 3,030 3.Sl {,001 3,E69 $n 1253

HETtTiI Grctt 35,22{ t?,10t !t,$! fi,n! t5,u {7100 50,ils $,2ff
*tA 3,tt3 3,il3 3.Et? 3,$2 3m? 3lr2 1,530 {,9

ild 31,3{1 33,3?5 31.?17 s,9{? l.2tn 131r9 {5.6t5 ll.2l3
0lMrh rbr'u 1i,s3 1Sr{7 rg32{ n.7$ ?t 6i? 27,12t 2r.932 29.E3i

nnt tTn$tlr I 2.1r2 1?,5A3 r25$ 13.[91 r{.E t t1!17 1(.?51 11.3

Ottn 5.279 5,379 6.O9 6.1tt 7.il 5J56 6.9S LB7
3rI0il Grott

,l72,$9
175,0rt 1U,r1! 1!!,?2t l!1,013 20rr02 ?lr50l 22r.02

MA 1t.?tE ll.5s 11.6$ 1t,$0 1t,$3 r9131 19.E31 20fr1

Id l5{.621 156.05 166.020 1n.19t 17t.58) 1t{.372 19,( 673 m!7t
ghlhdl Srbmr $ lm.l0l 10t.92{ 115.1n r1s.to 119.,0t ta.35l t27(E5

GRn! I Tnilhrr 19.10 51.15{ 51.17? 5{.119 flJ57 61.SI2 6{.r20

Ofi.I 23t( 23.026 24 310 ?{.3C! 11.14 27.356 ?9',t 3r,19t

Gol/ERl,rAl,rcE Jusrct. un I oRDER Gnsr 6! NJZ! !7,I72 !5,117 10t,t{I t0at52 !7.!t? 100.0!!

A.I.A { {J 331 flt 375 3i5 15t 35r

t{d 6lsl 75t 97{11 slls $1.m 1mfl7 o030 s9 7t0

0lMri' SaEms 13117 50 5t2 59 7E7 55 397 60 007 sllt mr37 62 3{6

GEnt I TnN[[ lr{0 lt, {r30 3.S2 1.2fi {.159 a16r I 119

0trctt 21 26r91 33 755 35 965 3t.63? t0.0{5 o5u 33,3{

PUBUC ADIlilBn Tnil I [{TERilAnoNAt REUnoilS Groi3 5r 50.t00 r9.156 51.3fi 52,571 5t.lt5 5l.t!2 t0,135

A+A ut 930 967 1.n0 t11 tIr0 I 15? 1,155

N!t 5: a916r 4MtS 50 t2t 51.t13 53.9r9 51,111 19,115

0( lylnch Ils 13&1 11 691 l6 130 13 r9g 1373t 11,6?0 x,652 t5,l0t

GnIh I InBIB 1 9,07r 20,6{5 1s756 ?0 215 il?0 2t.mr 20.m5 20.n1

Et! 21270 17r{6 17.r91 17,95 20,6?{ 21,(2t - ?3,m5 21,t91

IIAIIONII SECURIIY rost $,5t5 $,391 55,1$ 7t,540 51,0tt 5Ur3 67,501 $.0r1

il.4 {23 {32

ild 56,263 {9,962 65,t63 7t.$0 01.0t2 6(213 57.601 5t.011

0f t/rltrrch Srhrrs 601 606 &1{ 62{ 6u n9

Gnnb lTnnslrn 5{ 7t2 16.56{ 6{.{21 n.161 63.330 83.{03 65 630 66J1{

Ohrn I 1.121 135 115 121 326 197

socH. PR0IECTtoil, CUt ruRE N0 RECRE TTot{ Gorr 1{ !t,109 1!,!05 21,00? 11.1r2 1t,5t1 t0,901 ?{,0!5

f,tA 1m 115 105 t1l r20 1r9 110 r5{

r1,6t t5.02{ 19.t01 20,1$ 1r,0n [,562 211.766 ?3.910

lrB 2.61 I 2,753 2.15{ 3163 2,SU 3,36t) 3I5{ 3.510

innE ITn$lfls {,{25 6,019 9,9U t.i93 7J$ 7.1t5 t.{52 1 0.535

0h![ 7.113 l.t0l 7.065 7.$1 lln r.r37 tm1 ssl

it0 Et{lB0}ll'lEilIAL P[0IECTI0i{, I{AIER rlll0 llOU$tlG (EP}lEHl

Grcrr !,0r5 9,!9t 10,1t0 t0,t?1 10,5t5 11,t37 12,1n r2,nr

I 3,05{ 2,612 lltJ 2 56S 3,{29 3.{29 3,129

!l 6,$t 6,9{ ?,{9t 1 111 t,0{6 u07 t.7tl 9,3{6

0f liilrh Srhrps ?.7r7 2,gn M0 3,366 3212 3.{69 3.571 3.5t5

GEn! t InBhB 3.395 1.t61 3.gil {.523 {,096 1.509 {.5?{ 1 52{

Ohrn 2lt 3.003 ?.1t1 3.307 3.6m I 079 I 566

TOTITREClJNruM Grosr ot fi7.55J 553.7!9 57r.0!l 5lt.!03 50t,llI t2t,u7 557,M

A{:A 70,675 7't,v5 1l,rst 7?,[51 r2l$ ts,il? t9,{5?

t{d rlt,!1t 425,t?t 1t3,020 50r,$t 5't2,1r1 5t5,5lt 513,752 5t!,1'!

ltri!t t92J?5 203,303 2E3U 230,fl! 2t5,{y ,llJr2 til irr ?5!.il1

innlr t Tllnslu! 201,$2 t!t,3il tra nta ,$,!ll 229,t4t 211,$3 t51.111 zt5,t7!

ofi!r ai !r,!$ 102,$7 r05,511 119,1!0 1t2,3!5 1n,515 ilt,Il5
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Annu hble 5: Development Sectoral Ceilings forthe llITEF Period 2012/13.2014115 (KShs, ltlillion)

illltE0t$cl0R l0l0lllhlirdet Prittted Revisu Basdinr Celinl Projrdiurs

Prinbr ADDrover fifll1 2011113 t0t2lt3 ?0u13 20t 3l1l l0t1l1 I

!01 AORICUI.TURE AIID RURAI. OEYETOPTEIII Grcss r415r 15,$l 25,102 30,091 t3,4tl 26,0$ t7,9r I 2S,6t1

G0l( lt7fl 14,912 141$ rs,619 13,?r2 13,i92 l5 956 1i,$1

loans 5,m 5,m 6 705 b,Jir 3,824
I trr

5511 5 531

0tails 5m1 5,5m 4,241 6Bn 5,818 6512 6,1,{7 6,786

EIIERGY, IIIIRASTRI'CIURE I ICI Gtoss 110,062 121,515 170,1E1 163I01 '152,!39 '16[,103 178,!7[ 188J40

G0r( 68,568 66fls 74,176 71,601 74,516 ?4,8$ 87,5$ $579

l-oens 60,516 CI,15{ 86,397 80JS 65,371 80,760 m,7s 80?68

0nils 3,831 5,i16 1,9n 5,3$ 8,080
Illt

5,1,{8 5,181

LulAl,{ 7,117 1,124 1,$38 5,679 1m 5,62 5,01 5312

s03

GEilERlt EC0I0U|C, CoililERCllL lilD LlBoURlttAlRS

l0EctAl Gros fl,t{t t3,7Et fl,t33
,l0,{10

12,u2 tln95
.l3,fl4

i3,110

G0t( 9,ffi 9m i,$1 7,M 0,715 f,i15 9,6,1 9,m

Loans 1e{8 3,ts5 3,m7 2,m 2j17 3X31 3,n7 3,87

Gmts 1,ffi r,4ffi M 7n m [58 fr8 658

LocllA.l.A fr5 2s5 255 2$ 25,5 15 ffi 255

s0{ }IEALItl Gtom t9331 I0,1f0 15,715 l8;gl3 11,405 29,202 30,8?{ 32,099

00t( 6,879 8,m2 13n 7,381 7,65{ i,661 ss6 10,560

Loans {,375 3,8S 6,02! E,131 6,020 8,131 8,131 I 131

Gnds E,677 7,{50 tn3 13,40i 7JU 13,407 13,407 13 10'/

s05 EDUCAIIOII Gross 17,315 18,0s5 17,620 23,,l{g ll,l7s 24,E11 2[,$2 27,E4,|

00l( 12J$ 12,154 I 520
0 rr0 10,3n 10,&92 12,442 r3,921

Lsns um 1703 6,0{i 10,8y2 8,7E2 10,892 10M 10,E92

0nrts i748 3,88 2,S2 3,02E 3!ffi 304 3U8 3,028

GOI,ERIIAIICE. JUS]ICE, Ut{ I ORDER 0mrss !,1!! um riE71 t0jtI r5jt1 1t"55t 1E,t79 t9,731

GOl( E,617 7,107 11,640 9,3U 1418 15Sn 17,$0 r8,780

lmm JI 31 m

Granls 8ffi 862 1,84 I,26{ 848 8$ fi0 $4

pljBuc ADillilrsrRAl0il & tt{tERillTtoilAL REt.[Ir0r{s Gtoss 1'l,l1l 31,976 74,119 59,1E! {7,t09 50,36t fi,fii 5{,336

G0l( 2836 255m 56,983 420S 32,773 32 131 $9.$ 39 106

Loans 3S2 3414 7 855
I 20?

6,240 8,9S 6 161 6 350

Gnnts
0 rnl 10ffi6 93f/ 8739 I 573 9245 8m5 8,855

i0l SOCIAI, PROIECIIOI{, CIJLIURI ND RECREATIO}I Gross 1?,411 17,$1 15,718 17,08t 2il64 1[,287 21J30 2i,007

GOK 6,843 i,684
lilt

7357 7,S0 i,6fi 10,$1 11,548

Loans 6,586 5,44,{ 5,07 6j$ 6J33 6,$g 6,{&5 6,864

Gnnls 1,ffis 3,834 1Xl6 3 342 6J71 3,[57 4fl4 {,596

it0 EilVrRoltilEt{tAI PRoTECT0ti, tlAIER ND llouslilC (EPIrtll) Gmss t3,150 37,419 {4,34{ 37,0!6 34,llt 3[,841 lN,96? 11J00

G0r( 17 658 15,i&3 19,3E9 17,9$ fii.n 17,72E 19,&55 2,161

Loans 17,151 15,99 20,$3 13,5,{5 13,$1 13 572 13 524 13,627

Gnnls { 648 5 644 4,m2 5,156 ,{,286 5 512 5588 5 610

IOTAI DTVTLOPIIEIIT Gmss u0,967 301,902 39t,20E tEo,03[ 352,131 3fi,'127 {0E,lll 430,57t

GOl( 170,351 167,613 208,77t 1Ei,590 18?J46 iil,117 2il,64E n9,60t

Loans 102,722 8l,lEl 141,112 116,956 11t,il? 13t,2t0 131,l0t 135,103

Gnnh 40,491 {3,72E 41,E0t 48,381 16120 4l,3Eg 4E,3E3 49,3t4

LoulA'l.A 7J02 ?,679 5,,l93 5,91{ 5121 5,307 t,45S 6,167
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Anner 6: Iolol [rpendffure Cellin$ lor lhe lilllt leriod 20.l li l2 . 2013/14

llaltoNctot ,o0/il ,01uu 20n/B mrvil 2!il/fi

tiih. kvittd hlicr ttdta lorfin Cdi,E hohc{o

t0l AGRICUTIURI ANO IURAI DTVEIOPMEM Gos ,12885 17 jl1 17 819 52,955 47,572 52013 55.316 60.t41

flt :NIRGY, INIRA$RUCIURI & ICl Gros r89,m3 i68.6$ n6i95 2r9.m2 2r,I8 m.7&3 2{i331 2{2&56

i6
3INIRAI ECONOMC. CO'IMIRCIAI. AND TABOUR

\rrAl8s Groi! 2r,34{ 21ffi. r.9,0 19.469 Lnl ?2957 8,910 2{, I t3

i01 IEALTli Srog 55,t56 573n 61,31{ 7275t El49 7t,w) 8r.69 &5,S{

irx EilJCAIDN 3ros m.nA lB,rm 12,88 213,877 m,u2 D.or5 20,8A6 25r,3r4

506 GOVIRN^NCT, JUSTICI, I.AW & ORDER 3ros 78,606 90,019 I r 0,646 t06.t33 I t8,r58 r 20,9r l I 15,761 il9,ts1

s07

PUIUC ADI.{INI5]RANON & II{IERNAIIONAL

RtulroNs Grosr 95,697 89,t 76 124,075 I 10,531 tm,r8r 107,334 lm.919 | 14,171

its {A]IONAI. SECURfi Gross 56.6& 50,394 65,163 78,560 &,82 u,n3 0,601 68,0{ I

iot ;OCIAI, PROTIC]ION, CUI.IURI ANO RECREAIION Grost 3r.651 3il70 35,625 20mt s,356 36,968 1263A 0,w)

;t0

iIWIRONMENIAT Pfl O,IECTION, WAIIR AND

llOU$NG 3loss 18,501 47,418 54,453 17,707 15,50s 48,478 5l,140 54,175

IOIAT 809,842 79t,155 ?52,m8 t59,07{ ,36,513 ?8?,714 I,036,06t 1,087,710
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Anncr AND BUDGETARY ALLOCA

20t2113

ctilinp

20t2/13 20t 3/r 4

Proprlmmt Proicction

AGRICULTURE AND RURAL DEVELOPMENT 52,013 ssjl6 50.14r

0l0 t Policv. Strstesv and Manapcment of Agriculturc 3.229 3.152 3 406

0102 Croo Dcvclooment and Managcment r9.3?r 18,6t9 19 95?

01 03 Aeribusiness and Informatron ['tanaqemcnt 2.t28 t r!c 2.812

c 104 Livcstock Resourccs Manaqcme[l and Development 8.444 9.015 9.230

3 t0s Cooocrative Administativc and Support Scrvices 485 205 2l I

0 t06 Cooperativc Devclopmcnt & Managcment 1.240 t.299 1.409

0107 Land Policy and Plannins 4.233 4.?3t 5.471

0108 Forcstrv and Wildlifc Polict regulation and co-ordination 513 52t 5'16

0109 Forcsw DcvclopmcnL rcsearch and MElsgcmcnt 2,635 3.65 I 3.32 I

cl l0 Wildlifc Conscrvation and Managcmcnt 2.241 r.50t 2.39t

ct I I Fishcries Dcvclopment 3.029 s.00t 5.?59

cl l2 Rcseuch & Dcvelooment 4,4s9 5.275 5.586

ENT,RGY. INFRASTRUCTURE & ICT 230,783 241,831 262.t5(

020 I Local Authoritv Manapcmenl and Dcvclopmcnt 21.489 29,483 32 08!

0707 Road Dcvclopmcnl Maintenancc and ManaPcment l0?.463 114,071 I l9 971

0203 Iransoort Manasement and Safetv 5. l4? 4,843 4 845

0204 Iransoort lntastruchrre DcveloDment t3.715 r 3,389 r4.lll
0205 National Elecri6cation s6.8?6 52.183 65.264

0206 Rcncwablc Energv Rcsourccs 698 712 142

0201 Pctrolcum Exoloration and Distribution 1.82C l,8ll 2.293

0208 Ccnralizcd Suooort Scrviccs 983 1,1 26 t.152

0209 lnformation and Communication Scrviccs 2.358 1.8 14 2.011

021 0 I CT Infi astsuctuc Dcvcloomcnl 1 ?rl 5,1 01 5.429

021 I Gcnual Admnistation scrviccs 63( 41t 481

0712 McboDolit8n Intsstructure and Servtces 2.369 2,86' 3.313

0213 Govemment Buildins.s Services 4.21I 5,68i 6.44't

021 4 Coastline Infiastructure and Pedestian Access l.ll! 1,697 1.905

0215 Procurcmcnl warehousing and supply 1t 53

021 6 Construction Slandards and Rescuch 90 200 30(

m1 Gcneral Admnistsation scrviccs 801 1,200 t.299

021 I Rcsearch & Dcveloomenl (lCTl 1.150 I.150 l.l5(

GENERAI, ECONOTUIC. COMMERCIAL & LABOR AFFAIRS 22.951 23.910 24.t l3
0301 lntcffated Reeional Develoomcnt 6 858 7.05? 7.t51

0302 Promotion ofBest Labour Practiccs I 303 1.355 1.375

0303 Manoower Planninp,. Developmcnt andUtilization. 1.500 1.650 1.750

0304 Policv. Plaurine End Adminisration 403 409 425

0305 Productivitv Imorovcment. Measuremcnt and Promotion 87 87 87

0305 Tradc Devclooment and lnvcstment 2.991 3.077 3.077

030? Co-ordination of East Atican Communitv Affairs in Kenya t.34 I 1.662 t.629

0308 Tourism Dcvelooment and Msrketing 3.r08 3.257 3_2s',1

0309 lndustrial dcvelooment and InvesEnenl 4 055 3.905 3.906

03 t0 Industial Rcscarch & Devcloomcnt l 305 r.450 1.450

HEALTH 71.002 il.0s9 85J61

040 I Curativa Hcalth 38. I 55 40.504 43 430

0402 Prcventivc rnd Promotivc Healtr Care Scrviccs 3',1.324 38.949 40 255

0403 Hati Resmch & Develoomenl 1.523 I 507 I 679

EDUCATION 229.015 240.856 25tJlr
050 I Gcneral Administration & Planning Services 1.861 8.3 l6 8.63'

0502 Basic Education 17.481 t9.542 20.58?

0503 tualitv Assurance & Standards 4 2l! 4.15 I 1.215

1504 Sccondarv & Tcrtiarv Education r9 95C 24.64i 24 9't8

0s05 Gcncral Admnifiation & Plannine Services 1.805 l.?9: 1 822

1506 Univcniw/Tcrtiarv Education <0 rir' 50. r 3! 61 8?4

150? Risearch Scicncc. Tcchnolosv and Innovation 2.02i 2 051 2 08t

1508 Gcneral Adnlnistration & Planninp, Services 2.204 2.186

1509 Tcachers Scrviccs l 14.233 |1 992 l2l 179

2012 Budget Policy Stotement Page 69



GOVERNANCE JUSTICE LAW AND ORDER 120.9I I I t 5.?6r , I 9.83a
160 I Pohcrnt Scmes 4t 117 5 1.33 I
')rtO2 Admiilstrrhon Ed Frcld Swccs l3 332 14.0 l3
0603 Nenond Cmporn mrrnsr Dru9 ud Subrtuc! Abus. 350 38a
060a Govmcnt PtrDnnt Serutccs 695 639
0605 Polrcy. Mrnrtmot rnd SupDon Solcc5 ro thc Of6cc of dl. \,r Prcstdchs, 1.185 1,5t0 'l 

.54 8

0606 Conemond Scryiccr I 5.069 I 5.530 I 6,333
0607 Bcmu Conuol ud Loncry Scrviccs 214 219 364
060t Lagrl, cthrcr, IntcBrrty,Nr$onrl cohcsron ud conrtiotiond rcforms 1,t2E 1,t40 1.352
0609 Pohcy, Plmrng ud MDrtcmcnl icryies r.609 l.365 I,3t3
061 0 Lrrd Educruon ProtrrIMc 389 339 354
c6l I lrgd Smtes to Govomcnt ud Pubhc I.906 1.702 1.794
t6t2 ArrLcomDtion ProtrrlMc I .889 2.014 ?,t t7
16t3 Popuhuon RcglsrrtroD Scn'iccs 6,433 6,8 87 7.t41
061/t lm3rrhon Scwrccs 2.r20 2.200 2-251
051 5 Pohsy Fomulrtion ud Coordinrtron for Imrtrtron ud Pooulrtron Scrvrccs 388 396 5)4
061 6 Public Prosccuuonr Scn,ic.s 791 l.)28 1.t72
06t 7 Implcmcntrtion of thc ConsEntion 532 556 573
051 E Rcgimtio4 rcgulrtion md fiuding of polinql pmes 335 335 335
0619 Hutra RrghB Protrmc 2U 344 351
0620 Murlemcnr of Elcctord Procsr io Xcnyr r 3.534 4,853 5.001
0621 Profesionrlim ud Accoutrbrlrty rn Police SeMccs 300 350 400
o522 )lspq$tlon of JEtiec 9.775 l 0.025 10,4 I 8

o623 Promonon ofGendcr ud cqurhry t25 125 125

UBLIC 
^DMINISTRATION 

AND INTERNATIONAL RELATIONS t 07.33a I 09.9{9 I l a-a1l
170 I MMrrchcnt of Strtc Allrirt I 750 I t1a l.lE I
1712 Humu Rcsourcc Marlcmut Ed DcvaloDmrnt 5 lga 6 23S 6.579
1?O? Coordrnrtion ud molmcntruon of Kcnu's forciqn oolro t 6t6 20t 8.203
070a Rwd Plminr pd ComuDN DcvcloDml 22 602 a1 a)9
o70 5 Coordin.tion ofPohsv ofVrsron 2030 I 218 l 5?0
o706 Drtr coll@tion Dd n.nonrl s$islctl infomrnon scrytccs 1.2t6 I 549
0107 GEDqd AdBDmtron ed SuDpon Scryrccs for PluDinc 517 502 716
0708 MoEtorDB ud Evdurnor Sryccs 179 210 72
0709 Adnnisr[ron. Plunrnt rnd Suppon Scryrces I 2.891 16.787 t9 957
0?l 0 Public FinDcid Murgemcnr 2t.537 2i.012 21.762
071 | Emnonic md finmclrl Dohcv fomuhhon Ed hmto.h.hr t alt I.4 53 l.,l9l
07 t2 Fu Trrdc urcticcs Ed crcrDon ofM mrbhno busrntrs .nvrroDm.nr t a46 I .,r8 I 1.263
D7l3 Crbrtret ScPices to! 770 196
07 t1 Pubhc Sccror Advrsory Sdtcer 5 15! r 586 2,619
t7t { Adminisrrnon of Huru Rctourc* rn PubLc Swicc 865 t6r t80
x7l6 Audit Scn iccs | 572 I r?o
17t' riirlrtion Ed Ov.rsirhr 12 r00 l4 6!t

:oordrD.lron ud Superyrrcry Scryiccs 2.211 721 731
ConEol ad llargcmcnt of Dublic 6nuccs 53r 363 381
Policy on Rcvcruc Allocrhon 415 402 122

o7z I Sdlncs Dd rchucrrtron mul8cmut tn the gublic scwrce 415 102 122
Diplomrnc Suppon rnd MDrEcmat Scrytccs 3-261 3 120 3 t12

0723 Ombudm Scryiccs E3 t30 r35

NATIONAL SECIJRITY 61,7t3 67.601 5t-0ar
cEo I Mutenrinrn3 ud Srfcguudrng of NrDonll SGcurrtv 54.243 67.60 I 6E.04 r

SOCIAL PNOTECTION. CULTURE & RECRE^TION 35,95E 12,636 17 -tO2
190 I Poliw ud Gocrrl rdminrssrtrvc srMccs 1.317 l -a11 r.60t
)902 Gcndcr ud Socrd Dcvclopmot ) 964 3.1 25 3.111
190? Chrldrcn Scmces 5 l t5 5./t0l 5.403
o90a Dlsrster Murtcmcnl \t 21) 12.3,a5 I 4.930
o90l Nrnonrl Hsut. ud CulNrc 2 5?t 2.926 3.16E
o90 I 'ohcy Dd Gcncrd rdmlnrsErtrvc scMccs 96t 979 1.007

ou0r Dcvelopmrnt Ed Empowemcnt Scrytccs 8 079 9 l5a 9.913
o907 MurtcDent Nd dcvcloDm.nt of SDon ud SDon ficihucs I 5t5 I 7a5 1.E27
0904 Dccid DcvcloDmcnt lnrnrlrvcs For Northcm Kenvt ADd Othcr Arid lrds a 970 5 at6 5.172

NVIRONMENTAL PROTECTION. WATER AND HOUSING AI 
'18

5I.la0 5a.a1a
W&cr Poliqy Dd MDrtcmot I 130 t.l 93 1.2E5

loo2 I Yrts SuDply SePlccr t9 533 2l 697 22.91I
lwgllc swrccs 232 169 101

wltcr Rcsouces Murfcmcnt md Storrge 5 030 6 ?5S 7.666
mlation ud Drrurtc lnfrurEucturc t 9{9 s)t 7.315

I OO5 ,dmusrrtron Dd Supon Swicca 201 2r]7 211
I OO7 nuromcntd PoLsy Dcvclopmcnt Dd Coordrnrtion 55S {ro 588
oot nvrlomcnl MDllcmcnl Md ProlEcnon a'121 4.E92 1.984

Bgll Rcsourcq MEUcmql 624 59S 599
lolo I rtcorgloqrBl Scryrccs ud Chmtte Chucc | 172 I StO l.t2 I

lustnt DcvcloDmcnt ud Hwu Scnlcmcnt 4 S37 s ?ss 6.037
cscrrch & Dcvclopmcnt 5as 571 673

TOTAL 9t9,711 t.036.070 t.0t7.709
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ANNEX 9:SUMMARY OF ISSUES IDENTIFIED DURING BUDGET CONSULTATIONS

PRIORITY KEY ISSUES/STRATEGIC INTERVENTIONS REMARKS

I. SOCIAL PROTECTION,CULTURE AND RECREATION SECTOR

1 Construction, refurbishment, staffing and equipping of

Youth Empowerment Centres and Youth Polytechnics

2 Up scaling cash transfer to the vulnerable groups

(children, aged and PWDS)

Cash transfer to urban poor, older

persons, older persons with severe

disabilities, orphans and vulnerable

children and Albinos provided

3 Set up fully equipped disaster response and

educational centres

4 Establish dams and lrrigation Schemes ln ASAL

Counties

Provided within the Ministry's and

National irrigation Board

5 Development Of Cultural Centres Funds provided for lsiolo and South

Coast Resort Cities

b lnfrastructure Support For Rehabilitation lnstitutions Considered within the Ministry's

budget

7 Construction/Refurbishment of Stadia and

establishment of Talent Academies

Partially funded within the budget

8 Establishment and modernisation of existing libraries

in Counties

Funding for Kenya National Library

Headquarters provided

I Establishment of Disaster Contingency Fund This will be established within the

Context of Civil Contingency ACT

2011

10 Create A Drought Contingency Fund

II. PUBLIC ADMINISTRATION AND INTERNAT]ONAt RELATIONS SECTOR

1 Construction of Centralized County Office

Environment preferably I Stop Blockfor all public

services

To be considered within the overall

requirements of County

infrastructure

2 Enhance ICT capacity and infrastructure Funding for extending the fibre optic

to the Counties has been provided

3 Strengthen the capacity of Counties to plan and

budget

Funding for planning and monitoring

done. Staff to be seconded in the

interim

4
Resource allocation for staff training and provision of

career development
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6 Construction and operationalization of County

(Districts) lnformation and Documentation Centers

7 Salary harmonization, and enhanced hardship

allowance for civil servants

To be considered once the salaries

and remuneration commission

advises

8 Pilot demonstrative small community to alleviate

poverty at the grassroots and reduce unemployment'

Funding provided within the Poverty

Eradication Commission

III. HEALTH SECTOR

1 lnadequate Human Resources ln Health Sector

(nurses, doctors etc)

Funding for recruitment of additional

health workers has been provided

(915 doctors and 3000 nurses)

2 Hea lth I nfrastructure DevelopmentConstruction a nd

equipping hospitals country wide with amenity wards

and equipment e.g. MRI Machines, CT Scans and

other diagnostic equiPment

Funding for CT scans, cancer

screening machines provided, and

rehabilitation of hospitals and

dispensaries

3 Supply Of Essential Medicines And Medical Supplies Funding partially provided

4 High Disease Burden - Health education and

promotion; disease screening and control;

management and research on non-communicable and

commu nicable diseases.

Funding partially done

IV. ENVIRONMENT WATER AND PROTECTION

1 Environmental Degradation and Protection of

Wetlands

Funds provided for conservation of

the 5 water tciwerS, afforestation, and

reforestation, and promotion of

carbon credit, and NEMA

2 lnadequate access to clean and safe water-

Rehabilitate, expand and develop ruraland urban

water supplies

Funding for rural and urban water

supplies, water service boards

3. Pollutioi:r control and Waste Management

4. Management and Protection of water resources and

sharing

5 lnadequate decent housing - Development of low cost

housing material; Slum upgrading and prevention

Funding for slum upgrading and low

cost technology provided

6 Availability and dissemination of weather/climate

information for early warning systems and disaster

preparedness
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7 lnadequate irrigation infrastructure Funds provided under NlB, Regional

Development Authorities

8. Poor sanitation and sewerage system

9. Exploitation and exploration of minerals and

associated impacts

V. ENERGY, PHYSICAL INFRASTRUCTURE AND ICT

1 Development and expansion of roads network and

bridges

Funds provided in the Ministries of

Roads, Public Works and Local

Government

2 Expansion of rural electrification programme Funds provided for rural

electrification

3 Exploitation of alternative sources of energy such as

solar, wind and biogas, and Geothermalexploration

Funds provided for Geo thermal

development, wind and solar

4 Development and expansion of ICT infrastructure Funds for laying fibre optic to

counties provided

5 Rehabilitation and expansion of airstrips and rail

services

Funds provided for Aerodromes and

commuter rail service

6 Waste management - Construct and expand

sewerage systems in the counties

7 Building plans and supervision

8 Construction of markets and bus parks - Construct

Livestock markets , Stalls and open Air Markets,

construct modern markets, retail and wholesale hubs

Funds provided for retail markets

and completion of the ESP Markets

I Construction of 2 foot bridges in each county, seawalls

and jetties

10 Street and security lighting - lnstallation and upgrading

of street lighting in the 35 counties
VI. EDUCATION SECTOR

1 lnadequate teaching staff - Employ/recruit more

teachers at ECDE, Primary, Secondary levels

Funds provided for recruitment of

10,000 teachers, and ECD

2 lnadequate learning infrastructure (classrooms,

library)

Funds provided for school upgrading

3 lnadequate teaching & learning materials & equipment

- lncrease FPE and FDSE grant per student

Grants for FPE and FDSE is

provided

4 Low research - Provide funding for research Funding for research is provided
E Low usage of ICT - Provision of ICT infrastructure to Funds for computer for schools
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all levels provided

6 lnadequate/lack of Special education schools -

Construct and equip special schools in every

constituencY

7 Poor health & nutrition among learners - Enhance

school feeding programme

Funds for school feeding programme

have been provided

I lnadequate funding for co- curriculum activities

o Poor cultural practices - Construct rescue centers,

low-cost boarding school & mobile schools.

Funds for low cost boarding and

mobile schools in ASAL areas is

provided

10 LacUl nadequate TTC/TTl/a nd u niversitiesesta blish

colleges

Funding of 9 new universities

partially done

VII. GENERAT ECONOMIC,CUTTURE ANS LABOUR AFFAIRS SECTOR

1 lnvestment Research and feasibility studies

2 Prepare County Master Development Master plans

3 Lack of adequate skilled labour - Upgrade and equip

industrial training centers with modern and appropriate

technology; Establish employment centers to provide

labour market information

4 I nadeq uate physical infrastructure(J ua kali sheds)

andmodern tools and poor access to credit by MSEs -

Establish MSEs centers of excellence to transfer

technology to the MSEs(Jua Kali) Tailor made credit

schemes(MSEs associations)

Funding for Jua Kali sheds and

Constituency lndustrial Development

Centres, Joint loans board and SME

provided

5 Lack of Market access, infrastructure and business

information - Construct stalls and modern retail

markets in designated areas

6 Lack of lndustrial parks - setup lndustrial parks in all

Countids

7 lnadequate information on EAC market - Establish

Regional Business Solution/lnformation

VIII. GOVERNANCE,JUSTICE IAW AND ORDER SECTOR

I lnsecurity and crime - Strengthen policing capacity

and law enforcement institutions

Funding for recruitment, and

operations has been provided

2 lgnorance & lack of information- Civic education -

Civic education-K-NICE programme implementation
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Delayed/Access justice - Strengthen implementation

of court services programme

Funds for recruitment of magistrates,

judges, and computerization

provided

4 Registration Services - Devolve registration services

to counties

5 Corruption in the public Service/Slow response Funds to fight corruption provided

under various institutions

6 Cohesion Challenges/conflict resolution Funds for civic education provided

7 lnadequate/lneffective Rehabilitation measures for

prisoners

8 Election/Boundary/political issues -Delineation of

constituency and administrative boundaries

I Human rights - decentralize human rights services to

counties, civic education

Funds provided f

10 Field administration services - strengthen coordination

and monitoring of national government business at the

grassroots

11 Drug and substance abuse and HIV Aids Funds provided for eenforcement of

drug trafflcking laws, behaviour

change communication on matters of

HIV/AIDs

12 Decentralization of the offices e-g IEBC, EACC, Dpp

& State Law Offlce, Female prisons, Registration

13 Lack of disaster preparedness e.g during fires

outbreaks and floods

14 Retrogressive cultural practices e-g CatUe rusfling,

FGM, witchcraft - undertake civic education
IX. AGRICULTURE AND RURAL DEVELOPMENT

1 Lack of affordable quality farm inputs and poor

access to creciit faciiities and establishing fish

fingerling hatcheries

Funds for setting up the seed and

fertiiizer funcis, fingerlings hatcheries

provided

2 lnad6quate Extension Services - Strengthening

delivery of extension services and research liaison

Funding for extension services

enhanced

3 Lack of markets - lmprove market infrastructure, and

lncrease access to international markets
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4 Low Productivity for crops and animals Funds provided for extension

services, field surveillance for pests

and diseases, and control

5 Poor governance of cooperative societies -

Strengthening governance and management of

cooperatives societies

Funds to enhance audit and capacity

building of SACCOS provided

6 Poor Land management - Promote sustainable land

and natural resource management

7 Forest encroachment and poor conservation of water

catchment areas and water harvesting

Funds for water pans and water

harvesting provided

I lnadequate post-harvest handling and storage -

Enhance capacity for post-harvest storage and

preservation

Funding for grain driers and storage,

mini-processers provided

I Minimal investment in value addition - Promote agro

processing and strengthen existing institutions

'10 Human wildlife conflict - Fence the park with electric

fence to avoid conflict with humans

Funding for fencing of major parks

provided
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.ANNEX , or SrUIvlIwrAR.Y OF SPECTFI C FrS RTSKS - PENDTNG
V'A.I.UE

KSbr- l\tillion

t 8-a83
l_t r*'atcr hNesriDB ROO
12 200
t3 t ono
1-4 1 -264
l5 170
1.6 360
t1 Grant to I(enva Animal Gcnctic Resourcc Ccntrc 234
1-8
1.9 Md

r -300
500

t lo Firc fi Etrtinq couiDmcnt t70
1-l r Secwiry opcratioDs 200
t-12 450
I l3 rlousinE for r6Pcrs 400
1-14 2l
r t{ Procwemcat of aircrafl 605
I l6 Fencins Mt. I(cnya./Eburu 300

2.1
'r6,'796
3 -600

23
2.300
2.'700

21 Roads (vdious)
2-5 Roads (CountcDM fuds) 9 aoo
)6 4.AO(
2'7 Lmu poft 16 roo
2.8 l -400

4 R96
l -500

2II Ruat ElccEifi carioD Aurhoris 12 021
2-12 2SO
2 t3 KETRACO 137
2.14 122
? t< BrMd Kenya no
2.16 EE.l.bcehcnt 6f O&lvt 50
2 71 rao

1'r1
? 19 Pschasc of Film Eouiomcnt
2-20 Konza ICT Tcctho Polis - Construction ed civil works 400
2 ?1 4.), S4
2 -22 PEcliase of firc figtrtiDg equipmcDt 494
22A aa!
2.24 20
) 2a CohDlction of str )cd Droiccts 6.OOO

I r3.o97
3-l Trade - ODcratioDs & Maintcnucc 416
1? a5
3-3 Subscription to IDtchorional OrBsization ras
3-4 ca 104
35 Inccntiwcs confcrcncc ud cxhibitions 100
3.6 20
, -'7
3 -8

I O.320
5r)0

i9 300
3 lo R.cson Citics 500
3-r I loo
I I2 ADti Countcrfeit Aqencv

4 35.246
4- t Salary Shonfalls - lVinisrrics 1S 2'11
4? SEIary Sl.onfalls - AGAs 3_527
41 RccruitDcD! of Hcalt} Workcrs 5 066
4-4 cal 2-344
43 HosDitat Infrastructure
4.6 s 269

5 EDIJCATTON <7 aaa
2-200

32 Shofr fr.ll in FPE fundiDE 9Ra
5.3 8 0t4
54 InfiEtuctural Dcwc Iooment

5 13 60t)
3_6 (:6n<rhr-ri^h 

^f 
r IF wcrsitv of Nairotri Tou,cr block 1 000

3a 2 400
J-a r aoo
5.9 f 5()r)
5.ro I l

s-l I I ent
6,500

?50
5. t2 r 500
5-r 3 r -500
5.14 rcvcloprcnt Ncw Lrniwersitv CollcEcs 5 ROO
a li '7 SO
5- l tl to Intch dl aoo
s.t'7 430

o
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I
6 GO\/ER.NANCE \^r' AND ORDER 70,203

6.1
4_9'72

6.2 of ffr ccrs
Review of aluies

5.069
4.O8 0

& Deve 3.7 6A6-4
Prisons ooo 3 3,5006.5

6.6 & Maintc s20

6.7 IIEBC - Election Opentions l2.ooo
DPP - Bui Dev. & 2.9525a

8LO 2.?739
on ud 5695.1o

2A.2967
lIsd be back datcd as 3.2tO7l

507.2
7-3 Rccords muagcmcnt officers for wrious ministrics l5I

6074
Di in Somal t647-5
F 4',707.6

7.? of consolidated bmk l -ooo
Coffec dcbt l.6787A

of shscs 3207.9
7.lo aao

7.tt Subscriotion of shms 2to
Strelter 2367.12

md from Cabinet 2 2007.r3
7.14 Kcn tradc - Purchase 3AO

'7 ra NoCK - GOK caDital injcction for trading and for cxomsion of the retail 1.500

Lom to cost 750
? .16

T to 1-7007.17
7 ra Loan to Tclkom l(enva- shueholder lou 5.OOO

to IDB - to small 5007't9
De la 7007.20

7.21 - Infrasmctural & ICT 5r8
700allocation

oPIv( - ?t5
7 -23
7.24 150

'7 23 Opcrations Bnd fnfrBstructuc DevcloDmcntPertiamcDtaw Scrvicc Commission - Salrics, 4-754

&. n 3007.26

I 37-r 6a
37 .l6a8T & Related

I SOCIAL PROTECTION, CULTIJRE & RECR,EATION 39,1O.l

9.1 cash r -ooo
9.2 Enh&ccment cuh trusfer for perso <avcrc disabilitics 385
93 Fund for Pcrsons 218

9.4 EnhEnccmcnt 44

Grants to IOO9.5
9.6 Fnlrrhc.mrnt of OVC 445

cash trusfer l9a
1509.8 Commuter - KNLS & NMK

9.9 NYS - t.5lo
9.to ud Inte I,966
9.r I Consmction Hol Road NYS 1-755

9.12 Construction & Eouipping of youth Empowcrmcnt Cenres roo
9.13 Nationol Youth Talent AcademY 250
9.t4 429

9.r5 izcd Youth Po 674

9.r6 Youttr & o&M r -298
3-5009.r7 N Fund- resettlc of IDPs

9.1 8 5.OOO

919 Purchasc of 5.7 million bags of maiu l7,OOO

9.20 tn 2.OOO

9.2t Special Protrmmcs - Otlrer Operations 63 I

9.22 N ational 4l?

to EN\/IRONIVTENTAL PROTECTION, \VATER AND IiIOUSING 13,24O

lo.t NIB Inication Proqrartmes I 1,600
lo,2 u 50
ro 3 Kao.ari I(weni md Gaturi iriEation dewelopment Droiect 250
r 0.4 ImDrowcmcnt of S/atcr supplv in '\l/aiir'West 140

r 0.5 of I,200

TOTAL 379,34I

I
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