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Foreword
The 2019 Budget Review and Outlook Paper has been prepared at a time when the global
economy is weakening amid rising trade tensions, tighter global financial conditions and fiigher
polcy uncertainty across many economies. Global economic activity is expected to slow down
to 3.2 percent in2019 from 3.6 percent in 2018 with prospects across countries and regions
remaining uneven. On the domestic scene, despite the challenging global environment, Keiya's
economy has remained strong and resilient. The economy expanded by 6.3 percent in 2018 up
from the 4.9 percent registered in 2017. The growth momentum continued-in the first half of
2019, with the economy expanding by an average of 5.6 percent. The latest economic indicators
in the third quarter of 2019 point to continued economic recovery that will culminate to an
overall projected growth of about 5.9 percent in the FY 2019120. Economic growth is further
projected to rise to 6.2 percent in the FY 2020121 and 7.0 percent in the medium term.

The fiscal performance of the FY 2018/19 budget was below target on account of revenue
shortfalls_and rising expenditure pressures. In order to contain the resultant fiscal gap and public
debt, we have initiated a number of revenue and expenditure measures in line with ourfiscal
consolidation plan. The expenditure control and policy measures include budget rationalization
on non-core expenditures which include foreign and domestic travel, hospitality, training,
communication- supplies, printing and advertising, purchase of furniture, office and generai
supplies, use of Government vehicles, and size of Government Delegation in meetings 6utside
the country. To this effect, the National Treasury has already issued Guidelines on eipenditure
control measures.

ln the FY 2019120 and over the medium-term, the Government shall continue with the fiscal
consolidation plan. Revenue collection in the FY 2019120 is expected to recover buoyed by the
improving economic environment, tax policy and revenue administration measurej that have
been put in place. Together with expenditure rationalization measures introduced in the
FY20l9l20 budget, fuldlng pressures are expected to ease and create fiscal space for priority
programmes in the FY2020/21 Medium-Term Budget. Consequently, tht fiscal deficit
(including grants) is expected to decline to 3.4 percent of GDP in ttie FY 2023/24 from the 7 .7
percent of the GDP registered in FY 2018/19. This will create more fiscal space for priority
social and economic projects.

Al y. prepare for the FY 2020121 budget, emphasis will be on strategic programmes that aid
achievement of the "BigIour" Plan as prioritized in the third Medium Teim Flan (MTp III) of
the Vision 2030. We are faced by the need to support the "Big Four" Plan, emerging expenditure
pressures, the underperformance of revenue and the rising public debt and it is therefore,
inevitable to tighten public spending. This will ensure that the Government budgets within iti
means and safeguards macroeconomic stability. In this regard, the Sector Working Groups are
required _to carefully scrutinize all proposed Ministries, Departments and Agencies lMOes;
budgets for FY 2020121and the medium term to ensure that they are not only directed towardi
improving productivity but are also aligned to the achievemeni of the objectives of the "Big
Four" Plan and remain within the ceilings provided. I therefore, call upon all to adhere to thE
hard sector ceilings, and the strict deadlines provided in this document to facilitate to facilitate
the finalization and appropriation of the FY 2020/21 and the medium term budget.

HON. (AMB.) UKUR K. YATANT

Ag. CABINET SECRETARY/ NATIONAL TREASURY & PLANNING
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Lesal Basis for the Publication of the Budset Review and Outlgok Paper

The Budget Review and Outlook Paper is plepared in accordance with Section 26 of the Public Finance
Management Act,2012. The law states that:

l) The National Treasury shall prepare and submit to -Cabinet tbr approval, by the 30ft September in each
financial year, a Budget Review and Outlook Paper, which shall include:

a. Actual fiscal pertbrmance in the previous financial year compared to the budget appropnation
tbr that year;

b. Updated macro-economic and financial tbrecasts with sufficient information to show changes
trom the tbrecasts in the most recenl Budget Policy Statement

Infbrmation on how actual financial perfbrmance tbr the previous financial year rnay have
affected compliance with the fiscal rrsponsibility principles or the flnancial objectives in the
latest Budget Policy Statement; and

d. The reasons tbr any deviation fronr the t'inancia.l objectives together with proposals to addless
the deviation and the tirne estimated to do so.

2) Cabinet shall consider the Budget Review and Outlook Paper witlt a view to approving it. with or
without amendments, not later than fourteeu days after its submission.

3) Not later than seveu days after the BROP has been apploved by Cabinet, the National Treasury shall:

Submit the paper to the Budget Committee of the National Assembly to be laid befbre each

house of Parliamentl and

b. Publish and publicize the paper not latel than liftcen days after laying the Paper before
Parliament.

Fiscal Responsibilitv Principles in the Public Finance Management Act

ln line with the Constitution, the Public Finance Management (PFM1 Act,2012, sets out the fis<;al

responsibility principles to ensure prudent and tmnsparent management of public resources. The PFM law
(Section l5) states that:

I ) Over the medium term. a mininrunr of 30o/u of the national budget shall be allocated to development
expenditure

2\ The national government's expenditure ot'l wages and benetits fbr public officers shall not exceed a

percentage of the national govemrrenl revenue as ptescribed by the regulations.

3) Over the mediunr term. the national govemment's borrowings shall be used only tbr the purpose of
financing development expenditure and not fbr recurrent expenditure

4) Public debt and obligations sliall be maintained at a sustainable level as approved by Parliament (NG)
and county assembly (CG)

5) Fiscal risks shall be managed prudently

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

maintained, taking into account any tax letbrms that may be made in the future

c

a
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Executive Summary

The 2019 Budget Review and Outlook Paper, has been prepared in accordance with the Public
Finance Management (PFM) Act, 2012 and its Regulations. The document provides actual
fiscal perfofmance for the FY 201 812019, macro-economic projections and the sector ceilings
for the FY 2020121 and the medium term budget. The document also provides an overview of
how the actual performance of the FY 2018/19 affected our compliance with the fiscal
responsibility principles and the financial objectives spelt out in the PFM Act as well as

information showing changes from the projections outlined in the 2019 Budget Policy
Statement.

The fiscal performance of the FY 2018/19 budget was below target on account of revenue
shortfalls and rising expenditure pressures. Total revenue collection including A-I-A amounted
to Ksh 1,671.1 billion. This revenue was Ksh 123.5 billion below the revised target of Ksh
1,194.5 billion due to below target collections in major ordinary revenue categories and a
shortfall in cumulative ministerial A-i-A (by Ksh 32.3 billion). Total expenditures and net
lending by end of June 2019 was Ksh 2,405.9 billion against the target of Ksh 2,555.1 billion,
translating into a shortfall of Ksh 149.2 billion. The shortfall was occasioned by the lower
absorptions recorded in both the recurrent (wages and salaries, pensions and operations and
maintenance) and development expenditures by the National Government. The fiscal deficit for
the FY 2018/19 was Ksh 721.1 billion (equivalenttoT.T percent of GDP) against a targeted
deficit of IGh 650.5 billion (6.8 percent of GDP).

The fiscal outcome for the FY 2018/19 largely adhered to the fiscal responsibility principles
and financial objectives set out in the PFM Act, 2012. The National Government development
expenditure as a percent of Ministerial Government expenditure was 35.2 percent above the
benchmark of 30.0 percent while the share of National Government wages and benefits to
National Government revenues was 31.9 percent, below the benchrnark of 35.0 percent. The
Government also maintained public debt and obligations at sustainable levels while managing
fi scal risks cautiously.

The fiscal outcome for the FY 2020121 is projected to improve supporled by the fiscal
consolidation policies. Driven by continued reforms in tax legislation and adrninistration,
revenue collection is projected at 18.5 percent of GDP in the FY 2020121 frorn 20.2 percent of
GDP in the FY 2019120. Supported by rationalization measures, total expenditures are projected
to decline to 24.1 percent of GDP in FY 2020121 from 27 .4 percent of GDP in FY 2019120. As
a result, fiscal deficit for the FY 2020121 is projected to decline to 5.3 percent of GDP from 6.2
percent of GDP deficit in FY 2019120.

The Kenyan economy remains resilient and is projected to grow by about 5.9 percent in the FY
2019120,6.2 percent in the FY 2020121 and rise to 7.0 percent in the medium term. This growth
outlook will be supported by the stable macroeconomic environment, investments in the
strategic areas under the "Big Four" Plan and existing business and consumer confidence in the
economy. This macroeconomic outlook is not without risks. The risks to this outlook include
an escalation of global trade-related tensions, uncertainties in the global ftnancial markets
particularly with regard to the U.S. economic and trade policies, a rise in oil prices and weather
related shocks. Should these risks persist, Kenya's growth forecast could be constrained.
However, the Government will monitor these risks and respond appropriately to mitigate any
negative impact on growth.

2019 Budget Review and Outlook Paper xl



I. INTRODUCTION

Objective of the 2019 Budget Review and Outlook Paper

L The objective of the 2019 Budget Review and Outlook Paper (BROP) is to provide a review
of fiscal performance for the FY 2018/19 and how this performance irnpacts on the financial
objectives and fiscal responsibility principles set out in the PFM Act and outlined in the 2019 Budget
Policy Statement (BPS). This, together with updated macroeconomic developments and outlook
provides a basis for revision of the curent budget in the context of Supplementary Estimates and the
broad fiscal parameters underpinning the FY 2020121 and the medium-term budget. Details of the
fiscal framework and the medium term policy priorities will be firmed up in the 2020 BPS.

2. The 2019 BROP is a key policy document that will guide the development of the 2020 BPS.
The 2020 BPS will highlight the progress in the implementation of the "Big Four" Plan and other
projects prioritized in the Third Medium Term Plan (MTP III 2018-2022), while also taking into
account the recent macroeconomic developments.

3. The underperformance in revenue collection and expenditure pressures in the FY 2018/19 had
implications on the financial objectives outlined in the 2019 BPS and the fiscal projections of the
2019120 Budget. The BROP therefore, presents a revised fiscal outlook underpinned by tax policy
and administration measllres to boost the performance of revenues. To complement the tax reforms,
the Government has cut down on non-priority expenditures, thereby availing resources for high
priority projects that have the highest impact on Kenyans.

4. As required by the PFM Act, 2012, budget process aims to promote efficient and effective use

of resources. To meet the resource requirements of the FY 2020121 and the medium budget, the
Government will continue to implement prudent measures aimed at enhancing the tax revenue and
rationalizing expenditures. In this regard, this BROP provides sector ceilings which will set in motion
the budget preparation process for the FY 2020121 and the medium term. The sector ceilings are
guided by the overall resource envelope that is informed by the macroeconomic and fiscal outlook as

presented in Section III and IV of this document. Budgetary allocations in this BROP are in line with
the needs of the "Big Four" Plan to enable the Government create more jobs, support manufacturing
activities, enhance universal health coverage, improve food security and enhance living conditions
through affordable housing.

5. With this background, the rest of the document is organized as follows: Section II provides a

review of the fiscal performance for the FY 2018/19 and its implications on the financial objectives
set out in the 2019 BPS. Section III provides highlights of the recent economic developments and
outlook while Section IV and V provide for the proposed resource allocation framework and the
conclusion respectively.



IL REVIEW OF FISCAL PERFORMANCE FOR THE FY 2018/19

A. FY 20l8ll9 Fiscal Performance

Performance of Revenues

6. By the end of June 2019, total cumulative revenue including A-i-A collected amounted to Ksh
1,671.1 billion against a revised target of Ksh 1,794.5 billion (Table 1a). This represented a revenue
shortfall of Ksh 123.5 billion. Ordinary revenue collection amounted to Ksh l,496.g billion against a
target of Ksh 1,588.1 billion

7. Tax revenues were largely below the revised target in all the broad categories. Income tax
(comprising of PAYE and other income tax) recorded the highest shortfall of Ksh 56.8 billion
majorly attributed to underperformance in other income tax (Ksh. 46.9 billion).

8. The performance of income tax was affected negatively by various factors; first the delayed
enactment of the Finance Act 2018 and thereafter the court injunctions which followed its enactment
frustrated the implementation of the revenue yielding policy measures especially withholding tax on
winnings. The high increase in investment deductions further affected negatively the collection of
income tax.

9. The introduction of the anti-adulteration levy was effective as annual kerosene volumes
dropped by over 60 percent, much higher than the envisaged forecast of 20 percent. This fall in import
volumes of kerosene negatively affected collection of the levy and therefore the overall Excise duty
taxes.

10. VAT recorded a shortfall of Ksh 12.3 billion against the Supplementary II target. Although
Import duty collection was broadly on target, it is believed that the spirited fight against sub-standard
and counterfeit goods in the frst quarter of the year depressed the performance of this tax item. The
revenue collection in FY 20L8l19 represented ayear on year growth of 9.8 percent.

I l. The appropriation in aid (A-i-A) shortfall of Ksh 32.3 billion is explained in part by delayed
reporting by the collecting MDAs and is expected to narrow significantly when the MDAs present
their final financial statements.

Table la: Government Revenue and External FY 2018/19

l/ includes rent of buildings, fines and forfeitures, other taxes, reimbursements and other fund contributions, and miscellaneous
revenue.

20tar2(Jt9
Revenue ffead

2017DOIA
Actual

ActuaI Target

Deviation
KSh

Deviation
in percent

Total Revenue (a+b)

(a) Ordinary Revenue
Inrport Dugz
Excise Dut5z
PA\'E
Other lncorne Tax
VAT I-ocal
VAT Imports
Investnrcnt Revenue

Traffic Revenue
Taxes on Intl. Trade & Trans.(IDF Fee)

others I

(b) Appropriation In Aid 2

o/w Railway Develcprnent Levy

I,522,419

1,365,O63
99,215

t62,484
350,63 l
289,962
206,257
r 50,599
24,123

3,O77
23,782
54,934

157,356
20.773

1,671,o71

1,496,93O
107,702
194,2a9
393,362
292,O28
230,600
182,586
24,575
4,062

24,182
43,545

174,l40
21,303

1,794,522

1,588,132
108,504
r94362
403,344
338,886
241,t24
184,374
36,7t6

3,688
26,509
46,624

206,391
24,719

(123,452)

(91,2O1)
(8O2)

(4,O73)
(e,983)

(46,8s9)
(to,s24)

( 1,788)
(t2,t4t>

374
(2,327)
(3,O7e)

(32,25O)
(3.4r 6)

(6.e)

(s.7)
(o.7)
(2.r)
(2.s)

(13.8)
(4.4)
(l.o)

(33. l )
lo. I
(8.8)
(6.6)

(r s.6)
(r 3.8)

(c) External Grants

Total Revenue and External Grants

26,484

1.548.903

L9,702

1,69O,773

34,ggo

1,829,513

(15,28a)

(r38.740)
(43.7>

(7.6>
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Source: National Treasury

12. During the FY 2018119, the Government received investment income in form of dividends,
surplus funds and directors' fees of Ksh 24.6 billion against a revised target of Ksh 36.7 billion,
resulting in a negative variance of Ksh 12.l billion (Table 1b). The shortfall is explained in part by
the payment of IGh 800 million by Central Bank of Kenya instead of the expected Ksh 5.8 billion.

Table Ib: Investment Income for the FY 2018/19 h Million

S o urce : National Treas ury

13. Similarly, extemal grants amounted to Ksh 19.7 billion against a revised target of IGh 35.0
billion, translating into a shortfall of 15.3 billion. Of these extemal grants, programme grants
(AMISOM reimbursements) amounted to Ksh 4.3 billion against a target of Ksh 6.5 billion, project
grants revenue of Ksh 8.4 billion against a target of 13.4 billion and project grants (A-i-A) of Ksh 6.9
billion against a target of Ksh l5.0 billion.

Sectoral Analysis of Revenues

14. A comparison betweeu sectoral contributions to GDP versus revenue over the last three years
show that manufacfuring, information and communication, and financial services sectors are the
major contributors to revenue while agriculture is the Iead contributor to GDP followed by
manufacturing and transport and storage (Table 2). In FY 2018/19, manufacturing, information and
communication, and financial services sectors contributed 51.6 percent of revenue collected and 15.0
percentto GDP. In contast, agricultural sector contributed 34.2 percent to GDP against a contribution
of 2.6 percent to revenue in 201 8/19.

15. However, manufacfuring and financial and insurance sectors' contributions to both revenue
and GDP has been on a downward trend iu the last tlree years. This partly explains the shortfall in
revenues for the FY 2018/19.

3

2017,r1s 2018,;19
Actual Rerisecl Estimate Actual \-ariance

Dhidends
Surpfus Funds
Directors Fees
Total

l.;-35)
6,i66

1l

2.r.123

?i.703
s.9E5

?o

36"?16 24,575

16,553
8.000

?-)

(11,1?8)
(e8s)

(?)
(l2,r4t)
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Table 2: Revenue Performance by Sector - Ksh Million

Source: Kenya Revenue Authortty

Expendifu re Performance

16. Total expenditure and net lending in the FY 2018/19 totalled to Ksh 2,405.g billion agailst a
revised target of Ksh 2,555.1billion, represeuting an under spending of Ksh l49.2 billion (or 5.8 per
cent deviation from the revised budget) (Table 3). This shortfall was attributed to lower absorption
in both recurrent and development expenditures by the National Govemment.

17 . The National Governrnent's recurrent expenditure amounted to Ksh I ,455.0 billion (excluding
Kslt 41.2 billion by Parliament and Judiciary) against a tmget of Ksh 1,537.4 billion (excluding Ksh
45.6 billion for Parliament and Judiciary), representing an under-spending of Ksh 82.4 billionmainly
recorded in operations and mainteDance (Ksh 65.2 billion including Ksh 3l.l A-i-A), pensions and
other contribution funds (Ksh 13.8 billion), as well as wages and salaries (10.5 billion). However, the
shortfall in A-i-A is expected to reduce significantly once MDAs submit their financial statements.
The reported shortfall in A-I-A (shortfall of 4.2 billion) is largely attributable to the lag between
spending at flre Sub-County level and reporting to the headquarters.

18. Expenditure on domestic interest payments was above target by Ksh 7.5 billion while foreign
interest was below target by Ksh 0.34 billion. Foreign interest payments amounted to Ksh 103.4
billion, compared to Ksh 84.4 billiou in the same period of the FY 2017/18. The domestic interest
payments were Ksh 272.4 billion, higher than Ksh 239.5 billion paid in the correspondiug period of
the previous financial year.

19. Ministerial Appropriation-in-Aid in recurrent expenditure recorded an under spending of Ksh
31.1 billion. This underspending is flre main cause of the huge shortfall in operation and mainienance.

20. Development expenditures were below target by Ksh 60.5 billion on account of lower than
programmed absorption by MDAs of domestically financed programmes by Ksh 34.9 billion and
lower thau programmed execution of externally firnded prograrnmes by Ksh 25.6 billion.

4

Economlc Sector
Revenue by Sector Revenue Contribution GDP Conhibudon

2016/17 20fin8 20tat79 2016n7 2017t18 2018/19 ,o16 2017 2018

Agriculhle 17,8y 19,614 23,125 2.3% 2.3o/o 2.60/o 3t.t% 34.P/o 34.2%

Maoufrcturing 163,63 l 154,013 163,935 20.9/o 18.4o/o 18.2% 9.3o/o 8.ff/o 7.7%
Electricity, Gas, Steam 3l,l 1t 33,565 34,080 4.0% 4.0% 3.8o/o 2.60/o 2s% 2.5%
Constuction 38,722 42,717 44,693 4.9/o 5.t% 5.0% 5.t% 5.6% 5.4%

Wholesale and Retail Trade 39,4M 50,349 60,653 5.0% 6.0% 6.7% 7.2% 7.4o/o 7.4o/o

Transportation and Storage 44,322 41,212 40,868 s.7% 4.9% 4.5o/o 8.lo/o 7.5% 8.V/o
Information and
Communication 109,353 I 16,582 134,636 14.U/" 13.9/o 15.u/o t.5% 1.3% t.3%

Financial And lnsmance 150,874 148,667 I 65,894 19.3% t7.8% 18.4% 7.lo/o 6.t% 6.U/o

o/w banls I 18,869 ll2,(A7 127,388 15.2% t3.5% 14.lo/o

o,/rv irsurance 32,005 36,020 38,507 4.1% 4.3o/o 4.3%

Real Estate Activities 22,s80 23,996 24,834 2.9% 2.90/" 2.8o/o 7.60/o 7.t% 7.U/o

Professional and Technical 29,970 3t,278 33,873 3.8% 3.7o/o 3$% 1.80/o 1.70/o 1.7%
Public Administration I I,258 12,638 12,520 tA% t.5% 1.4%
Education 21,499 24,882 22,899 2.7% 3.V/o 2.5% 4.4% 4.tr/o 4.3%
Others 155,544 l9l,48l 197,091 21.2% 22.9/o 21.9/o

Totals 783,574 8317r9 900,394 l0OVo l00o/s l00o/o l00o/" 100% l00o/o
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2018i2019Espeuditure Eead
2017i2018

-{.ctual
-lctual Tarsets

Deriation
o/o

Gronth

I. RECIRRENT
Domestic Interest

Foreigr Interest

Pensious

\\iages and Salaries

1,312,092

239.4;-0

84.1:0
65,099

388,938

1.45.r.984
?:1 i<1

10-?,3;2

?0.804
.+1?.5:6

1.537,390

161,831

103,718

84,605

{2E.068

(s2.40o
?,510

(346)

(13,801)
(10,542)

10.9

13.7
1?<

8.8

?.4

Operatiou and ),[aintenance

O,,lV :Appropriation-in-Aid

534, I 55

109.669

590,931

112,906

656,169

14-?.983

(6s,238)

(31.07?)

10.6

-?_0

2. DEITLOPIIE}ff
D evelopment Proj e cts (\-et)
Patment of Guarateed Loans

Appropriation- in-.Aid

3. Cormrr'Governmetts

4- Pailiamenta4'Senice

5. Judicial Senice
6. Equalization Fund

7. CF

469-613

116,366
1 {1Cl

250,??8
i.)? 1:l

25,6?8

11.9{l

542,007

300,13i
1.485

139,386

360,?{0
1Q <?(

12.713

6.962

602,499

339.508

l.-183

160.509

-?61,958
31,088

i3.495
4.700

(60,492)

(39.3?1)

2

(11,113)

(1,118)

(-?,563)

(i82)
2,262

15..1

J6. i
(1.?)

(-1.5)

t0.l
11.1

6.-l

TOTAL E]PEIfDTTIRE 2,1.16,651 2,405.933 2.555.131 (I49,19S) t2.t

Table 3: and Net Lendin FY 2018/19 Millio

llages ond solories; includes tuges for teachers, civil servants ond police
Source: Nattonal Treasury

Ministerial Expenditure

21. The total cumulative ministerial and other public agencies expenditue including A-i-A was
Kslr 1,605.4 billion (89.5 percent absorption) against a target of Ksh 1,794.4 billion. Recurrent
expenditure was Ksh 1,037.8 billion (90.7 percent absorption) against a target of Ksh 1,144 billion,
while development expenditure was Ksh 567.6 billion (87.3 perceut absorption) against a target oi
Ksh 650.5 billion. The discrepancy between actual and target expenditures is partly due to the non-
capture of the Sub-County expenditures leading to under reporting by Ministries.

22. As at the end of FY 2018/19, expenditures by the Ministry of Education, Teachers Service
Commission and Ministry of Health (Social Sector) accounted for 44.6 percent of total recurrent
expenditure, while the State Department for Interior and the Ministry of Defence accounted for 10.4
percent and 9.8 percent of total recurrent respectively.

23. Analysis of development outlay iudicates that the State Department for Transport accounted
for the largest share of flie total development expenditures (21.4 percent), followed by the State
Department for Infrastructure (18.8), State Department for Energy (8.7 percent), the State Department
for Devolution (6 percent) and the Ministry of Water aud Sanitafion (5.1 percent). The devilopmelt
expendifures by the large Ministries were below target because of non-inclusion of expenditurei from
Sub-National and some donor-funded projects. Details of various Ministerial/Departmental and
commissions expenditures for the FY 20l8l19 are provided in Table 4.
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Table 4: Ministerial Period 3oth 2019 Million

Source: National Treasury

Overall Balance and Financing

24. In line with perfornance in revenue and expenditure, fiscal deficit (excluding grants)
amourted to Ksh 734.9 billion (equivalent to 7.7 percent of GDP). This deficit was lower than the
projected deficit of Ksh 760.6 billion (equivalent to 8.0 percent of GDP) (Table 5). Excluding
expeuditures related to SGR the fiscal deficit was 6.8 percent of GDP. Including grants, the fiscal
balance (on commitment basis) def,rcit stood at 7.7 percert of GDP against a targeted deficit of 6.8
percent of GDP.
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Table 5: Outturn for the FY 2018/19

*Provisional

/Equalization Fund expenditures represent actual disbursements to the Fund
Source: National Treas ury

25. The fiscal deficit by the end of June 2019 was financed through net external financing
equivalent to Ksh 414.6 billion. Total disbursements (inflows) including A-i-A amounted to Ksh
680.8 billion by end June 2019 against a target of Ksh 704.3 billion. The actual disbursement amount
included Ksh 41.7 billion project cash loans, Ksh 100.6 billion project loans A-i-A, Ksh 80.0 billion
project loans A-i-A for SGR, Ksh 373.7 billion commercial financing and Ksh 84.8 billion
progratnme loans. External repayments (outflows) of principal debt amounted to Ksh 266.2 billion
including principal repayments due to bilateral and multilateral organizations and to commercial
sonrces amounting to Ksh 31.1 billion, Ksh 17.9 billion and Ksh 217.2 billion respectively.

26. The net domestic financing amounted to Ksh 303.1billion by end June 2019 against a target
of Ksh 201.7 billion. This included Ksh 13.6 billion from the Central Bank, 126.9 billion from
Commercial Banks, Ksh 160.3 billion from Non-Banking Financial Institutions and Ksh 2.8 billion
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Table 9: Total Transfers to Governments from FY 2013/14 to FY 20l8ll9

Source: The National Treasury

Notes:
l. In FY 2017/18 and FY 2018/i,9, Ksh. 3.4 billionand Ksh4.3 billion, respectively,fromthe National

Government's revenue share was paid to the National Hospital Insurance Fund (NHIF) as a special grantfor
Free Maternal Heahhcare, to be disbursed directly to Counties on reimbursement basis..

41. The Ksh 314.0 billion equitable share disbursed to County Governments represents 100
percent of the appropriation as per the CARA, 2018, for which Counties have autonomous budgeting
and expenditure responsibilities, as well as accountabiliry obligations under the Public Finance
Management Act, 2012 and its Regulations.

42. The total transfers to County Governments in FY 2018/19 translates to 96 percent of the total
allocations in CARA, 2018 (both Equitable share and conditional grants). The reasons for the less
than 100 percent transfer included: i) failure by some Counties to adhere to requirements of specific
conditional allocations; ii) adjustment in the amount to be paid to County Governments against one
of the Disbursement Linked Indicators (DLI) under the Kenya Devolution Support Program (KDSP);
iii) and failure by Accounting Officers of some Ministries responsible for specific conditional grants
to submit written instructions in time to the National Treasury to release payments as stipulated in the
Guidelines for the Management of Intergovernmental Fiscal Transfers.

43. In total forthe period FY 2013/14 to FY 2018119, County Governments have received Ksh
1.7 trillion cumulatively,92.52 percent of which is equitable share, 3.56 percent being conditional
grants that are part of shareable revenue, and a further 3.62 percent being the additional conditional

franrfer llpe 20l3ll4 2014/15 20tsn6 20rcn7 20t7n8 2018n9 Grand Total o/n
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allocations that are not part of shareable revenue. The remaining 0.29 percent represents a one-off
payment made in FY 2016117 in respect to allowances to medical personnel and coffee cess.

44. During the period July 2018 to March 2019, the County Governments generated a total of Ifth
28.94 billion in Own Source Revenue (OSR) against an annual target of Ksh. 52.18 billion (Chart
1). This represents 55.5 percent of the annual OSR target in FY 2018119, which is an increase from
42.3 percent of the annual OSR target for a similar period in the FY 2017118.

45. Unlike the FY 20l7ll8 where only twelve (12) County Govemments were able to generate

more than half of their own source revenue annual target, twenty five (25) County Governments in
FY 2018/19 were able to generate more than fifty percent of their annual OSR target for the first three
quarters of the financial year. While this indicates an improvement in OSR collections, it is worth
noting that the OSR target for FY 2018119 was Ksh. 52.18 billion which was slightly lower than the
FY 2017ll8 OSR target of Ksh 52.52 billion. The challenge of County Governments not achieving
their OSR targets is partially attributed to overestimation of OSR, which could be due to insufficient
skills in revenue forecasting.

46. The National Policy to Support Enhancement of County Governments' Own-Source Revenue
highlights a number of challenges that are contributing to the underperformance of OSR among the
Counties. These include; i) absence of revenue policies and legislation; ii) low automation and
integration of revenue administration; iii) inappropriate institutional arrangements; and, iv) lack of
effective internal controls and audit mechanisms among others.

Chart 1: Actual Revenue Collected (First Nine Months of FY 2018/19) by the County
Governments as a percentage of Annual Revenue Target for FY 20l8ll9

Source: Controller of Budget

47. The overall absorption rate (actual expenditure over budget) for the County Governments
combined for the first nine months of FY 20l8ll9 was 48.4 percent up from 44.4 percent in FY
20l7ll8 (Annex Table 7). The absorption rate for development expenditure for the period July 2018
to March 2019 remained low at24.4 percent while that of recurrent expenditure increased from 59.1
percent for the same period of the FY 20L7ll8 to 64.5 percent in FY 2018119.
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E. County Governments' Compliance with Fiscal Responsibility Principles

Allocation on Development Expencliture

48. In managing the County Government's finances, the Public Finance Management Act,2012
Section 107(b) requires that over the medium term, a minimum of 30 percent of each County
Government's budget shall be allocated to development expenditure. All the forty-seven county
governments complied with this legal requirement in their FY 2018/19 budgets unlike the FY 2017118
where four County Governments failed to meet the legal threshold as reported by the Controller of
Budget. Nonetheless, actual expenditure on development spending was less than 30 percent for about
40 County Govemments for the review period July 2018 to March 2019. Even though this means that
a majority of the county governments are not meeting this requirement for actual expenditure, this
was an improvement from the previousFY 2017118 where only tluee (3) County Governments were
able to spend at least 30 percent on development expenditure.

Allocation on Compensation of Employees

49. Regulation 25(l) (b) of the PFM (County Governments) Regulations, 2015, requires that the
county government's expenditure on wages and benefits for its public officers should not exceed
thirty five (35) percent of the county government's total revenue. According to the Report by the
Controller of budget on County Government's budget irnplernentation for the first nine months of FY
2018119, Counties incurred a total of Ksh. 120.5 billion on personnel emoluments which represented
52.3 percent of the total expenditure for that period. This was a slight decrease from the previous
financial year when the personnel emoluments took up 58.8 percent of the total expenditure for the
first nine months of the FY. In this regard, the wage bill rernains a major challenge being faced by
most county governments hence the need for concerted effort to find viable solutions to keep the wage
bill within the legal threshold.

Other Challenges encountered by County Governments in Public Finance Management

a) Pending Bills of County Governments

50. The Office of the Auditor General (OAG) in accordance with a request from the National
Treasury and the provisions of Article 229 (7) of the Constitution of Kenya undertook a special audit
and produced a Special Report on the Pending Bills of County Governments. Out of the total pending
bills of Ksh 89.89 billion presented to the Auditor General by the County Governments, Ksh 40.5
billion has been classified as eligible pending bills (Table 10). In this regard, 40.5 percent of the
pending bills audited by the OAG are eligible and thus county governments are expected to develop
a repayment plan and prioritize the payment of these pending bills. In tenns of the proportion of
eligible pending bills borne by each County Govemment, Nairobi City County has the largest share

at26J5 percent of the total eligible pending bills as at l5th February 2019.

51. There is a challenge of not classi$ing pending bills by age (FY's and Quarters). The PSASB
can prescribe a template that would present an opportunity for detailed analysis on the extent each of
the pending bills impacted negatively on development budgets of specific years. Secondly, it would
inform questions as to why bills of previous financial years are still being carried forward to
subsequent FY's.
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b) Submission of Financial Reports

52. According to the County Governments' Budget Implementation Review Report for the first
nine months of FY 20l8ll9 published by the Controller of Budget, some County Governments are

not submitting quarterly financial and non-financial reports while some submitted incomplete reports.

c) Use of IFMIS

53. There is also misalignment between the financial reports prepared by County Governments
and the financial records as captured in the Integrated Financial Management Information System
(IFMIS). Some transactions by the County Governments (both receipts and payments) are not
reflected in the IFMIS system, which underscores the need for more stringent enforcement of the use

of IFMIS. In addition, some counties have procured ICT revenue systems, which might not be serving

the counties well and thus offer no value for money.

Table 10: Pending Bills of the County Governments' as at 30th June 2018

Source: Offt.ce of the Auditor General

No. CounW Total Pendlna Bllls
Ellalble Bills as at
:Ilth June 2018

Ellglble Bllls pald
after 3oth June 2018

Ellglble Bllls as at
15th Feb 2019

Proporuon ol Each

counw's Ellalble Bllls to
the Total EllSlble Bllls as

at 15th Feb 2O19 Non-EllElble Bllls

1 Barlnqo 45.765.998 24.045.A26 10,s98,744 13.444.O82 o.03% 2L,779,L72

2 Bomet 1.2S?_551.181 7-L9o.\67.97'1 505.625.s19 684,s42.,354 7.6994 63.383.304

3 Buncoma 601.481.507 376,018,793 746.N2.123 229.636.470 o.57% 225.442,7L4

4 Busia 1_O13.493.153 972.895.883 fit,427,W7 477.46a.376 7.76% &.597.2N
5 Elsevo Marakwet 9@,679.275 225,2L6,39s 98.557.638 126.65A.757 0.31% 683-462.880

6 Embu 1.362.958.792 435.114.432 63,599,575 371,.5t4.457 o.9214 927.W.3@
7 Garissa 2,553,344,202 2.307.530.&7 380.393.315 1,927.L37,@2 4.769d 245_4L7.795

8 Homabav 1.553.24s.510 40.447,O20 40.447.O2O O.\Wo t,622,79A,sfi
I lslolo r,3?4,674,795 L254.372.703 2@,021,433 1,058,351,270 2.61 77.902.@2

10 Kaiiado 356.353,65' 88,191,@9 88.191.509 0.m96 278,_762_M7

11 Kakamepa s93.950.376 583.093.452 401,989,530 181.103.822 0.45% 10.856.924

t2 Kericho L494,470,974 4*.144.743 306.946.159 183,238,584 o.4596 M.286..232

13 Kiambu 3.312.759.531 1,831,618,O:]O 669.ss6.431 1.162.061.599 2.8n6 481,141,501

L4 Krilfr 7.3T1.O12.O31 1.116.qr3.558 542339,222 533.704,336 t.3296 2@.968..473

15 Klrinvasa 1.328,4s9,563 741,080,963 227.245.70! s13,83s,262 L.27x 5a7.378.6m

16 KIsil L.472.7n.475 1.2m.573.919 531,973,136 658.@O.783 1.55% 213.5:tO.710

L7 Klsumu 2,475,722,726 7.792.2@.O77 89.160.603 L,70.1,O39,474 4.2tX 683.S22.@8

18 Kitui 1.443.011.641 572,033,419 15O.057.871 4?1.975.W t.u% a70',978,222

19 Kwale 2.501.631.906 w.7y.393 795,490,445 14.643.948 0.04% 1.691.897.514

20 Lai klpia 949,41tt,9!7 T1.s19.78 !a.L37.U9 59,402,559 o.1s96 911.905_2G)

27 Lamu 143.563.524 85.050,899 35.116.896 48.934.003 o.t2% 58,512,625

22 Machakos L2A6.326.LAL 942.363.@7 942.163.fi1 2.33% 344.t62.574

23 Makueni a4_9o.2.734 33.O18.202 32.il2.442 37s,360 o.fi% 1.884.S30

24 Mandera ss2.L37.62 349,433,313 c 349.433,313 a.a6% 202.7o.4.749

25 MaBablt 716.471.111 728.259.431 243,O21,969 4A5.237.462 t.2vo 48.151.280

26 Me ru 2,265,tL2,69L r,8/.s,ils,!78 315.523.679 1.530,021,499 3.7AYn 419.567.513

27 Micori 1.275.275.20a L@7,373,4LO 42.110.881 965.262.529 2.1A% 267.476,798

28 Mombasa 5_347.786.393 3.545.800.427 213,L66,328 3.332.534-O99 4.23% 1.801.985.956

29 Muranta 2.03a.O47.918 1,531,7/8,m8 659.373.424 872.4U.W 2.76% 506.269.91C

30 Nalrobi 23.139.794.066 L!.743.429.O72 954,W,754 10.829.764.318 26.75% 11.355.954.991

31 Nakuru 2,504,551,905 42o..764.@ 751.333.479 268,831,125 o.66% 2.Oa4.397-301

12 Nandl 7.M7.U7.@5 942,307,Ut 3rt.735.751 624.572.O* 1.55% s05,539,764

33 Narok 2.056.439.795 1.980.735.070 428.455,127 t_ssz.28o_949 3.83% 75.703.725

34 Nvamira 345,328,993 275,694,127 110.697.9@ L65.W,227 o-4a9l 59.630.865

35 Nvandarua 1.138.159.128 297,O78,779 c 297.O7A.n9 o.73% 841.080.349

36 Nyerl 36(),535.590 a52.t96.769 52.098,703 100_oga_(r5 o.2s% 20a.338.821

t7 samburu 84,6.492.795 762,579,774 396.O23.75t 366.555,423 o.91% 83,913,621

38 sl ava 709.770.239 637.370.697 64,882,:!86 s72.42A37L 7.4L% 72.459.54L

39 Talta Taveta 45L,282,2U 390,269,tLz 15.o25.7@ 375.243,N3 o.9396 61.O13.152

4n fana River 1.202.679.386 507.082.531 r2,L33,O78 494.949.553 t.22% 695.596.755

41 Tharaka Nithl L,Ltz,652,497 701.871.919 93.103.430 608,768,tl89 7.SM 4ro.7fi.973
42 Trans Nzoia 1.079.983.912 66,6,A7,674 t72.967.492 493.O80.122 L.22% 4L3,936.297

43 Turkana s.ffi.295.757 1.816.4m.453 99,087,3rtc 1747373.t7i 4.24% 3.843.895.3fl

44 Uasln Glshu 356,384,594 76,566.,231 76.566,237 0.19% 289,818,363

45 VlhlPa 2.O37.052.291 L.L51.t48.522 LsL,274.732 999.559.71O 2.47% 885.903.769

46 Wailr 2.3s7,L7L,36s 2.O39.742.167 t20.293.3?O t.7t9.44ts.,837 4.25,ts !117-429.19A

47 West Pokot L.7?5.54o..2@ 483,053,251 160.843_401 322.209.W o.wo L.241M.979
TOTAT a9,a94.624.75r 5,-,2a4,A30,t25 10.805.294.306 40.479.535.819 1(p.0096 s7,512.700.375
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Measures to address some of the challenges faced by County Governments

54. To ensure that the County Governments have a reliable and predictable own source revenue,
the National Treasury thlough a multi-agency team, developed the National Policy to Support
Enhancement of County Governments' Own Source Revenue (OSR) which is cumently being
implemented. The Policy is geared towards supporting the county govelnments to enhance their own
source revenue through adoption of more effective and efficient revenue management systems with
common standards for all the County Governments as well as ensuring that all Counties have
established appropriate instifutional amangement for collecting OSR. In addition, the Policy will
support Counties to develop principal laws to anchor their revenue measures in line with Article
210(l) of the Constitution. Some of the activities envisaged to be implemented under the Policy
include; review of the existing legal frarnework on OSR; sensitization of the Counties on the OSR
National Policy; development ofstandardized guidelines on organizational structure for OSR; support
to County Governments in development of Tariffs and Pricing Policy among others.

55. The National Treasury and Planning in partnership with UNICEF is in the process of revising
the Standard Chart of Accounts (SCOA). The exercise which commenced in July 2018, among other
objectives, is expected to: i) better address the financial reporting needs of County Governments
including facilitating the generation of sector specific reports; ii) improve support to programme-
based budgeting; iii) align accounting and reporting to 2014 Goverrunent Finance Statistics (GFS)
Manual; and, iv) prepare for a possible future migration from cash- to accrual-based accounting as
proposed by the Public Sector Accounting Standards Board (PSASB). This exercise is expected to be
completed by Decernber 2019.

56. One of the rnandates of the National Treasury as indicated in the PFM Act, 2012, is to assist
county govemments to develop their capacity for efficient, effective and transparent financial
management. To this end, in the FY 2018/19, the National Treasury, trained the County
Governments' staff specifically the County Executive Committee Members of Finance, Chief
Officers of Finance and other senior officers of the County Treasuries on various areas of PFM. In
order to ensure that the capacity building initiatives are more focused to the specific needs of ttre
County Governments, the National Treasury will undertake a training needs assessment of the County
Governments on PFM to infonn future capacity building strategies.
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III. RECENT ECONOMIC DEVELOPMENTS AND OUTLOOK

A. Overview

58. Global economic growth is expected to slow down to 3.2 percent in 2019 down frorn 3.6
percent in 2018 and projected to increase to 3.5 percent in2020. The sluggish growth reflects the
continued global trade sanctions on certain imports between the United States and China, subdued
investment and demand for consumer durables in ernerging markets and developing economies, rising
energy prices and the continued Brexit-related uncertainties. Growth in the Sub-Saharan African
region is expected to remain relatively robust, expanding by 3.4 percent in 2019 and 3.6 percent in
2020 from 3.1 percent in 2018.

59. On the domestic scene, despite the challenging global environment, Kenya's economy has

remained strong and resilient. The economy expanded by 6.3 percent in 2018 up from the 4.9 percent
registered in 2017. The growth momentum continued in the first half of 2019, with the economy
expanding by an average of 5.6 percent. The latest economic indicators in the third quarter of 2019
point to continued economic recovery that will culminate to an overall projected growth of about 5.9
percent in the FY 2019120. Economic growth is further projected to rise to 6.2 percent in the FY
2020121and 7.0 percent in the medium tenn.

60. This growth outlook for 2019 and the medium term, will be supported by the stable
macroeconomic environment, investments in the strategic areas under the "Big Four" agenda, the
ongoing public investments in infrastructure projects, existing business and consumer confidence,
growth in tourism, resilient exports and the associated benefits from regional economic integration in
the sub region. These factors will push up consumer demand and increase both public and private
sector investment reinforcing the projected growth.

B. Recent Economic Developments

Real S ector Developments

61. The economy remains resilient and recorded a fairly stable growth of an average of 5.6 percent
in the first half of 2019 compared to an average growth of 6.5 percent in the corresponding half of
2018. The growth was mostly supported by growth in the service sector industries such as information
and communication, transportation, construction, accommodation and food services, financial and
insurance activities.

62. The first half of 2019, was characterized by slowdown in agricultural activities following
delay in the onset of long rains, leading to reduced production of key food crops and livestock
products such as coffee, sugarcane, carrots, potatoes, rnaize, cabbages and milk. Agricultural sector
grew by an average of 4.7 percent in the first half of 2019 down from an average growth of 7.0 percent
over the same period in 2018 (Chart 2). Nevertheless, growth in tea and horticultural production
augmented the sector's performance.

63. The contribution of agricultural sector to the overall GDP growth was at 1.2 percentage points
in the first half of 2019, a decline frorn 1.8 percentage points in the same half of 2018 (Table 11).
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Chart 2: Economic Growth Percent

Source of Data: Kenya National Bureau of Statistics

64. The non-agricultural sector (service and industry) remained resilient and grew by an average
of 6.0 percent in the first half of 2019, down from 6.5 percent in the same half of 2018. The services
and industry sector contributed 3.9 percentage points to real GDP growth in the first half of 2019
mainly supported by strong performance in the services sector.

Table 11: Sectoral GDP Performance

Source of Data: Kenya National Bureau of Statistics
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65. The performance of the industry sector declined to an average of 4.8 percent in the first half
of 2019 compared to an average growth of 5.3 percent in the same half in 2018, and accounted for
0.9 percentage points to real GDP growth in the first half of 2019. This was occasioned by the
slowdown in the agricultural sector, which curtailed agro-processing and consequently led to a

slowdown in manut'acturing activities during the review period. The construction sector remained
vibrant mainly supported by the second phase of the Standard Gauge Railway (SGR) and other public
infrastructural developments especially road construction. Electricity and Water supply growth was

driven by increased consumption of hydro and wind electricity, which are cheaper to produce relative
to non-renewable sources.

66. Services sector expanded by an average of 6.3 percent in the first half of 2019 compared to
an average growth of 6.7 percent in the same half in 2018. Average growth of activities in information
and communication (11.1 percent), accommodation and food service activities (10.4 percent),
financial and insurance (5.9 percent), transport and storage (7.0 percent), wholesale and retail trade
(5.7 percent), and real estate (4.8 percent) remained vibrant supporting the growth in the services
sector.

67 . Services sector contributed 3.0 percentage points to real GDP growth in the first half of 2019
largely supported by wholesale and retail trade (0.4 percentage points), Information and

Communication (0.4 percentage points) and Transport and storage (0.5 percentage points).

Inflation Rate

68. Year-on-year overall inflation remained within the Government target range at 3.8 percent in
September 2019 from 5.7 percent in September 2018. The inflation rate for September 2019 was
lower than the 5.0 percent rate recorded in August 2019 reflecting lower prices of food crops due to
improved supply (Chart 3a).

Chart 3a:

Source of Data: Kenya National Bareau of Statistics

69. Core inflation (Non-Food-Non-Fuel) remained below 5.0 percent in the period under review
reflecting subdued demand pressures in the economy, spill over effects of the excise tax indexation
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in July and recent increase in fuel prices. Fuel inflation declined from 17.4 percent in September 2018
to 1.3 percent in September 2019 on account of declining energy prices.

70. The delay in the onset of rains resulted in lower agricultural activities and raised food inflation
from March 2019. However, food inflation declined from 7.9 percent in July 2019 to 5.9 percent in
September 2019 reflecting declining prices of key food items due to favourable weather conditions
(Chart 3b).

Chart 3b: Fuel and Food Inflation Rate

Source of Data: Kenya National Bareau of Statistics

71. The contribution of core inflation to overall inflation has been low and stable reflecting muted
demand pressures in the economy on account of prudent monetary policies. The major driver of
overall inflation from September 2018 to March 2019 was fuel inflation. However, beginning March
2019 food inflation has been the major driver of inflation (Chart 3c).

Chart 3c: Contributions to Inflation

Source of Data: Kenya National Bureaa of Statistics
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72. Kenya's rate of inflation compares favourably with the rest of Sub-Saharan African countries
and its peers such as Nigeria and Ghana whose inflation rates were ll.0 percent and 7.8 percent,

respectively in August2019 (Chart 3d).

Chart 3d: Inflation Rates in selected African Countries

Source of Data: National Central Banks

Kenya Shilling Exchange Rate

73. The Kenya Shilling has been relatively stable supported by continued narrowing of the current
account deficit and adequate foreign reserve buffer. The Shilling appreciated against the Euro and the
Sterling Pound exchanging at an average of Ksh 114.4 and Ksh 128.2 in Septernber,2019 from Ksh
117.7 and Ksh 131.7 in September 2018, respectively. However, against the US Dollar, the Shilling
weakened exchanging at an average of Ksh 103.3 in September,2019 compared to Ksh 100.8 in
September 2018. The depreciation of the Shilling is attributed to increased demand for irnport and
excess liquidity in the money market (Chart 4a).

Chart 4a: Rate

Source of Data: Central Bank olKenya.
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74. The Kenyan Shilling exchange rate has continued to display relatively less volatility,
compared to most Sub-Saharan African currencies (Chart 4b). This stability reflects strong inflows
from tea and horticulture exports, sturdy diaspora remittances and tourism receipts.

Chart 4b: Performance of Selected Currencies against the US Dollar (September 2018 to
201
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fnturest Rates

75. Short-term interest rates have remained fairly low and stable. The Monetary Policy Committee
in September 2019 retained the Central Bank Rate at 9.0 percent. The interbank rate remained
relatively low at 6.6 percent in September 2019 from 4.3 percent in September 2018 due to ample
liquidity in the money market (Chart 5a). The 91-day Treasury Bill rate declined to 6.4 percent in
September 2019 from 7.6 percent over the same period in September 2018.

Chart 5a: Short Term Interest Rates
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76. The improved liquidity in the money market has resulted in stable commercial bank rates. The
average Iending rate declined frorn 13.2 percent in June 2018 to 12.5 percent in June 2019 which is
lower than 0.85 percent decline in the average deposit rate. This led to an increase in the average
interest rates spread by 0.1 percent over the review period (Chart 5b).

Chart 5b: Commercial Bank Rates

Source of Data: Central Bank of Kenya

Money Supply

77. Broad money supply, M3, slowed down to a growth of 7.0 percent in the year to July 2019
compared to a growth of 10.1 percent in the year to July 2018. The slowdown in growth of M3 in the
year to July 2019 was due to the decline in both net foreign assets (I.IFA) and net domestic assets
(NDA). The dampening growth in NDA was largely reflected in the decreased growth of net domestic
credit to other public sector. Despite the slowdown, growth in M3 was supported by an improvement
in the growth of the rate of demand deposits despite a decline in the foreign currency deposits, time
and savings deposits and currency outside banks.

Private Sector Credit

78. Annual credit to the private sector grew by 6.3 percent in the year to August 2019, compared
to a growth of 6.1 percent in the year to July 2019. In particular, it was observed that credit to
consumer durables, manufacturing, trade, private household, and finance and insurance sectors
experienced strong growth of 23.0 percent, 7.5 percent, 8.4 percent, 8.6 percen! and 6.3 percent,
respectively. This offset the substantial loan repayrnents recorded in the building and construction
and mining and quarrying sectors in the year to August 2019. Private sector credit growth is expected
to strengthen in 2019 relative to 2018, due to the innovative new credit products, anticipated higher
economic activities and easing credit risk.

External S ector D evelopments

79. The overall balance of payments position recorded a deficit of US$ 524.6 million (0.5 percent
of GDP) in the year to June 2019 from a deficit of US$ 483.4 million (0.9 percent of GDP) in the
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year to June 2018 (Chart 6). The increase in deficit was occasioned by a deterioration in the financial
account that more than offset the improvements in the current and capital account.

80. Flows in the frnancial account also declined to US$ 6,674.3 million in June 2019 compared
with US$ 5,037.7 million in June 2018. The financial inflows were mainly in the form of other
investments, direct investments and portfolio investments which stood at US$ 4,196.6 million, US$
1,558.9 million and US$ 910.2 million, respectively in June 2019. Other investment inflows mainly
include foreign financing for Government infrasfructure projects. Conversely, the capital account
improved by US$ 32.0 million to US$ 256.8 million in the year to June 2019, reflecting an increase
in project grants (Table 12).

Chart 6: Balance of of GD

Source of Data: Central Bank of Kenya

81. The cument account deficit narrowed by 20.7 percent to a deficit of US$ 3,788.2 million in
the year to June 2019 compared to a deficit of US$ 4,777 .5 million in the year to June 201 8. This
reflects resilient performance of exports particularly horticulture and manufactured goods, strong
diaspora remittances, higher receipt from tourism and transport services and lower imports of food
and SGR-related equipment. As a percentage of GDP, the current account deficit narrowed down to
3.9 percent in June 2019, from 5.4 percent in June 2018.

82. The deficit in the merchandise account improved by US$ 353.9 million to US$ 10,109.5
million in the year to June 2019 reflecting a decline in merchandise imports. Net services recorded
an improvement of 25.5 percent in the year to June 2019 mainly on account of higher receipts from
transport and favels.
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Source of Data: Central Bank of Kenya

Foreign Exchange Reserves

83. The CBK foreign exchange reserves continue to provide an adequate buffer against short-term

shocks in the foreign exchange market. By end June 2019, the official reserves stood at US$ 9,656

million (6.0 months of import cover), while comrnercial banks holdings were at US$ 3,531 million
in June 2019 up from US$ 3,145 rnillion in June 2018 (Chart 7).

Chart 7: Oflicial Fo Reserves Million

Source of Data: Central Bank of Kenya
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C apital Markets Developments

84. Activity in the capital market slowed down with equity share prices declining as shown by
the NSE 20 Share Index, which stood 2,432 points by end September , 2019 compared to 3,245 points
by end September, 2018. The depressed share prices resulted in lower market capitalization of Ksh
2,190.0 billion from Ksh 2,546.0 billion over the same period in 2018 (Chart 8).

Chart 8: Performance of the NSE
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C. Medium Term Economic Outlook

Global Growth Outlook

85. Owing to weaker trade and investment at the start of the year, global economic growth is
expected to slow down to3.2 percent in 2019 down from 3.6 percent in 2018 and projected to increase
to 3.5 percent in2020. The sluggish growth reflects the continued global trade sanctions between the
United States and China, subdued investment and demand for consumer durables in emerging markets
and developing economies, rising energy prices and the continued Brexit-related uncertainties.

86. Growth in the advanced economies is projected at 1.9 percent in20l9 and down to 1.7 percent
in 2020. This reflects weaker prospects in the United States as its fiscal stimulus fades and the
forthcorning increase in the consumption tax rate in Japan. Growth in the Euro area is expected to
rise from 1.3 percent in2019 to 1.6 percent in2020 as external demand recovers and temporary
factors unwind.

87 . The emerging markets and developing economies expect a slug in their growth in20l9 of 4.1
percent down from 4.5 percent in 2018. Better prospects are however expected in 2020 with growth
forecasted at 4.7 percent; this improved growth is well echoed in the forecasted growths of Latin
America, Middle East, North Africa and Pakistan.

88. Growth in the Sub-Saharan African region is expected to remain relatively robust with the
economy expanding by 3.4 percent in 2019 and projected to glow by 3.6 percent in 2020 from 3.1
percent in 2018.
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Domestic Growth O utlook

89. On the domestic scene, despite the challenging global environment Kenya's economy has

remained strong and resilient. The economy expanded by 6.3 percent in 2018 up frorn the 4.9 percent

registered in 2017. The growth momentum continued in the first half of 2019, with the economy
expanding by an average of 5.6 percent. The latest economic indicators in the third quarter of 2019

point to continued economic recovery that will culminate to an overall projected growth of about 5.9

percent in the FY 2019120. Economic growth is further projected to rise to 6.2 percent in the FY
2020121and 7.0 percent in the medium term.

90. The growth outlook for the FY 2019120 and the medium tenn, will be supported by the stable

macroeconomic environment, investments in the strategic areas under the "Big Fouf' Plan and

existing business and consumer confidence in the economy. Further, the ongoing public investtnents
in infrastructure projects, growth in tourism, resilient exports and the associated benefits from
regional economic integration in the sub region will reinforce the projected growth. The economic
growth projections over the medium term are aligned to those of the Third Medium Term Plan (2018-

2022) which is implementing Vision 2030 (Table 13 and Annex Table 1).

Table 13: Macroeconomic I in Fiscal Years
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Monetary Policy Outlook

91. Year-on-year overall inflation has remained relatively stable and within the target range in the
foregoing months of 2019. Food inflation has been declining in recent rnonths reflecting improved
food production. Core inflation has remained below 5.0 percent due to the fading demand pressures
on account of the economy operating at close to its potential. Overall inflation is expected to remain
within the target range in the medium terrn largely due to expectations of lower food prices following
expected improved weather conditions, lower electricity prices with the reduced reliance on
expensive power sources and stable exchange rates supported by adequate foreign exchange reserves.
The indexation of excise tax will have a moderate impact on inflation. The recent increase in
international oil prices is expected to exert moderate upward pressure on fuel prices, but with limited
pass-through effects on inflation.

92. The rnain risks to inflation include erratic weather that affects agricultural production and
related prices, possible effects of the recent increases in fuel prices, increased external uncertainties
and the ongoing dernonetization.

93. The Central Bank of Kenya will continue to monitor developrnents in the money and foreign
exchange market and take appropriate measures in the event of adverse shocks.

Exte rnal S ecto r O utlo o k

94. The Kenya Shilling is expected to be stable in2019 on account of a narrower current account
deficit and resilient foreign exchange inflows. The current account deficit is expected to narrow to
4.5 percent of GDP in20l9 from 5.0 percent of GDP in 2018 largely due to strong growth in diaspora
remittances, resilient performance of exports particularly horticulture, higher receipts from tourism
and transpoft seruices and slower growth in imports of food and SGR-related equiprnent.

95. The main risks to the foreign exchange market in 2019 relate to continued uncertainties in the
global financial markets with regard to the pace of normalization of monetary policy in advanced
economies especially in the U.S. and the Brexit outcome. Nevertheless, the official foreign exchange
reserves, currently at around 6 months of import cover, will continue to provide an adequate buffer
against shoft term shocks in the foreign exchange market.

Fiscal Policy Outlook

96. The revenue projections over the mediurn term takes into account the consistent decline in the
share of revenue to GDP in the last five years. As such, the Government will take a cautious and
realistic revenue projections for FY 2020121 and the mediurn term to manage expectations and
improve budget credibility. Fiscal policy over the medium-term aims at enhancing revenue
mobilisation and further strengthening fiscal conSolidation so as to reduce budget deficit and
strengthen debt sustainability while supporting economic growth. The fiscal consolidation will
benefit frorn the revenue mobilization being undeftaken by the Kenya Revenue Authority, the revenue
policy measures in the budget and complemented by expenditure rationalization to reduce non-core
expenditure items from the budget.

D. Risks to the Domestic Economic Outlook

97. This macroeconomic outlook is not without risks from both external and domestic sources.

Risks from the global economies relate to increased volatility in the global financial markets due to
tensions between the U.S. and China, the slower growth of the Chinese economy, uncertainties over
the nature and timing of Brexit and the pace of normalization of monetary policy in the advanced
economies. Fufther, the uncertainty of trade agreements such as between the United Kingdom and
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the European Union, the free trade area encompassing Canada, Mexico, and the United States as well
as uneven and sluggish growth in advanced and emerging market economies could hamper the
forecasted growth. The low commodity prices and the risk of energy prices taking an upward trend
if the rising geopolitical tensions are not subdued could impact on our exports.

98. Domestically, the economy will continue to be exposed to risks arising from public
expenditure pressures, particularly wage related recurrent expenditures and the erratic weather related
shocks that could have negative impact on energy generation and agricultural output leading to higher
inflation that could slow down growth.

99. The Government is continually monitoring these risks and taking appropriate monetary and

fiscal policy measures to preserve macroeconomic stability and strengthen resilience in the economy.
To cushion the country against the downsides of the risks emanating from the global sphere, the

Government is deepening reforms in the financial sector to ensure a stable and strong financial system
in Kenya. The Government is also undertaking appropriate measures to safeguard macroeconomic
stability through prudent fiscal and monetary policies. In particular, the Government has continued
to accumulate foreign exchange reserves to deal with any external shocks. Additionally, the

diversified nature of our economy continues to offer resilience to any global challenges.

100. On risks emanating from domestic sources, the Govemment has laid foundations to enhance
faster and lasting growth through the "Big Four" Plan, which will unlock better growth, and positively
impact on the lives of people through jobs creation and poverty reduction. As such, the Govemment
is expanding irrigation schemes to reduce dependence on rain-fed agriculture, diversifying exports
and promoting value addition in agriculture. Further, the Government is accelerating infrastructure
development to support manufacturing and expand intra.regional trade by deliberately targeting new
markets for our products. Finally, the ongoing enhanced domestic resource mobilization and
expenditure rationalization will significantly reduce wage related pressures and reduce debt
accumulation thus creating fiscal space necessary for economic sustainability.
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IV. RESOURCE ALLOCATION FRAMEWORK

A. Adjustments to the FY 2019120 Budget

101. The Medium Term Fiscal Framework (MTFF) for the FY 2019120 emphasizes on efficiency
and effectiveness of public spending and improving revenue collection to ensure the debt position
remains sustainable while at the same time supporting rapid and inclusive economic growth and

continued f,iscal discipline.

102. The underperformance in both revenue collection and expenditure in the FY 2018/19 has

implications on the financial objectives outlined in the 2019 BPS and the 2019120 Budget. In
particular, the baseline for projecting both the revenue and expenditures for the FY 2019120 and the
medium term has changed given the outcome of FY 20l8l19 and the first two months of FY 2019120.

103. In light of these challenges, the revenue projections for FY 2019120 have been revised taking
into account a lower projection base (on account of the Ksh 123.5 billion shortfall in FY 2018119),

revenue performance by end August 2019 and the amendments to the Finance Bill, 2019.

104. Expenditure projections for FY 2019120 have been revised to accommodate the weak revenue
performance through trade-offs and reallocations of the existing budgetary provisions and additional
expendihrre on productive areas of spending across the Government.

105. Revenues for the FY 2019120 are therefore, projected at Ksh 2,090.5 billion or20.2 percent
of GDP with ordinary revenues at Ksh 1,851.8 billion or 17.9 percentof GDP. On the other hand,
expenditures are projected at Ksh 2,835.7 billion or 27.4 percent of GDP with recurrent expenditures
projected at Ksh 1,744.9 billion (16.9 percent of GDP) while developrnent expenditures are projected
at Ksh 707 .4 billion (6.8 percent of GDP). Transfer to the County Governments is projected at Ksh
378.4 billion (3.7 percent of GDP).

106. Fiscal deficit is therefore projected at Ksh 640.2 billion (equivalent to 6.2 percent of GDP).
The fiscal deficit in FY 2019/20 will be financed by net external financing of Ksh 331.3 billion (3.2
percent of GDP), Ksh 305.7 billion (3.0 percent of GDP) as net domestic borrowing and other net
domestic receipts of Ksh 3.2 billion.

B. Medium Term Fiscal Projections

107. The Medium-Term Fiscal Policy aims at supporting rapid and inclusive economic growth,
continue the fiscal consolidation programme that creates fiscal space for the irnplementation of the

"Big Four" Plan. In this regard, and driven by continued reforms in revenue administration and

revenue enhancement measures, revenue collection is projected at 18.4 percent of GDP by FY
2022123 (Annex Tables 2 and 3). Overall expenditures are projected to decline frorn27.4 percent of
GDP in FY 2019120 to 22.1 percent of GDP in FY 2022/23. Of this, recurrent expendihtres are

expected to decline from 16.9 percent of GDP in FY 2019120 to 15.0 percent of GDP in the medium
term while development and net lending expenditure is projected at 4.9 percent of GDP by FY
2022123.

108. Given the expenditure and revenue enhancement measures the Government has put in place,
fiscal deficit inclusive of grants is projected to reduce ftom 6.2 percent of GDP in FY 2019/20 to 4.0
percent of GDP in the FY 2022123 and further to3.4 percent of GDP in the FY 2023124. The lower
deficit reflects the enhanced revenue collection and prudent public spending. Particular emphasis will
be placed on:

Increasing efficiency, effectiveness and accountability of public spending;

Containing the growth of recurrent expenditure in favour of capital investment; andll
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iii. Ensuring capital expenditures are thoroughly scrutinized and aligned with "the Big
Four" Plan, the Third MTP and strategic policy interventions by the Government.

C. FY 2020121Budget Framework

109. The FY 2020121budget framework builds up on the fiscal consolidation agenda, which the

Government has been implementing to contain growth of expenditure and raise revenues. Some of
the policy measures that the Government has been implementing include adoption of the zero-based

budgeting process, adoption of the "no new projects" policy, a review of portfolio of externally

funded projects to restructure and re-align them with the "Big Four" Plan and reducing spending on
programmes, which are not of high priority. As a result, the overall fiscal deficit is expected to decline

from 6.2 percent of GDP in FY 2Ol9l2O to 5.3 percent of GDP in FY 2020121. Further, with the fiscal

consolidation strategy, MDAs are required to adopt the culture of doing more with less that is
available with a view to promote sustainability and optimality. This will boost our debt sustainability

position and give flexibility for counter cyclical fiscal policy interventions when appropriate.

I10. In the FY 2}20l2l revenue collection including Appropriation-in-Aid (A-i-A) is projected to
increase to Ksh 2,135.5 billion (18.5 percent of GDP) up from Ksh 2,090.5 billion (20.2 percent of
GDP) in the FY 2019120. Of this, ordinary revenues is projected at Ksh 1,883.7 billion (16.3 percent

of GDP) in FY 2O2Ol2L This revenue performance will be underpinned by on-going reforms in tax

policy and revenue administration.

I I 1. On the other hand, the overall expenditure and net lending for FY 2020121 are projected at

Ksh 2,790.6 billion (24.1 percent of GDP) up from Ksh 2,835.7 billion (27 .4 percent of GDP) in the

FY 2019120. These expenditures comprise among others, recurrent of Ksh 1,823.0 billion (15.8

percent of GDP) and development of Ksh 587.5 billion (5.1 percent of GDP). Inclusive of conditional

iransfers Ministerial recurrent expenditures amount to Ksh 1,053.8 billion, while ministerial

development expenditures amounts to Ksh 636.0 billion (inclusive of Equalization and Contingencies

tund).

ll2. Including grants, the overall fiscal deficit is projected at Ksh 614.1 billion (5.3 percent of
GDP) in FY 2O2Ol2l against the estimated overall fiscal balance of Ksh 640.2 billion (6.2 percent of
GDP) in FY 2019120.

I 13. The fiscal deficit in FY 2020/21will be financed by net external financing of Ksh 240.8 billion
(2.1 percent of GDP), net domestic financing of Ksh 370.1 billion(3.2 percent of GDP) and other net

domestic receipts of Ksh 3.2 billion.

D. Public Participation and Involvement of Stakeholders

ll4. As required by the Public Finance Management (PFM) Act,2012 this Budget Review and

Outlook Paper was shared with various stakeholders and the public for comments before its

finalization. We have provided a summary of the comments received and the actions taken in a matrix

form as Annex Table 8.
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E. Medium-Term Expenditure Framework

115. The Government will continue with its policy of expenditure prioritization with a view to
achieving the transformative development agenda which is anchored on provision of core services,
ensuring equity and minimizing costs through the elirnination of duplication and inefficiencies,
implementation of the constitution, creation of employment opportunities and improving the general
welfare of the people. Realization of these objectives will have implications in the budget ceilings to
be provided in this Budget Review and Outlook Paper. The following criteria will serve as a guide
for allocating resources:

(i) Linkage of Programmes to the'Big Four' Plan either as drivers or enablers;

(ii) Linkage of the programme with the objectives of Third Mediurn-Term Plan of Vision
2030;

(iii) Degree to which a prograrnme addresses job creation and poverty reduction;

(iv) Degree to which the programme is addressing the core mandate of the MDAs;

(v) Expected outputs and outcomes from a programme; and

(vi) Cost effectiveness and sustainability of the programme.

I16. In FY 2018/19, the Government initiated the irnplementation of the "Big Four" Agenda and
allocated resolrrces to irnplement the programmes both for drivers and enablers. Going forward,
resources will be prioritized towards the achievement of the following "Big Four" interventions;

(i) Enhancing Food and Nutrition Security to all Kenyans by 2022 - Under this cluster, the
objective is to ensure all citizens enjoy food security and improved nutrition by 2022;

(ii) Providing Universal Health Coverage and Guaranteeing Quality and Affordable Healthcare
to all Kenyans - under this cluster, the relevant MDAs will be implementing identified
interventions with the objective of expanding Universal Health Coverage;

(iii) Providing Affordable and Decent Housing for all Kenyans by constructing at least five
hundred thousand affordable houses to improve the living conditions of Kenyans.; and

(iv) Supporting value addition and raising the manufacturing sector share of GDP - under this
cluster, the objective is to increase the share of manufacturing sector to GDP to 15 percent
by 2022.

117. Reflecting on the above, we have developed the Medium-Term Expenditure Framework as

provided in Table 14 and Annex Tables 4 and 5.
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Table 14: Medium Term Sector FY 2020121 - FY 2022123 Million

Source: The National Treasury
The sector ceilings in this table reflect expenditure allocations to functions under tlte Notional
Government
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V. CO}{CLUSIONI,AND NEXT STEPS

l18. The FY 2020121 and the medium term budget is being prepared against the bac:kdrop of a
slowdown in the growth of the global economy. The Government will continue to sustlin fiscal
consolidation efforts while concentrating resources to tlte implenrentation of the "Big Four" Plan.
Deliberate steps will be undertaken to nanow the budget deficit and stabilize public dobt, prioritize
development expenditures while protecting social spending and investments. Changes to the ceilings
for the outer years in the budget will be adjusted to align to the resource needs of The "Big Four"
projects and any unforeseen macroeconomic shifts in the economy.

119, Expenditures in the FY 2020121 will be scrutinized carefully to ensure quality and alignment
with the Third Medium Targets. ln addition, the Government will continue to implement public sector
and governance reforms in the areas of administration ofjustice and law and order as to improve the
ease of doing business and to sustain a favourable business environment that will promote investment,
growth, and employment creation.

120. The Government will pursue prudent fiscal and monetary policies airned at supporting rapid
and inclusive economic growth, devolution, reducing fiscal deficit and ensuring sustainable debt
position. More measures will be instituted in tax policy reforms to irnprove revenue administration
and contain the growth of total expenditure. This will involve shifting the composition of expenditure
from recurrent to capital expenditure, and eliminating unproductive expenditures. The fiscal policy
will also target to rationalize and direct resource allocation to projects with high economic inrpact.
The resource envelope and ceilings for each Sector provided in this Budget Review and Outlook
Paper will forrn inputs into the next Budget Policy Statement, which will be finalized by mid-February
2020.
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Annex Table l: Macroeconomic Indicators for the FY 2020121- 2023124 Period
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Annex Table 2: Government ations for the FY 2020121-2023124P Ksh Billion
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Annex Table 3: Government O tions for the FY 2020121 '2023124 Period of
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Annex Table 5: Recurrent Sector Ceilings for the W 2020121-202A?3 MTEF Period (Ksh M)
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Annex Table 6: Calendar for the BY 2020121Medium-Term
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Annex Table 7: County Governments' Fiscal Performance (July 2018 to March 2019)
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