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Foreword

The 2021 Budget Policy Statement (BPS) is prepared against a background of a
contracting global economy occasioned by the outbreak and the rapid spread of the
Covid-l9 Pandemic. The Pandemic and the ensuing containment measures have
devastated global economies disrupting businesses and livelihoods. As a result,
global economy is estimated to have contracted by 3.5 percent h 2020 from a
gro'urth of 2.8 percent in20l9. Global growth is projected to pick up to 5.5 percent
in202l reflecting expectations of a vaicine-powered strengthening of activity and
additional policy support in a few large economies.

On the domcstic scene, Kenya has not been spared of the negative impact of the
Pandemic. The Pandemic and the resultant containment measures have adversely
affected businesses and economic activities. Nonetheless, there has been an
improvement in economic activity in the third and fourth quarters of 2020, albeit
at a slorv pace, following reopening of the econorny. The recovery in economic
activities resulted to a contraction of 1.1 percent in the third quarter of 2020, which
is an improvement, compared with the contraction of 5.5 percent registered in the
second quarter of 2020. The economy is therefore estimated to grow by 0.6 percent
in2020 and projected to bo,mce back to above 6.0 percent over the medium term.
This economic recovery u,iil be supported by the stable macroeconomic
environment, turn around in trade as economies rccover from Covid-l9 Pandemic
and expected favourable weather that will support agricultural output.

To further reinforce this growth outlook, the policy measures outlined inthe 2021
Budget Policy Statement aim at stimulating economic recovery. Building on the
gains made under the Ecolomic Stimulus Programme, the Government will roll
otrt the Post Covid-19 Economic Recovery Strategy (ERS) to mitigate the adverse
impacts of the Pandemic on the economy and further re-position the economy on
a steady and sustainable growth trajectory. The policies in this document have also
been anchored on the Medium-Term Plan III of the Vision 2030 as prioritized in
the "Big Four" Agenda. The focus of the policies is to provide an enabling
environment for a resilient and sustainable economic recovery to continue
safeguarding livelihoods, jobs, businesses and industrial recovery. In this respect,
the Government will strengthen implementation of prograrnmes and measures that
ensure a more inclusive growth, foster macroeconomic stability and avail liquidity
to the private sector including initiating innovative products to boost credit to
Micro, Small and Medium Enterprises (MSMEs).

As we frnalize preparation of the budget for the FY 2021122, we are cognizant of
the prevailing unfavorable economic conditions which have adversely affected
revenue performance. At the same time, additional expenditure requests for FY
2020121 budget arc at unprecedented levels which necessitated alignment of
expenditures to the available fiscal space. We have also had to critically review our
existing programmes and policies to ensure that they are not only consistent with
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our development agenda but also informed by emerging realities brought about by
the emergence of Covid-l9 Pandemic.

Towards this end, detailed budgets of all Government Ministries, Departments and
Agencies (MDAs) have been scrutinized to curtail growth of recurrent budgets,
especially for budget items under the category referred to as use of goods and
services; to ensure completion of ongoing projects with particular emphasis placed
on projects nearing completion to ensure that citizens benefit from such public
investrnents. Further, resorrce allocation is aligned to prioritized programmes in
the MTP III. In particular, the budget framework has focused on the "Big Four"
Agenda, Post Covid-l9 Economic Recovery Programme and t}e strategic policy
initiatives of the Government to accelerate grorvth, ernployment creation and
poverty reduction.

Going forward, we expect revenue collection in the FY 2021122 to spring back
buoyed by the improving economic environment, tax policy and revenue
administration measures that u,e have put in place. The enhanced revenue will
enable implementation of the "Big Four" Agenda, initiatives under the Economic
Siimulus Programme as well as the Post Covid-l9 Economic Recovery Strategy.
Together with expenditure rationalization measures that we have instituted, we
expect the funding pressures to ease and create fiscal space for priority programmes
in the FY202ll22 and the Medium Term Budget.

The policy intentions outlined in this BPS have benefited from wide consultations.
I would like to thank H.E. The President and H.E. The Deputy President for their
guidance while developing this doctrment. Much appreciation to my Cabinet
colleagues, staff of the National Treasury and Planning, Stakehol<iers and the
general public for their valuable contributions.

UKT]R YATANT, EGH
SECRETARY/ NATIONAL TREASURY & PLANNING
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About the Budget Policy Statement

The Budget Policy Statement (BPS) is a Government policy document that sets out
the broad strategic priorities and policy goals to guide the National Government
and the County Governments in preparing their budgets for the subsequent
financial year and over the medium term.

In the documeirt, adherence to the fiscal responsibility principles demonstrates
prudent and transparent management of public resources in line 'with the
Constitution and the Public Finance Management (PFIv{) Act,2012.

Section 25 of the PFM Act, 2012, provides that the National Treasury shall prepare
and submit to the Cabinet the BPS for approval. Subsequently, the approved BPS
is submitted to the Parliament, by the 15ft of February each year. Parliament shall,
not later than 14 days after the BPS is submitted, table and discuss a report
containing its recommendations and pass a resolution to adopt it with or without
amendments. The Cabinet Secretary, the National Treasury and Plarrning shall take
into account resolutions passed by Parliament in finalizing the budget for the FY
2021/22.

The Budget Policy Statement contains

(a) an assessment of the current state of the economy including macroeconomic
forecasts;

(b) the financial outlook with respect to Government revenue, expenditures and
borrowing for the next financial year and over the medium term;

(c) t}re proposed expenditure ceilings for the National Government, including
those of Parliament and the Judiciary and indicative transfers to County
Governments;

(d) the fiscal responsibility principles and financial objectives over the medium-
term including lirnits on total annual deb! and

(e) Statement of Specitjc Fiscal fusks.

Preparation of the BPS is a consultative process that involves seeking and taking
into account the views of: The Commission on Revenue Allocation; County
Govemments; Controller of Budget; Parliarnentary Service Commission; Judicial
Service Commission; Ministries, Departments and Agencies; the public; and any
other interested persons or groups.
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RECENT ECONOMIC DEVELOPMENTS AND
MEDIUM.TERM OUTLOOK

1.1 Overview

i. In2020, the Kenyan economy was adversely affected by the outbreak of
Covid-l9 Pandemic and the swift containment measures, which disrupted
economic activities. As a resuit, our economy contracted by 5.5 percent in the

second quarter of 2020 from a groMh of 5.2 percent in the first quarter in2020.
Nonetheless, the economy has demonstrated signs of recovery in thc third quarter
of 2020 contracting by only 1.1 percent following the reoperring of the economy.
Economic growth is therefore estimated to slow down to around 0.6 percent in
2020 from the earlier projection of 2.6 percent in the 2020 Budget Review and

Outlook Paper (BROP). The economic growth is projected to rebound from 3.8
percent in the FY 202Al2l to 6.1 percent over the medium term supported by the

recovery in the services sector.

2. The economy continues tc register macroeconomic stability with low and

stable interest rates and a competitive exchange rate that supports exports. Year-
on-year overall inflation remained within the Government target range of 5t2.5
percent in January 2021 at 5.7 percent from 5.8 percent in January 2020. The low
inflation was mainly supported by a reduction in food prices and muted demand
pressures. The reversal of tax measrues in January 2021 are expected to have

modest impact on overall inflation.

3. The foreign exchange market has largely remained stable but partly
affected by a significanr strengthening of the US Dollar in the global markets and
uncertainty with regard to the Covid-19 Pzurciemic. Despite this, the current account
deficit, in percent of GDP, is estimated to improve to 4.9 percent in2020 from 5.8
percent in 2019 and projected at 5.1 percent in 2021 mainly supported by an

improvement in the trade balance partly reflecting expected pickup in imports.

1.2 Recent Economic Developments and Outlook

Global and Regional Economic Developments

4. The outbreak and spread of the Covid-l9 Pandemic arrd the ensuing
containment measures devastated global economies. As a result, the global
economy is estimated to have contracted by 3.5 percent in2020 from a growth of
2.8 percent in20l9 (Table 1). This economic slowdown is worse than the growth
reported during the 2008 - 2009 global financial crisis.

5. Advanced economies are estimated to have contracted by 4.9 percent in
2020 from a growth of' 1.6 percent in20l9. Significant contraction of the economy
was in the United States (3.4 percent), Japan (5.i percent), Canada (5.5) and the

United Kingdom (10.0 percent). Growth in the Euro area is estimated to have

contracted by 7 .2 percent in 2020 from a growth of 1 .3 percent in 2019 .

6. The emerging markets and developing economies also contracted by 2.4
percent from a growth of 3.6 percent in 2019. All major economies contracted in

I

1 2021 Budget Policy Statement

SECBTT



$CNET
2020 except China which is estimated to have grown by 2.3 percent, a slowdown
from a growth of 6.0 percent in20l9.
Table 1: Global Economic G Percent

Source of Data: January 2021 WEO; ***Projections b1t the National Treasury

7 . The Sub-Saharan African region has not been spared by the negative impact
of the pandemic with the region estimateii to have contracted by 2.6 percent in
2020 from a growth of 3.2 percent in 2019. The largest impact of the crisis on
growth has been for to'.rrisrn-dependent economies, while commodity-exporting
countries have also been hit hard. Growth irr more diversified economies slowed
significantly, but in many cases was still positivein2020.

8. Growth in the East African Community (EAC) region is estimated to slow
down to 0.3 percent n 2020 compared to a growth of 6.0 percent in 2019. This
growth was supported by positive growths in Kenya, Tanzania and Rwanda.
Economic activities in Burundi and Uganda contractedin2020.

D omes tic E co no mic D ev elop me nts

9. Prior to the outbreak of Covid-19 pandemic, Kenya's economy was strong
and resilient despite the challenging global environment. The broad-based
economic growth for 2018 and 2019 averaged 5.9 percent outperforming the 5.5
percent for the previous 5 years (2013 b 2}ll and the average growth rate of 4.7
percent in the period 2008 to 2012 (Figure 1).

10. 1n2020, the Kenyan economy was adversely affected by the outbreak of
Covid-l9 Pandemic and the swift containment measures, which have not only
disrupted the normal lives and livelihoods, but also to a greater extent businesses
and economic activities. As a result, our economy is estimated to slow down to
around 0.6 percent in2020 from a growth of 5.4 percent in2019. Looking ahead,
the economy is projected to recover and grow by above 6.0 percent over the
medium term.

2021 Budget Policy Statement
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1: Trends in 's Economic Growth Percent

Source of Data: Kenya National Bureau of Statistics

1 1. Per capita income rose from Ksh 113,539 in 2013 to Ksh 204,783 in2019,
transiating to a compounded annuai grorvth rate of 1 1.5 percent. This enabled
generation of around 827,000 new jobs per year in the period 2013 - 2019 up from
656,500 new jobs per year in the period 2008 -2AD (Figure 2).

2: Trends in Income er and Jobs Created - 2$t

Source of Data: Kenya National Bureau of Statistics

Quarterly GDP growth of 2020

12. The economy grew by 5.2 percent in the first quarter of 2020 same as the
growth recor<ied in the first quarter of 2019 mainly supported by the agricultural
sector as a result of above average rainfall. However, the service sector was

hampered by the decline in economic activities in most of the country's major
trading partners due to the uncertainties associated rvith Covid-19 pandemic (Table
2').
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13. In the second quarter of 2020, the economy contracted by 5.5 percent from
a growth of 5.1 percent in the same quarter in 2019. The poor perforrnance in the
second quarter of 2020 was to a large extent negatively afflected by measures aimed
at containing the spread of Covid-l9 Pandemic. As a result, the performance of
most sectors ofthe economy contracted. However, the economy was supported by
improved performance of Agriculture, Forestry and Fishing activities, Health
Services and Mining and Quarrying activities.

14. The economy demonstrated signs of recovery in the third quarter of 202C
following reopening of the economy, but the pickup is weak. The economy
contracted by l.l percent in the third quarter of 2020, which is an improvement
compared to the contraction of 5.5 percent in the second quarter of 2020. However,
this was a slowdown compared to a growth of 5.8 percent in the third quarter of
2019.

Table 2: Sectoral ReaI GDP Growth Percent

Source of Data: Kenya National Bureau of Statistics

15. The agriculture sector recorded an improved growth of 6.3 percent in the
third quarter of 2020 compared to a growth of 5.0 percent in the corresponding
quarter of 2019. The sector's performance was supported by a notable increase in
tea production, exports of fruits and sugarcane production. The sector's
contribution to GDP growth was 1.1 percentage points in the third quarter of 2020
compared to 0.9 percentage points over the same period in 2019 (Figure 3).

16. The non-agriculture (service and industry) sectors were adversely affected
by the Covid-19 pandemic. As a result, the sectors contractedby 2.5 percent in the
third quarter of 2020 from a growth of 6.3 percent in a similar quarter in 2019.
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However, this was an improvement compared to the contraction of 8.4 percent rn
the second quarter of 2020 demonstrating economic recovery. The sector's
contribution to real GDP was -1.7 percentage points in the third quarter of 2020
compared to a contribution of 4.3 percentage points in the same quarter in20L9.

17. Services sub sector contracted by 4.7 percent in the third quarter of 2020
compared to a growth of 6.7 percent in the same quarter in2019. The decline was
largely characteized by substantial contractions in accornmodation and food
services (57.9 percent), education (41.9 percent), and wholesale and retail trade
(2.5 percent). However, the service sub sector was cushioned from a deeper slump
by positive growths in public administration (9.6 percent), health (5.6 percent), real
estate (5.3 percent) and transport and storage (2.9 percent). The services sub-sector
contibuted -2.5 percen'tage points to real GDP growth in the third quarter of 2020
compared to the 3.5 percentage points contribution in the same quarter of 2019.

3: Economic Performance Contribution to GD

Source of Data: Kenya National Bureau of Statistics

18. The industry sub sector grew by 4.2 percent in the third quarter of 2020, a
slowdown compared to a growth of 5.1 percent in the same quarter of 2019. This
was mainly due to a decline in activities in Electricity and Water supply and
Manufacturing sub-sectors. The industry sub sector was however suppofied by the
Construction sector which grew by 16.2 percent in the third quarter of 2020
compared to a groMh of 6.6 percent in the same quarter tn20l9. The industry sub

sector accounted for 0.8 percentage points of growth in the third quarter of 2020
compared to 0.9 percentage point contribution to GDP in20l9.

Inflation Rate

19. Year-on-year overall inflation rate remained low, stable and within the
Government target range of 5+l-2.5 percent since end 2017 demonstrating prudent
monetary policies. The inflation rate stood at 5.7 percent in January 2021 from 5.8
percent in January 2020. The low inflation was supported by a reduction in food
prices and muted demand pressures (Figure 4).
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4: Inflation Ra Percent

Source of Data: Kenya National Bureau of Stotistics

20. Core inflation (I.{on-Food-Non-Fuel.1 contribution to inflation remaine<i
low at 0.7 percentage points in Januar,'2021 from 0.5 percentage points in January
2020 reflecting muted demand pressures in the economy on account of prudent
monetary policies. However, the contribution cf fuel ffiation to overall year-on-
year inllation rose to 1.8 percentage points in January 2021 compared to 0.8
percentage points in January 2020 on account of increasing electricity prices

@igure 5).

21. The major driver of the overall inflation has been food inflation, but its
contribution to overall inflation declined from 4.3 percentage points in January
2020 to 3.0 percentage points in January 2021 on account of a reduction in food
prices particularly tomatoes and fortified maize flour.

5: Contribution to Overall Percen Points

Source of Data: Kenya National Bureau of Stotistics
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22. Kenya's rate of in{lation compares favourably with the rest of Sub-Saharan

Africa countries. In December 2020, Kenya recorded a lower inflation rate than
Burundi, Ghana, Nigeria, Zatrrbiaand Ethiopia (Figure 5).

re 6: Inflation Rates in selected African Countries ber

Source of Data: Various National Central Banks

Kenya Shilling Exchange Rate

23. The foreign exchange market has largely remained stable but was partly
af[ected by a significant strengthening of the US Dollar in the global markets and

uncertainty with regard to the Covid-l9 Pandemic. In this regard, the Kenya
Shilling to the dollar exchanged at Ksh 109.8 in January 202! compared to Ksh
101.1 in January 2020 (FigureT).

Exchan Rate

Source of Data: Central Bank of Kenya

24. Like most Sub-Saharan African currencies, the Kenya Shilling has

remained relatively stable weakening by only 8.6 percent against the US Dollar in
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the year to January 2021 (Figure 8). This stability in the Kenya Shilling was
supported by increased remittances and adequate foreign exchange reserves.

Figure 8: Performance of selected currencies against the US Dollar (January
2420 b Janu 2021

Source of Data: Various National Central Banks

Interest Rates

25. Short-term interest rates remained fairly lor.v and stable. The Central Bank
Rate was retained at 7.00 percent on January 27, 2021 same as in April 2020 to
signal lower lending rates in order to support credit access by borrowers especially
the Small and Medium Enterprises, distressed by Covid-l9 Pandemic. The
interbank rate remained iow at 5.2 percent in January 2021 ftom 4.4 percent in
January 2020 n line with the easing of the monetary policy and adequate liquidity
in the money market (Figure 9).

9: Short-Term Interest Percent

Source of Data: Central Bank of Kenya
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26. The 91-day Treasury Bills rate was at 6.9 percent in January 2021from7.2
percent in January 2020. Over the same period, the l&2-day Treasury Bills rate

declined to 7 .5 percent from 8.2 percent while the 364-day decreased to 8.5 percent

from 9.9 percent in January 2020.

Money and Credit

27. Growth in broad money supply, M3, improved to 13.2 petcent in the year

to December 2020 compared to a growth of 5.6 percent in the year to December

2019 (Tabte 3). The improved growth in M3 was attributed to an increase in the

Net Domestic Assets (NDA) particularly improvement in net credit flows to the
government and the private sector.

28. The primary source of growth in M3 in the year to December 2020 rvas the

Net Domestic Assets 0.{DA) of the banking system, which improved to register a

growth of 19.3 percent from a growth of 3.7 percent over a similar period in 2019.

This is largely due to an improvement in net credit flou's to both the Government

and the private sector.

29. Private scctor credit grevv by E.4 percent in the 12 months to December

2020 compared to a grorvth of 7.1 percent in the year to December 2019. This *as
supported by a recovery in demand with the improved economic activities
foltowing the easing of COVID-l9 containment measures, and accommodative

monetara policy. Strong ciedit growth was observed in the following sectors:

manufacturing (12.0 percent), transport and communications (13.6 percent),

agriculture (15.3 percent), real estate (8.7 percent) and consumer durables (18.1

percent). The operationalisation of the Credit Guarantee Scheme for the vulnerable

Micro Small and Medium sized Enterprises (MSMEs), will de-risk lending by

commercial banks, and is critical to increasing cre<iit to the private sector.

Table 3: S and C Ksh billion

Source of Data: Central Bank of Kenya

Change Percent Change

2018-2019 2019-2020 2018-2019
December

2019-2020
Decembcr

2018 20r9
December

2020

3.2

(r 3.8)

6.6

!-,

5.4

7.9

5.6

6.5

12.8

t7,7

I 1.3

24.9

l t.9
r0_9

t3.2

19.5

1.525.2

198.6

1.25_1.3

73.4

2.904.4

r.379.1

3,524.0

619.7

r.720.3

233.7

r.395.0

91.6

3.250.2

l.529.9

3,990.9

7,t0.7

47.7

(3 1.7)

77.8

1.7

148.4

100.7

186.2

37.8

195.1

35.1

141.8

t 8.3

345.9

150.8

466.9

121.0

L N.Iotrcy supply. Ml (1.1+I.2+1.3)

l.l crmcDcy outside baulis (M0)

1.3 Dcnmd deposits

t.3 Otlrcr dcposirs at cBK

I\'loucy supply. N,E (l=2.1)

2.1 Tiruc and savilgs deposits

3.1 Forcigo cucncy deposits

suppb', MJ (2+3.1)

1,477.5

230.-3

1,1 75.5

7r.7

2,756.0

1,278.4

3,337.8

581.9

(58. l )
(e4.8)

36.8

524.9

6t7.2

399.8

( 1.1)

218.5

t2.7

t2.7
(13.6)

3.7

7.3

9.7

(8.6)

7.1

(7.2)

(r 1.4)

t27.4

19.3

17.0

42.5

(r.2)

E.4

(10.2)57

7lJ. I
739.5

cs.4)
2,623.7

3.38 l. I
85E.2

100.9

2,422.0

804.5

833.3

(28.8)

2.719.6

3,628. I
94t.2
92.3

2,594.6

(908.5)

746.4

738.5

7.9

3.244.5

4,245.3

r.341.0

91.2

2.813.I
( l,000.8) (lsl

90.4

93.8

(3.5)

95.8

247.0

83.1

(8.7)

t72.6

l. Nct forcig[ assets ( 1.1+1,?)

l.l cenralBilt
1.2 Baddng lnstiruilolls

2. Nct doBcstic asscrs (2.1+?.2)

2.1 Dourestic credit (2. l.l+2. 1.2+2. 1.3)

l.l.l Govcrullcot(nco

2.1.2 Othcr public sector

2.1.3 Private sctor

Othcr ascts ucl
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30. Net Foreign Assets (NFA) of the banking system in the year to December
2020 conlracted by 7.2 percent, compared to a growth of I2.7 percent in the year
to December 2019. The contraction in the growth of NFA was mainly reflected in
the decline of the foreign crurency reserves by the Central Bank. The NFA of
commercial bar&s improved during the review period as a result of an increase in
the commercial banks' deposits with the non-resident banks.

Balance of Payments

31. The overail balance of payments position improved to a surplus of USD
1,434 nrillion (1.5 percent of GDP) in the year to December 2020 ftom a deficit of
USD 1,059 million (1.1 percent of GDP) in the year to December 2019 (Table 4
and f igure 10). This was mainly due to an improvernent in the current account
balance.

32. The current account deficit was USD 4,744 million (4.9 percent of GDP)
in December 2020 from USD 5,541 million (5.8 percerrt of GDP) in December
2019. The improvement in the current account balance was mainly due to the
improvement in the merchandise account balance and the net primary income
balance.

33. The balance in the merchandise account improved by USD 2,302 million
to a deficit of USD 8,377 million in the year to December 2020 on account of a
decline in imports and a marginal increase in exports. In the year to Decernber
2020, exports grew by 3.3 percent primarily driven by tea exports, on account of
increased production. On the other hand, imports declined by 12-5 percent in the
year to December 2020 mainly reflecting lower imports of oil products due to
relatively low international oil prices.

Table 4: Balance of D Million

Source of Data: Central Bank of Kenya

Year to Decenber !020 Percenl ofGDP

Dec-18 )lar-20 Jun-20 Seo-20 Chrrye

Percert

C[anqe Dec-19 Dec-20

tlerchanlise Accomi (a-b )

a)0oods: expds

b) Goods: inprts

Net Sen'ices (c-d)

c) Serrices: crdit

d) Sen'ices: debit

Net hinon hrcone (e-ft

e) Priuury incoure: credit

f) PrirnarJ imome: debit

Nel Secondon'htcoue

g) Secondary itconre: credit

h) Secondary inconrq debit
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re 10: Performance of Balance of and its C

Source of Data: Central Bank o1 Kenya

34. Net servioes declined bv 86.5 percent in the year to December 2020 munly
due to a significant decline in transport services and travel receipts as a result of
the uncertainlv associated with the Covid-l9 pandemic and the resultant
containment measures. Cargo throughput performed well during the review period

and provided a buffer in terms oitransport receipts.

35. The capital account balance registered a surplus of USD 130.4 million in
.,lre year to December 2020. However, this rvas a USD 77.3 million decline
compared to the balance witnessed in December 2019. Net Financial Inflows
declined to USD 3,535 million from USD 6,239 million in the year to December
2019 (Table 4). The finarcial inJlows were mainly in the form of direct
investments, financial derivatives and other investments which stood at LISD 243.7
million, USD 9.1 million and USD 4,611.6 million, respectively in December
2020. The Net Portfolio investments outflows stood at USD 1,389.3 million.

Foreign Exchange Reserves

36. The banking system's foreign exchange holdings remained strong at USD
12,991.9 million in December 2020 up frcm USD 12,919.2 million in December
2019. The official foreign exchange reserves held by the Central Bank was at USD
8,297.3 million (5.1 months of import cover) in December 2020 compared with
USD 9,115.8 million (5.5 months of import cover) in December 2019 (Figure 11).

37. This fuifils the requirement to maintain reseryes at minimum of 4.0 months
of imports cover to provide adequate buffer against short term shocks in the foreign
exchange market. Commercial banks holdings increased to USD 4,694.6 in
December 2020 from USD 3,803.4 million in December 2019.
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1l: Official Reserves

Source of Data: Central Bank of Kenya

Nairobi Sec urities Exchange

38. Activity in the capital markets declined in January 2021 compared to
January 2020, with equity share prices declining a-s shown by the NSE 20 Share
Index. The deciine reflects the volatility in the financial markets as a result of the
uncertainty surrounding the Covid-l9 Pandemic. The NSE 20 Share lndex stood at
1,889 points by end of January 2021 compared to 2,600 points by end January
2020. Consequently, market capitalization declined from Ksh 2,474 billion to Ksh
2,405 billion over the same period (Figure I2).

12: Performance of the Nairobi Securities

Source of Data: Nairobi Securities Exchange
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1.3 Fiscal Performance

39. Budget execution in the first half of FY 2020121 was hampered by revenue
shortfalls and rising expenditure pressures. The shortfalls in revenues reflect the
weak business environment and the impact of the tax reliefs implemented in April
2020 to support people and businesses from the adverse effect of Covid-l9
Pandemic. Revenues are expected to progressively improve in the second half of
the fiscai year following the gradual reopening of the economy and flie increased
demand tbr imports as well as improved domestic sales. Revenue performance is
aiso expected to get a boost from reversal of tax reiiefs, introduced in April 2020,
effective January 2021.

40. The Government has embarked on expenditure rationalization and
prioritizalion to ensure that expenditures are on the most impactful programmes
that yield the highest welfare benefits to Kenyans.

Revenue Perlbrmance

41. Revenue collection to December 2020 declined by I2.9 percent compared
to a growth of- 17.1 percent in Decernber 2019. Tiris decline is attributed to the
difficult operating environment due to the Covid-19 pandemic which has adversely
affected revenue performance from March 2020. As at end December 2020, tbe
cumulative total revenue - inclusive of Ministerial Appropriation in Aid (AiA)
amounted to Ksh 810.6 billion against atargetof Ksh 907.7 billion, with shortfalls
recorded in both ordinary revenues (Ksh 75.8 billion) and Ministerial A-I-A (Ksh
21.3 billion).

42. Ordinary revenue collection to December 2020 amounted to Ksh 726.4
biilion which rvas a contraction of 15.3 percent compared to a growth of 18.8
percent over the same period in 2019. The contraction was due to a decline in
growth of all broad categories of ordinary revenues except import duty which grew
marginally by 0.5 percent during the review period. Specifically; Incorne tax
deciined by 15.8 percent, Value Added Tax (VAT) declined by 15.3 percent and
Excise taxes declined by 0.6 percent.

43. IVlirusterial A-I-A inclusive of the Railway Development Levy amounted
to Ksh 84.1 billion against atargetof Ksh 105.4 billionmajorly on account of lower
than targeted collections in the tourism and education sectors. Ministerial AIA
revenue, recorded 16.0 percent growth for the period ending Decernber 2020
compared to a growth of 0.2 percent over a similar period h2}l9, this growth is
attributed to better than envisaged performance in the Road Maintenance Lely
collection and the positive impact of the upward adjustment in Petroleum
Development Levy rate from Ksh 0.4 to Ksh 5.4 per litre.

Expenditure Perfcrmance

44. Total expenditure and net lending for the period ending December 2020
amounted to Ksh 1,214.8 billion which was below the projected amount by Ksh
44.0 billion. Recurrent spending amounted to Ksh 823.4 billion while development
expenditures amounted to Ksh 252.8 billion. Transfer to County Governments
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amounted to Ksh. 128.7 billion of which the equitable share amounted to Ksh.
115.0 billion.

45. Recurrent spending was below the projected target by Ksh 19.5 billion
mainly on account of lower than targeted expenditure on operation and
maintenance, attributed to depressed operations of theNational Government in frst
half of the FY 202012I due to Covid-l9 Pandemic and lower than projected
payments in compensation of employees and foreign interest. Development
expenditure was also below target by Ksh 6.9 billion on account of below target
disbursements to foreign financed prograrnmes by Ksh 48.8 billion signaling
continued challenges with absorption of externally financed projects as well as the
efflects of the COVID-I9 containrnent measures. Disbursements to domestically
financed programmes on the other hand, was above target by Ksh 44.7 billion
reflecting accelerated absorption in the second quarter of ',.he financial year.

46. Fiscal operations of the Government by end of December 2020 resulted in
an overall deficit, including grants of Ksh 359.5 billion against a projected deficit
of Ksh 323.9 billion. This deficit..vas financed t}rough net dcmestic borrowing of
Ksh 345.0 billion and net foreign financing of Ksh 14.5 billion.

1.4 Fiscal Policy

47. Going forward into the medium term, the Government will continue w'ith
its expenditure prioritization policy with a view to achicving the transformative
development agenda which is anchored on provision of core services, ensuring
equity and minimizing ccsts through the elimination of duplication and
inefficiencies, creation of employment opportunities and improving the general
welfare of the people. This will c-urtail growth in public expenditures to ensure it
attains its fiscal consolidation path over the medium term and ensure debt is
maintained within sustainable levels. The fiscal deficit is expected to decline from
8.7 percent of GDP in FY 2020121to 3.6 percent of GDP by FY 2024125.

48. To achieve this target, the Government will continue to restrict growth in
recurrent spending and double its effort in domestic resource mobilization. The
Government has also been cutting down on non-priority expenditures such as:
hospitality, training, travel and freezing of employment in ncn-priority sectors in
order to manage the public wage bill.

49. Further, Public Investment Management (PIM) Unit at the Nationai
Treasurl'continues to play agreatrole in enhancing etficiency in identification and
implementation of priority social and investment projects. This takes into account
the Govemment's efforts to increase efficiency, effectiveness, transparency and
accountability of public spending. In particular, the implementation of PIM
regulations under the PFM Act,20l2 will streamline the initiation, execution and
delivery of public inrestment projects. It will also curtail runaway project costs,
eliminate duplications and improve working synergy among implementation actors
for timely delivery of development projects.

50. In order to ease the burden of pension payments in future, the Government
rolled out the Super Annuation Scheme for all civil servants below the age of 45
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years in January 2021. The rollout is being implemented in phases to enswe
Government expenditures remain within the set ceiling in the current fiscal year

and in the medium term. Further, the government wili continue to support
devolution and ensure quality services are offered by the devolved units. The
National Government in FY 2021122 has increased the shareable revenue to the

counties by Ksh 50.0 billion.

-< 1. In this regard- expenditures as a share of GDP are projected to decline from
25.6 percent in the FY 202\l2l to 24.3 peicent in the Fy 2021122 and further to
22.0 percentin the FY 2A24125. On the other hand, revenues as a share of GDP are

projected to decline from 16.6 percent in the FY 202C121 to 16.4 percent in the FY
2021122, before rebounding to 17 .3 percent in the FY 2A22123 and firther tc 18.1

percent in the FY 2024125.

52. Revenue performance will be underpinrred by the on-goiag reforms in tax
policy and revenue administration and boosted by economic recovery occasioned

ty tfre Economic Stimuius Programme and the pla.nned Post Covid-19 Economic
Recoveqv Strategv. In particuiar, the reversal of tax cut measures w'hich took effect
from ianuary 2021, will cnhance retr/enue coilecticl. In additicn, in the FY
2020121, thc Govemment is irnplementing a raft of tax policy nieasures through
the Finance Act,2020 that will boost revslgs perfonnance. The measures inchrde:

intoduction of a minimuin tax payatrle at 1 percerrt of gross turnover; introduction
of a digital services tax on income from services provided through a ciigital
marketplace in Kenya at the rate of i.5 percent on tbe gross transactionai value:

increase of income threshoid. qualifring for residentiai rentai income tax: and

abolishmant of incentives under Home Ownershp Savrngs Pians (HOSP).

53. To ensure timely implementation of thcse initiatives, the Kenya R.evenue

Authoriry GP.A) has embarked on: (i) registration drive for taxpayers in the Digitai
Service Ta:i and VA'I Digitai Marketpiacc Supplv space and followed by
compliance inonitoring and entbrcement, (ii) follcw up taxpayers for effectivc
inrplerneirtation ofthe Digitai Serv'ice Tax, (!ii) reviewtaxpayers seeking rerrission
under the Voluntar-y Tax Disoiosure Prograrr-rne to ensure cnly .Jre qualified
benefit, (iv) enhanced recruifment of landlords, informal taxpayers, professionals,

registered companies and individuais trading onlinc.

54. To further boost revenue performance and mitigate revenue risks arising
from the Covid-19 Pandemic, the Government wili implement the foilowing
revenue enhancement measures:

i. Revamp Au<iit Function: Audit teams have been set up in Large
Taxpayers Offrce (LTO) and Mediirm Taxpayers Oftice (MTO) of
KRA and will make use cf data to i<ientiff compliance risks, develop
and implement cornpliance improvement plans at the sector levels for
both Large and Medirrm taxpayers. The audits will leverage on Data
Warehouse and Business Intelligence Solution for case management;

ii. Enhance Debt Programme: KRA is focused on reducing the
collectible debt by making use of the debt inodule in i-Tax,
reconciliation of debt portfolio and revievring of payment plans;
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iii. Implement initiatives to boost customs revenue including: continued

implementation of Post Clearance Audits, review of the end-use of
exempt products, comprehensive audit of exemptions, profiling and
targeting, document processing centre, enhanced scanning, and
conducting intelligence led verification of cargo;

iv. Robust intelligence collection, utilization and investigation;

v. Aid the resolution of tax disputes through the Alternative dispute
resolution (ADR) within the statutory timeline of 90 days; and focus
on big ticket cases (from LTO and Investigations & Eniorcement) to
unlock revenue held;

vi. Independent Review of Objecticns (IRO) to issue objection decisions
within the statutory timeline of o0 days; arid prioritise big ticket cases
to unlock revenue held; an<i

vii. Engage the Judiciary to fast track conclusion of KRA cases, engage
the Tax Appeals Tribunal to address administrative bottlenecks to
reduce case turna.round time and identify, evaiuate and recoffmend
cases (especially those with high yieid) for out of court settlernent and
ADR.

55. Given the expenditure rationalizatictn and the revenue recovery measrues
put in place, fiscal delicit inclr:sive of grants is prcjectei to decline frcm Ksh 966.6
billion (E.7 percent cf GDP) in tte FY 2020121 to Ksh 930.0 biilion (7.5 percent
of GDP) in the FY 2A2ll22 and turther to Ksh 613.8 billion (3.6 pei'cent of GDP)
in the FY 2A24125 (Iable 5). In the rrredium terrn, debt is proiected to remain
sustainable.

Table 5: Fiscal Framework miilion
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1.5 Economic Outlook

Globol Growth Outlook

56. The outbreak and the rapid spread of the Covid-l9 Pandemic coupled with
the ensuing containment measures have devastated global economies disrupting
businesses and iivelihoods. As a result, global economy is estimated to have
contracted by 3.5 percent in 202C from a grorlth of 2.8 percent in 2019. Global
grow'rh is projected to pick up to 5.5 percent in2021 reflecting expectations of a
vaccine-powered strengthening of activity and additional p.rlicy support in a few
large economies.

57. The strength of the recovery is projected to vary significantly across

countries, depending on access to medical interventions, effectiveness of policy
support, exposure to cross-country spill overs, and structural characteristics
entering the crisis. Grorvth in the advanced economies is projected to improve to
4.3 percent in202l compared to a contraction of 4.9 percent in2020 supported by
improved growths in the major economies particularly the UniteC States and the
United Kingdom. Growth in the Euro area is also projected to improve to 4.2
percent from a contraction of 7.2 percent in2020. This growth in the advanced
economies reflects expectations of earlier widespread .raccine availability
compared to the emerging market and developing economy group.

58. The emerging markets and developing economies are also projected to
improve to 6.3 percent in 2021 from a contraction of 2.4 percent in 2020. This
recovery is well echoed in the forecasted growths of Emerging and Developing
Asia and Europe, Latin America and the Caribbean, and Sub-Saharan Africa.

59. Consistent with the forecast in the other regions, economic growth in the
Sub-Saharan Africa region is expected to recover to 3.2 percent tn202l from a

contraction of 2.6 percent in 2020 as most of the economies in the region recover
from the adverse effects of the Covid-l9 Pandemic following reopening of
economles.

Domestic Growth O utloo k

60. On the domestic scene, Kenya has not been spared of the negative impact
of the Pandemic. The Pandemic and the resultant containment measures have
adversely affected businesses and economic activities. Nonetheless, thete has been
an improvement in economic activity in the third and fourth quarters of 202A, albeit
at a slow pace, following reopening of the economy. The recovery in economic
activities resulted to a contraction of 1.1 percent in the third quarter of 2020, which
is an improvement, compared with the contiaction of 5.5 percent registered in the
second quarter of2020.

61. In this respect, economic growth outlook for 2020 has been revised down
from the initial projection of 2.6 percent in the 2020 Budget Review and Outlook
Paper (BROP) to 0.6 percent following receipt of more recent indicators and taking
into account the quarterly GDP releases by Kenya Naticnal Bureau of Statistics tbr
second and third quarter of 2020 that showed the economy contracted by 5.5
percent and 1.1 percent, respectively. The revision also took into account updated
figures from the World Economic Outlook by the IMF in January 2021.

SEC TT
t7



S CREI
62. The economic growth is projected to bounce back to 7.0 percent in 2021
reflecting recovery due to reopening after the closure associated with the Covid-19
Pandemic. This also in part reflects the lower base in 2020 when most service
sectors especially accomrnodation and restaurant, education as well transport
services contracted in second a.1d third quarters of 2020 with huge margins.

63. In terms of fiscal years, the economy is projected to expand by 3.8 percent
in the FY 2020121, 6.3 percent in FY 2021122 and 6.1 percent in FY 2024l25.This
grouth outlook will be supported by a stable macroeconomic environment, turn
around in trade as economies recover from Covid-l9 Pandemic, expected
favourable weather that will support agricultural output, ongoing investments in
strategic priorities of the Government under the "Big Four" Agenda, the ongoing
public investments in infrastructure projects. the Economic Stimulus Programme
and the implernentation of the Post Covid-l9 Economic Recovery Strategy. These
factors will push up consumer demand and increase both public and private sector
investment reinforcing the projected growth. The economic growth projections
over the medium term are aligned to those of the Third Medium Term Plan (2018-
2022) of the Vision 2030 (Table 6 and Annex Table 1).

Table 6: Macroeconomic Framework
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1.6 Risks to the Economic Outlook

64. Risks from the globai outlook relate to a surge of the Covid-l9 virus
(including from new variants) and required lockdowns, voluntary social distancing
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and its effect on consumption, the ability of laid offworkers securing employment
in other sectors, rising operating cost to make work places more hygienic and safe,

reconfiguration of disrupted global supply chains, extent of cross-border spill overs
occasioned by weaker external demand and funding shortfalls.

65. The upside risk to global outlook relate to the policy measures being
adopted by the ne.w US administration such as funding of WHO, rejoining I'aris
climate agreement, and consideration of additional fiscal stinrrrlus could renew
optimism at the global scene and suppoit demand for the Kenyan cxports.

66. On the domestic front, risks will emanate from wcaker external demand,
reduced tourist arrivals and containment measures to curb further spread of Covid-
19 Pandemic. In addition, the economy will continue to be exposed to risks arising
from public expenditure pressures, particularly wage and security related recurrent
expenditures and the erratic weather associated shocks that could have negative
impact on energy generation and agricultural output leading to higher inflation that
could siow down groMh. Upside risk on the domestic scene relate to faster than
projected rebounC in economic activity and government revenue.

67. The Goverrrnent is continually monitoring these risks and taiiing
appropriate monetary and iiscal policy measures to preserve macroeconorrr.ic

stability and strengthen resilience iir the economy. Tc cushion the country against
these risks, the Govemment is implementing an Economic Stimulus Prograrnme
and finaiizing a Post Covid-l9 Economic Recovery Strategy to protect lives and
livelihoods to return the economy on a stable grcwth path. Additionally, the
diversilied nature of our economy continues to offer resilience to any global
challenges.
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IT. BUILDING BACK BETTER: STRATEGY FOR

RESILIENT AND SUSTAINABLE ECONOMIC
RECOVERY

2.1 Preamble

68. The Covid-19 Pandemic has devastated global economies with Kenya not
being spared. On the domestic tiont, the economic impact of the Pandemic is
already being felt across all sectors of the economy. Thus, 2021 BPS is premised
on the need to urgently overcome the immediate socio-economic challenges that
the country faces today. At the heart of the policies in this document, is the desire
to foster a coirducive environment critical to return the economy back to long term
growth path while at the same time, providing impetus for building a cohesive and
prosperous Kenya.

69. Ttre 2021 BPS, therefore articulates priority economic policies and
structural reforms as weil as sectoral expenditure programs to be implemented
under the Medium Term Expenditure Framework for FY 202t122-23124 in order
to provide an enabling environment for a resilient and sustainable economic
recovery to continue safeguarding livelihoods, jobs, businesses and irrdustrial
recovery.

70. To respond to the current challenges and cushion Kenyans and businesses
from the adverse effects of the Pandemic, the Government is currently
impiementing an Economic Stimulus Programme - whose objective is to return the
economy to the pre Covid-l9 growth trajectory by increasing demand for local
goods and services, cushioning lulnerable Kenyans, securing household fbod
security for the poor, and creating employment and incornes. Great gains have been
realized under the Programme including: job creation for our youth under the "Kazi
Mtaani" Programme; enhanced liquidity to support businesses through monetary
measures fhat were introduced; and enhanced cash transfers to the vulnerable and
the emerging urban vulnerable as a result of the Pandemic.

71. Building on the gains made, the Govemment will implement the Post
Covid-l9 Economic Recovery Strategy (ERS) which will mitigate the adverse
impact of the Pandemic on the economy and further re-position the economy on a
steady and sustainable growth trajectory. Successful implementation of the Post-
Covid-l9 ERS is predicated on faster implementation of policy, legal and
institutional refonns that are necessary for effective implementation of the
Strategy. The Govemment will ensure that all the proposed policies and legislation
are implemented within the specified timelines. In this regard, the Parliamentary
Calendar will be amended to accommodate the passing of key legislations required
to facilitate implementation of the Post-Covid-19 ERS.

72. Further, the Government will accelerate implementation of the "Big Four"
Agenda which has gained traction over the past three years. The Agenda is
<iesigned to help achieve the social and economic pillars of our Vision 2030 and
the development aspirations espoused in the Kenyan Constitution. Actualization of
policies and programmes under each pillar is expected to accelerate and sustain
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inclusive growth, create opporlunities for decent jobs, reduce poverty and income
inequality and ensure that we create a healthy and food secure society in which
Kenyans have access to affordable and decent housing.

2.2. P riority Pro-Growth Policy Measures

73. As indicated above, the 2021BPS, articulates measures that will stimulate
growth, promote job creation, reduce poverty, protect vulnerable groups and
businesses. 'fo achieve these, the Government will:

i. Roll out the Post-Covid-19 Economic Recovery Strategy;

ii. Implement the "Big Four" Agenda for job creation;

iii. Foster a secure and conducive business environment by maintaining
macroeconomic stability, enhancing security; improving business regulations;

iv. Fast track development of critical infrastructure in the country such as roads,
rail, energy and water, among cthers, so as to reduce the cost of doing business
as well as promote oompetitiveness;

v. Transform economic sectors for broad based sustainable economic growth;

vi. Improve access to education, strengthen health care systems and enhance cash
transfers to support the vdnerable rnembers of our society;

vii. Support youth, women and persons with disability to enable them actively
contribute to the economic recovery agenda;

viii. Facilitate ihe County Governments in strengthening their systems to enhance
service delivery; and

ix. Implement various structura-l reforms to enhance the eft-lciency of public
serv'ice delivery while at the same time ensuring accountability for better
macroeconomic and fiscal stability, sustained credit ratings, improved fiscal
discipline and minimized comrption.

2.2.1 implementing th e Post-Covid-l 9 Economic Recovery Strategy

74. The fimdamental pillar of Post-Covid-l9 Economic Recovery Strategy
(ERS) is a sound macroeconomic framework. The other key pillars include
accelerated gro',vth in private sector investment; enhanced aliocations to strengthen
health care systems; supported recovery and growth of MSMEs; full
implementation of the Economic Stimulus Programme (ESP); up-scaled
investment in iCT and digital infrastnrcture; facilitated clean, green and resilient
growth; enhanced resilience of the economy to global supply chain shocks; and
better disaster preparedness and management. in addition, the Government will
pay greater attention to economic governance, inequality, social cohesion, gender,
youth, regional integration, and intemational cooperation.

2.2.1.1Enhanced Budgetary Allocations to Strengthen Health Care Systems

75. The Covici-l9 pandernic has overstretched the country's health care system.
'fo address ths, the Govemment has enhanced allocations to the heath sector. The
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country has also received significant financial assistance from multilateral and
bilateral development partners including the IMF, World Bank, African
Development Bank and European Union. This support will strengthen health care
systems with the requisite equipment, supplies and medical personnel.

2.2.1.2 Enhanced Role of the Private Sector in the Recovery Strategy

76. The Covid-l9 Pandemic has reduced economic activities in the private
sector leading to massive job losses, pay cuts and reduced contribution to
governrnent revenue. The private sector is expected to play a significant role in
tinancing the implementation of Post Covid-l9 ERS by taking advantage of
cpportunities arising from investment in iCT and digital infrastructure,
technological innovations, PPP fiamework, and Special Economic Zones (SEZs)
as well as from increased trade in goods and services as a result of the East African
Communiqv (EAC) cofilmon market protocol, African Continental Free Trade Area
(AfCFTA) and various bilateral trading arrangements.

77. To promote pnvate sector inves'rment and enhance its role in the recovery
and growth strategy, the Government will expedite the passing and implementation
of legislation on Road Toll fees that w'ill facilitate private sector particitrration in
construction and maintenance of roads and highways. The Government will also
expedite the implementation of the requisite retbrms to improve Kenya's ranking
irr the World Bank Ease of Doing Business to at least position 20 by 2022 ftom
position 56 in2019 and make Kenya the best country in the continent in terms of
ease of doing business. The Govemment u'ill further operationalize the public
procurement regulations and roll-out a new e-procirrement platform.

2,2,1.3 Support Recovery and Growth of MSMEs

78. The Post-Covid-l9 ERS will prioritize renewed growth in MSMEs which
have been severely impacted by the measures put in place by the Government to
contain the spread of the Pandemic such as restrictions on movement and curfews
which has led to significant loss of business by MSMEs. Towards this end, the
Post-Covid-lg ERS will prioritize implementation of the following programme:
MSME Credit Guarantee Scheme; N{SMEs Capacity Building Programme; and
MSME ICT Platforms to improve productivity and competitiveness of MSMEs.

2.2.1.4 FulI and Timely Implementation of the Economic Stimulus
Programme

79. Full and timely implementation of the Government's S-Point Economrc
Stimulus Programme (ESP) is an important component of the Post-Covid-lg ERS.
A faster realization of the programme objectives will stimulate and sustain
economic activities intended to cushion vulnerable citizens and businesses,
particuiarly those affected by the Covid-l9 Pandemic. The Stimulus Programme
for FY 2020/21 focuses, among other things, on keeping food supply chains
functional while promoting the use of locally produced goods and services thus
securing the livelihoods of daily wage earners.
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2.2.1.5 Up-scale Investment in ICT and Digital Infrastructure

80. A key component of the Post-Covid-19 economic recovery is erfiancing
investment in development of the requisite ICT and digital infrastructure to
facilitate e-commerce and efficient delivery of public services. In particulai', focus
will be on prioritizing critical connectivity infrastnrcture and bridging the digital
gaps, development of appropriate content, skills development, and enhancing
affordabililv, acces sibility a.nd reliability of di gital intastructure.

2.2.1.6 Facilitated Clean, Green and Resilient Growth

8 1 . The Post-Covici- I 9 ERS rvill place emphasis on climate change adaptation
and rnitigation measures that will exploit green economic activities to put the
economy on a green and climate resilient recovery build-back path. The Strate-ey
will therefore focus on measures that will drive sustainability while boosting green
jobs, income and growth at the same time reriucing drivers of climate change and
environmentally damaging activities.

2.2.1.7 Improved Economic Management and Governance

82. The Post-Covid-l9 ERS is premised on implementation of prudent
economic management policies and strengthening of govemance systems to create
an enabling environment for accelerated economic recovery and long-term growth.
To improve economic management and govemance, the Government will
strengthentransparency and accountability mechanisms to fight comrptionthrough
enhanced multi-agency anti-comrption efforts at thc national and county level.
This will produce more tangibie results in terms of prosecution, convictions as weil
as asset rccoveries. Tlie Governrnent will also ensure strict adherence to PFM Act
2012, and the Public Procurement and Disposable Act 2015 anci their attendant
regulations and PIM Regulations .

2.2.l,8Increased Resilience of the Economy to Global Supply Chain Shocks

83. I\4easures implernented to contain the spread of the Covid-l9 pandemrc
have resulted in disruption of globai supply chains and by extension negatively
affected Kenya's economy. To strengthen Kenya's resilience, the Post-Covid-19
ERS w'ill enhance economic diversity by deepening domestic supply and value
chains; establishing a Global Supply Chain Information Centre to undertake
swveillance of global supply chain; promoting domestic production of key
imported products such as food and pharmaceutical products; diversiffing product
and rarv materials sources; and implementing measures to support the agricultural
sector through extension services, accumulation of buffer stocks during good
harvests and promotion of value addition to improve longevity of peishables.

84. Towards this end, rnanufacturers rvill be provided with incentives to locaily
produce goods and services while local farmers will be supported and offered
necessary incentives to enhance the agricultural production ofcash crops such as

sugar cane, wheat, rice and cotton, the bulk of which are currently imported.
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2.2.1.9 Strengthened National Capacity for Disaster Risk Management

85. The Covid-l9 Pandemic has exposed wcaknesses of many countries
including Kenya in their preparedness to deal with highly infectious diseases and
pandemics. Currently the frameworks for responding to disasters are fragmented
across several lau,s. To address this challenge, the Government will develop a

harmonizeci Disaster fusk Management (DRM) legal framework and finalize the
Disaster Management Fund Regulations to facilitate effective and efficient
response to disasters in a more coordinated manner. In addition, tc strengthen
Disaster Risk Management, the Government will: ftnalize the National Disaster
Risk Policy; fast track the development and enactment of the National Disaster
Management Bill, operationalize the National Dro-rrght Emergency Fund QIIDEF);
speed up implementation of the Disaster Risk Financing Strategy and strengthen
National Disaster Management and Coordination Framevrork.

86. Further, to strengthen the capacity of the County Govemments to respond
effectively to pandemics, the following programmes will be implemented under
the Post Covid-l9 ERS: County Level Emergency and/or Contingency Plans;
County Disaster Risk Profiles; and development of urban resilience strategies to
enhance disaster preparedness and management in the urban areas and urban water
supply.

2.2.1.10 Addressing Incquality, Social Cohesion, Community Resilience and
Strengthening Social Protection

87. The Covid-l9 Pandemic has clearly demonstrated the challenges in
implementation of effective containment meas'Llres in unequal soL:ieties. Unequal
access to services '*'idens social and economic inequalities thereby undermining
the overall goal of social cohesion that is so vital to our society. To address
inequality, enhance social cohesion, build community resilience and strengthen
social protection, the following measures will be undertaken under the Post Covid-
t9 ERS: Socio-economic Empowerment of V/omen, Youth and PWDs;
Operationaiization of National Gender Based Violence Emergencies Working
Group to prevent and respond to Gender tsased Yiolence; and Gender
Mainstreaming of Post-Covid-19 Pandemic Initiatives. The Government'*,ill also
carry out deliberate outreach programmes in marginalized counties to scale up
youth involvement in gainf,rl economic activities.

88. Additionally, the following policy, legal and institutional reforms will be
undertaken to address inequality, social cohesion, comrrrunity resilience and
strengthen social protection: Finalization and implementation of the Women
Economic Empowerment (WEE) Policy; Review of the National Policy on Gender
Based Violence. 2014; Finalization of the regulations on the Protection against
Domestic Violence Act, 2015; Review and finalization of Sessional Paper No. 8
on National Values and Principals of Governance; Revierv of Sessional Paper No.
9 on National Cohesion and Integration; and Review of the National Cohesion and
Integration Act No. 12 of 2008.
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2.2.1.11 Coordinated Multilateral and Regional Collaboration Initiatives

89. Properly coordinated multilateral and regional initiatives are critical in
achieving Kenya's national transformative agenda and in furthering the global
discourse on Post-Covid-19 sustainable development. The Covid-19 Pandemic is
a shared global problem that can only be overcome througli stronger partnerships
and collaborations at the national, regional and global levels. To enhance
coordination of multilateral and regional collaboration initiatives to address the
pandemic and support economic recovery, the Government rvill: advance
economic and commercial diplomacy through virfual meetings; consolidate and
voice the position of developing countries at the UN Security Council; and deepen
South-South partnerships and grolv Kenya's linkages with the ernerging and neu,ly
industrializing economies while preserving traditional partnerships with the global
North.

90. The Government will also promote deeper and wider integration within the
East African region and the African continent at large, given that Afrii;a constitutes
Kerrya's largest export market r,vith immense potential for growth. Further, the
Govemment will consoiidate Kenya's relationsirip with existing trade partners,
while expanding her horizons to accommodate new partnership agreements.

2,2.l.l2Bnhanced Budgetary Support to Security Related Services

91. As part of the Post-Covid-lg ERS flreasures, the Government will enhance
budgetary allocations to facilitate delivery of services by security agencies. Police
and National Government Administration officers play a crucial role in
maintaining law and order and ensuring adherence to curfews and other rules and
reguiations put in place to contain the pandemic including contact tracing. Part of
these resources will used to sensitize police and National Government
Administration Officers in appropriate Covid-19 personal safety measures to
protect themselves and those they serve from being infected by the virus; and
provide police officers with adequate protective gear and equipment including face
masks, sanitizers and WASH facilities.

92. To further enhance security operations during and after the pandemic, the
Government will: operationalize the newly gazetted Police Stations; implement
border security management system to enhance cross boi'der movements of both
passengers and goods; acquire additional assorted security equipment, acquire
additional vehicles for National Govemment Administration (NGA) offrcers and
acquire over 5,000 motor cycles for Chiefs and Assistant Chiefs; cascade e-
passports and visa automation to four additional stations locally and abroad;
complete digitization and automation of immigration; Comprehensivc Registration
Systern (CP.S).

2.2.l,.l3lVlainstreamed Diaspora Resources to Support the ERS

93. The Kenyan Diaspora wields significant financial and intellectual resources
that can support the Post-Covid-l9 Economic Recovery. For this reason,
mainstreaming Diaspora intellectual and financial resources, business networks
and economic diplomacy is a key component of the Post-Covid-19 ERS. Towards
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this end, the Government will provide the requisite incentives for the Diaspora to
invest in infrastructure projects including in key sectors of ICT and digital
in-frastrucfure, housing, heaith, education and manufacturing. and in clean energy
and green projects. The Ministry of Foreign Affairs, through its diplomatic
missions, abroad will also engage Diaspora associations and their business
networks to facilitate such initia.tives.

2.2.2 Harnessing the "Big Four" Agenda for Job Creation

94. The "Big Four" Agenda is the Government's economic development
strategy which aims at liberating the urban poor from the 'poverty of dignity'
,:aused by poor housing and inadequate services; transitioning the Kenyan ycuth
from being 'wage earners' to 'owners of capital'; building a holistic base of human
capital that is food secure and health assured; and jump-starting the shift from being
a country of net consumption to one of production leading to creation ofjobs and
improved livelihoods. The Government is realizing this vision by implementing
programmes under the tbur pillars and the enabling interventions.

2.2.2.1Supporting Growth of Manufacturing for Job Creation

95. The manufacturing pillar of the Big Four continues to provide the necessary
training ground for the Kenyan youth to acquire skills for onward replication in
various industries. In order to hasten the process of shifting the youth from wage
earners to o.,.ryners of capital, the Government through this pillar is developing
productive capabilities to irecessitate a shift from rudimentary to complex
operations. For example, the revival and modemization of RIVA'IEX as aproducer
of textiles and consumer of looally produced cotton in line with the Agricultural
Transformation Strategy that obliges the growth of new strains of bio-technical
cotton as a key area of opportunity tbr Kenyan farmers, was timely.

96. Building on the gains already made, the Government continues to invest in
the manufacturing sector to scale up operations, protect locai industries and
increase the sector's contribution to GDP. In particular, the development of Special
Economic Zones (SEZ) among them Naivasha Industrial park, the Dongo Kundu
Special Economic Zone inthe coastal region and Kisumu Special Economic Zone
in Miwani will spur local industrial activities and unlock additional employment
opportunities for the unemployed population. The Government has also prioritized
establishment of private SEZs to boast the manufacturing sector.

97. To maximize benefits from our major cash crops, the Govemment is
re.riving and restoring the perforrnance of major cash crops in the country through
agro-processing. Particularly, the Govemment is supporting tea and coffee farmers
by providing diversified tea varieties and restructuling the coffee value chain to
increase productivity and boost value addition. Further, the Government continues
to invest in local value addition for meat dairy, fruits, nuts and oils. The strategy
will involve operationalization of various factories that nearing completion like
mango value chain factory located in Eldoret, integrated fruit and honey processing
in Mombasa, gums arabic and raisins factory in Wajir as well as construction of
the ongoing factories like tomato processing factory in Kajiado. Investment in
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warehousing and cold chain sites, aquaculture and fish feeds mills and fish
processing industries has also been accorded priority.

98. The Government has prioritized the leather sector under the Big Four
Agenda and the Kenya Vision 2030, MTP III due to its huge potential supported
by a large livestock populaticn sufficient to sustain demand for supply of raw hides
and skins for a robust leather and leather products manufactuiing industry. In
support of this sector, the Govemment has drafted the Kenya National Leaiher
Development Policy that will provide a roadmap for the transformation of the
leather sector. The proposed interv'entions are expecied to spur growth in the sector
to meet demand both locally and in the export market. In addition, the Government
continues to give tax incentives with the goal of making locally produced products
competitive in the export markets. Improvement of ffiastruoture at Kinanie
Leather industrial Park, development of Athi River Textile Hub and Leather
Development Centre in Kisumu is also expected to further spur growth in the
sector. Additionally, the Government will fully operationalize the Ewaso Ng'iro
Tannery and leather factory located in Narok County as envisageci in the Kenya
Vision 2030, MTP III due to its huge potential supported by a large livestock
population which will contribute to growth in the leather sector to meet demand
both locally and in the export market.

99. Secorrd hand car models account for more than 857o of the imported Fully
Built Units (FBUs) in Kenya. The Government through the Ministry of
Industrialization drafted the National Automotive Policy to streamline the motor
assembly industry with the ultimate goal of phasing out importation of second-
hand vehicles by 2026. The pclicy also aims at spurring growth in local car
assembly as it prescribes clear measures to prcmote utilization of locally
manufactured prcducts, local content, sub-contracting, innovation, research and
development, capacity and skills development and training, and technology
transfer. These measures will enhance local value addition, create jobs for the
youth and contribute towards raising the manufacturing sector share to GDP.

100. In support of the Blue Economy, the Govemment has continued to allocate
more resources to the State Department of Fisheries, Aquaculture, and the Blue
Economy to faciiitate development of the Kenya Fishing Fleet through joint
ventures and to promote sustainable offshore fishing.

101. 'the fight against illicit trade and contrabands is a priority to Govemment.
Illicit trade has a detrimental impact on the substantial growth of legitimate
business in the country. These trades not only negatively affect the economy but
also places the health anci safety of the citizens at risks. To scale up effons geared

towards combating illicit trade, the Government's Multi-Agency Team against
illicit Trade has entered into a collaboration with tlie private sector. The
Government in partnership with the private sector unveiled a National Illicit Trade
Observatory to be a data management and reporting tool that will provide a

plaform for the enforcement agencies to report seized goods and provide industries
with a platform to report on counterfeited products.

102. To provide the necessary skills and expertise required to boost
manufacturing activities, the Government is transforming the Kenya industrial
Training Institute (KITD to make it a centre of excellence that provides quality
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progralnmes that resonate well with the evolving industries' skills. In particular,
thc Government has expanded the teaching and learning facilities with an aim to
protnote access to quality training KJTI centres. To promote research technologies
and innovations, the Government has heavily invested in Kenya Industrial
Resealch and Development Institute (KIRDI) u'ith a leather laboratory at the
KIRDI Kisumu already operationalized while KIRDI South B is 70%o complete.
Equipping of food, natural products and energy laboratories at the Kisumu facility
is ongoing. The laboratories are instrumental in providing incubation services to
Micro, Small and Medium Enterprises (MSMEs) w-hich drive the Kenyan
economy. Further, the Government will promote FDIs through completion of
infrastructtual development of Athi River Textile Hub that will be key in attracting
expcrrt-oriented inve stments.

2.2,2.2 Food and Nutrition Sccurity to all Kenyans

103. Attainment of food and nutrition security is necessary in developing a
holistic human capital base that will in turn increase national productivity and
enhance economic development. In pursuit of this, the Govemment has been
implementing various measures such as the Agricultural Sector Transformation
and Growth Strategy, the successful reformirrg of the Agricultural lnputs Subsidy
Progpamme, expansion of irrigation schernes, supporting large-scale production of
staples, implementing programmes to support smallholder farmers and promoting
the use of appropriate farming techniques. These measures have borne fruits but
are not without challenges.

104. Locust invasion, flooding and the Covid-l9 control measures have lately
affected the progress of agricultural seasons, livestock sales, market functioning
and income generating activities posing a threat to the country's food security
position. To cushion fanners from these adverse effects and further secure food
supply chains, the Government through the Economic Stimulus Programme
subsidized the supply of farm inputs through the e-voucher system to reach
200,000 small scale farmers. Further, the Government is expanding community
household irrigation to cushion farmers from the adverse effects of weather and
improve productivitv.

105. Following recommendations of the Cost of Hunger Africa (COI{A) study
report that estimated the economic and social impact of child malnutrition in
Keny4 the Government launched the implementation framework for securing a
breastfeeding friendly environment at work places. Further, the Government
commits to developing social support systems to protect and facilitate the
implementation of this framework, which aims at improving the health, nutrition
status and human capital of the nation.

106. The Government is using a wholesome approach to ensure a 100 percent
food and nutrition security. Through projects such as the Kenya Climate Smart
Agriculture Project (KSCAP), National Agricultural and Rural Inclusive Growth
Project (NARIGP) and Small-Scale Irrigation and Value Addition Project
(SIVAP), the Govemment is enabling Kenyan households to produce affordable
and nutritious food through the establishment of 1 million Kitchen Gardens
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Initiative with over 200,000 households having been already supported in the first
phase.

107. Through the Expanded National Irrigation Programme, the Government
has made progress in increasing land under irrigation through constmction of over
20A inigation projects across all the 47 Counties; rehabilitation, expansion and

modernization ofpublic irrigation schemes that has seen the irrigation area increase

from 23,326.5 acres to 35,326 acres; and construction of 47 water pans with a

combined volume of 2,600,000 cubic metres in arid areas for domestic, animal
consumption and irrigation in greenhouses. This has seen over 70,000 farmers
benefit from the program with water pans ensuring constant supply of irrigation
water.

108. Other projects which have significantly increaseci land under irrigation and

boosted productivity are: expansion of Galana Kulalu farrn acreage from 52,000 to
100,000; the launch of Lower Nzoia Irrigalion Project rvhich ta.rgets 10,000 acres;

rehabilitation of Bura Irrigation Scheme which is set to increase land under
irrigation by about 9,00C acres. Additionally, the Government has developed small
scale irrigation intrastructure covering 545 Ha in Samburu, Baringo, West Pokot,
Isiolo and Marsabit cou.nties. Going forward, the Covernment plans to implement
nine small scale irrigation projects across which will contribute to food and

nutrition security. improve household incomes in line with the iiovemment's
priority of transforming the youth from wage earners to owners of capital. These

together with the operationalization of the Irrigation Act,2019 has improved and

will continue tc enhance the coordination of irrigation activities in the country and

rvill greatly reduce the overreliance on rain-fed agricuiture.

109. Through the National Rice Development Strategy-2 (2019)030), the

Government is naking deliberate efforts to increase rice production b.v addressing

the various chalienges faced by stakeholders in the rice value chain and offer
opporrunities to increase production arici productivity. Specific interventions to
address challenges in this sector include development and dissemination of
improved production technologies, introduction of high yielding rice varieties
along the value chain, provision of improved knowledge and skills on harvest and
postharvest hanciling and value addition in rice and rice by-products. Research and

extension will also play a critical role in achieving this objective.

110. Moreover, the expansion of Mwea Irrigation Scheme by i0,000 acres,

LowerNzoia lrrigation Project and the Lower Kuja Irrigation Development Project
are expected to significantly increase rice production with Mwea Irrigation Scheme

alone increasing rice production to approximately 160,000 tonnes. Also, the

construction of Thiba dam will improve the reliability of irrigation water and

increase the area under irrigation.

1 i l. The Government is also commiited to improve production of maize, coffee,
teq wheat among other crops thi'ough continued provision of subsidized fertilizer
and partnering with local fertilizer blending companies to further reduce the cost

of production to farmers. Through enhanced efforts such as putting in place a

Multi-Institutional Technical Team (MITT), the Government has made significant
strides in developing and implementing strategies to manage fall army worms and

other pests.
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I12. The recently inaugurated Warehouse Receipt System (WRS) is expected to
enhance credit accessibility among farmers. Farmers will be able to deposit their
produce in certified warehouses and get issued with Warehouse Receipts, which
they will be able to use as collateral to access credit from participating financial
institutions or institutions trading in commodity markets. This will reduce pressure
on farmers to sell their produce immediately after harvests wfien prices are usually
low.

113. Further, to enhance the income levels of farmers, the Government is
promoting agriculture through structured trading by negotiating market access in
intemational markets for produce such as avocado, miraa, horticultural products
among others. The restr.rcturing of the Kenya National Trading Corporation will
improve the management of farm produce thus reducing middlemen, post-harvest
losses and improve post-harvest handllrg. Moreover, tluough the Crops Value
Chain Reforms being undertaken via the Coffee Bill, 2020; the Fibre Crops
Development Authority Bill, 2020; the Food Crops Development Bill 202C; the
Horticulture Crops Authority Bill,202C; and the Miraa, Pyrethrum, and Industrial
Crops Bill,2020 rvill increase farmers' incomes in line with the "Big Four" Agenda
and the Agriculture Gro.*th and Transtbrmation Strategy.

ll4. Finally, the Government continues to promote local produce abroad to
deepen markets and further explore marirre and aquaculture resources in view of
the new global blue economy model. To take advantage of this, tire Government is
employing varied strategies to increase fish production. The setting up of the
Kenya Coast Guard Serice at the Liwatoni Fishing Complex and the development
of designated ports in the coast to facilitate ianding by deep sea fishing vessels has
significantly increased fish production. Further, the restocking of water bodies rn ith
fish brooders and fingerlings coupled with the construction of fish quality control
laboratories in Nairobi, Mombasa and Kisumu will improve the quality of fish
getting into the market. Other initiati.res under the sector include fast tacking the
Aquaculture Regulations and Strategy, Fisheries Research and Development Fund,
Fish Levy Trust Fund Regulations, Blue Economy and Marine Strategy;
rehabilitation of fish landing sites in Lake Victoria, and empoweiment of Kenya
Fisheries Service and Kenya Fish Marketing Authority.

2.2.2.3 Universal Health Coverage to all Kenyans

115. The Government has made great strides in ensuring that every Kenyan has
access to quality and affordable healthcare under the Universal Health Coverage
(UHC) Program. Flowever, the outbreak and rapid spread of COVID -19 Pandemic
has necessitated the urgent need to upscale implementation of the UHC to help
eradicate the 'poverty of dignity' and transition our nation into an era where no
Kenyan is forced to sell their land in order to settle medical bills; or be forced to
make a choice between buying the much needed medicine and using the money to
feed their children.

116. The implementation of the IIHC pilot prograrnme in the counties of
Machakos, Nyeri, Isiolo and Kisumu has provided the Government with critical
leaming points that have enhanced health policy priorities ahead of the national
roll out. The UHC pilot phase led to an increase in the utilization of health services,

stcB lff' 
Budget Poticv statement30



STGREI
with over 1.6 million additional hospital visits made during the l2-month period
of the pilot phase. This milestone was eqtnlly supported by other health
interveniions such as training of health care providers under the 'Linda Mama'
initiative and the 'Beyond Zero' campaign initiatives.

ll7. In preparation for the national rollout, the Government launched the
Biometric Registration for the Universal Health Coverage Scheme to capture the
biometric data within the framework of the country's Universal Health Coverage
(UI{C) scheme. Additionally, the Government is instituting far-reaching reforms
at NHIF to enswe the country has a national social health insurer that is able to
responsively meet the needs of Kenyans by strategically purchasing services for
their health and wellbeing. Other areas of Government focus are:

' Establishment of a mandatory UHC scheme to be managed by NHIF and
regulated by the Ministry of Health and act as the national scheme for all
persons resident in Keny4 nohvithstanding one's social status;

. Adoption of the completed Essential Health Benefits Package to enable
Kenyans gain access to an essential set of heaith services at a much lower cost.
The package covers several areas including outpatient and inpatient services,
conimunicable and non-communicable disease management, maternity,
dialysis, radiolcgy, mental health, minor and major surgery, substance abuse

rehabilitation, emergency services and cancer treatment, irmong others; all at
the low cost of Ksh. 6,000 per household per annum.

. Provision of health insurance cover to initially one million households r.vho are

vulnerable and unable to meet even that low cost premium. lhe identification
of these one million households by the llinistry of Health, Ministry of Labour
and Social Protection, and the Counties across the entire Country has alreaciy
began; and

. Fostering partnerships with the County Governments to realize the aspirations
of UHC.

118. To further enhance the UHC, the Government has roileci out the UHC
insurance schcme which will consolidate all the state sponsored schemes into UHC
scheme (HISP OVC, Elderly, P-WD, Linda Mama, Edu-ASa) (Figure 13). The
UHC insurance scheme, a one single national scheme will achieve equity and
efficiency through effective cross-subsidization across the poor and rich and across

the sick and healthy. In addition, a UHC fund has been established to ensur-e

seamless operations of the UHC agenda. The UHC fund regulations are being
drafted.
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119. To frrther improve the quality and reach of health care services in the
country, the Government will continue to improve maternal, new born and child
health services; reduce malaria related mortality in Kenya; enhance early diagnosis
and management options for cancer and renal diseases through the recently
launched oncology center at Kenyatta Universiqv Teaching, Research and Referral
Hospital. Going fbrward, cancer treatment services have now been made available
through the establishment of 10 cancer centers across the country to manage the
cancer burden.

120. N,Iental illness has increasingly caused serious national distress and
anguish across the country. To curb further increase, the Government has
established an Office in the Ministry of Health, with the full responsibility of
spearhea<iing the national response to the disruption caused by mental illness to
our social order and the nation's wellness. To institutionalize this initiative, the
Government is establishing an ultra-mcdern National Mental Health Hospital by
elevating Mathari National Teaching and Referral Hospital as a semi-autonomous
specialized hospital. The hospital will be the East Africa's Premier Mental Health
Facility and will offer training and research in psychiaLry, specialized psychiatric
services, forensic psychiatric services, child and adolescent mental services and
substance abuse related and addictive disorders treatment and rehabilitation
services.

121. Other milestones in the health sector is the investment by the Government
in the development of the East African Kidney Institute which is under
development in Nairobi to improve health outcomes. This is an EAC investment
which is in tandem with ongoing capacity building expected to improve access to
quality health care services for renal patients from countries in the region. Also,
the Managed Equipment Service project initiated by the Govemment has enhanced
diagnostic and specialized treatment capacity across the 47 counties. It is now
possible to get kidney dialysis and marnmography services at the County health
facilities.
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2.2.2.4 Affordable and Decent llousing for All Kenyans

122. The provision of affordable housing remains a key challenge in Kenya with
over 90 percent of people living in the urban areas residing in rented houses and
spending up to 40 percent of their income on rent with over 65 percent of them
living in the informal settlements characteized by the 'poverty of dignity'? caused

by poor housing and inadequate serv'ices. The Government through the Affordable
Housing Programme (AI{P) piilar is prioritizing the social housing program in
order to address these challenges and contain the proliferation of slums in the urban
cities. As a pilot prograrnmc, the Nairobi Metropolitan Sen'ices has been
successful in rolling back the frontiers of urban indignity.

123. Since the Affordable Housing Pillar under the Big Four was unveiled, the
Govemment has been mobilizing resources through the National Housing
Development Fund and fostering public-private partnership in order to fund the
500,000 affordable housing units. Following on this, the pilot project of 1,370
housing units at Park Road was completed ahead of schedule and within budget.
The National Housing Developrnent Fund continues tc mobilize resources to fund
the housing projects in Mavoko and NHC Stoni Athi, which are at various stages
of completion. The construction of 25,965 a{fordable housing units in Starehe
(3,360), Shauri I\tlo;ro (4,470), Kibera ZoneB (4,435) and Mukuru, Meteorological
site (13,700) is set for commencement with the investors having already been
identified.

L24. The housing situation in Kenya is also faced with high cost and limited
access to housing finance as evidenced by existence of less than 25,000 mortgages
in the countr,v. To address this, the Govemment has concluded the successful
incorporation and capitalization of the Kenya Mortgage Refinance Company
(KMRC). KMRC will provide long term f,.rnds to primary housing mortgage
providers in the housing sector. The Company, will improve mortgage
affordability, increase the number of qualifying borrowers, and resu-lt in the
expansicn of the primary mortgage rnarket and home ownership in Kenya w'hile
also deepening the capital markets through large-scale medium to long-term
refinance options

125. So far, the Company has managed to raise a capital of Ksh 2 billion and the
National Treasury has mobilized additional Ksh 35 billion from partners to support
the company's operations. This ,*.ii! help maintain adequate liquidity to keep the
housing finance and housing market functioning even in the wake of Covid-l9
Pandemic, which has affected the business environment.

125. The cost of land has also been a major impediment to the deveiopment of
affordable houses. To address this, the Government is implementing various
reforms in the land sector to improve access to iand as a fuctor for development.
Key to mention is the ongoing National Land Titling Programne, which has seen
over 4.5 million titles issued since 2013. This is also a milestone in solving some
of the longstanding historical land injustices.

127. Further, the Government is restoring full sanctity of titles by digitizing all
the land records across the Republic. This national endeavor is anchored under the
National Land Information Management System OILIMS), which is designed to
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enhance security of land records, improve accessibility, and dramatically reduce
the cost of land transactions. Other reforms in the sector include the formulation of
the Sectional Properties Bill to bring legai clarity to the ownership of sectional
properties. This Bill is in its final stages before introduction in the National
Assembly.

2.2.3 Conducive Business Environment for Employment Creation

128. The business environment has been affected by Covid-l9 Pandemic and
continues to remain uncertain. Hor:r,ever, despite all the reservations brought about
by the Pandemic, the Govemment remains committed to creating and sustaining a

conducive business environment by ensuring the existence of stable
macroeconomic environment, enhanced security to attract both domestic and
international investors, and promote trade that is geared towards job creation.

2.2.3.1 Stable Macroeconomic Environment

129. Macroeconomic stability provides the necessary conducive environment
for the private sector investments as a ground for sustained economic growth. The
Government continues to maintain macroeconomic stability by pursuing judicious
fiscal and monetary policies that will stimulate the economy to safeguard
livelihoods. jobs, businesses and industrial recovery. In particular, the Government
has kept inflation rate within the prescribed target range of 5.0-l+ 2.5 percent to
boost the economic activity. To ensure price stability, monetary policy supported
by fiscal policy will help maintain interest rates at its reasonably low levels.
Despite the advent of Covid-l9 pandemic that has threatened the stability of the
domestic curienc)/, the Government has strived to promote a stable and competitive
exchange rate to support exports and to ensure suflicient exchange reserves as a
cushion from external shocks.

130. To further complement the monetary policy, the Government continues to
sustain fiscal consolidation efforts through revenue mobilization and expenditure
rationalization. Before Covid-l9 Pandemic, the fiscal deficit rvas expected to
gradually decline from 6.3 percent of GDP in FY 2019120 to 4.9 percent of GDP
in FY 2020121and further to a 3.0 percent of GDP in FY 2023124. However, ciue

to economic disruptions caused by Covid-l9 Pandemic, the fiscal deficit was 7.9
percent of GDP in FY 2019120 and is projected to decline from 8.7 percent of GDP
in FY 2020121 gradually to 7.5 percent of GDP in FY 2021122 and eventually to
3.6 percent of GDP in FY 2024125 (Figure 14).

!
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2.2.3.2 Deficit Financing Policy

131. The Government's main source of funding includes botir external and
domestic. External sources are mainly from multilateral, bilateral, commercial
lenders and Sovereign bond issuance while the issuance of debt securities (T-Bills
and T-Bonds) in the domestic market comprise of domestic source. In this regard.
ofEcial external sources for loans on concessional terms will be maximized while
non-concessional, commercial external borrowing and Sovereign bond issuance
will be limited to projects with high financial and economic returns in line with
Government's developmental Agenda.

132. The Government wili continue to diversifr these resources by maintaining
its presence in the international and dcmestic capital markets. The Government
also intends to explore other sources of possible financing options, such as tle
Islamic financing instruments, Green boncis, Samurai and Panda bonds and
diaspora bonds over the medium term.

133. The domestic debt market remains to be a major source of funding to the
Governmentthrough issuance of Treasury Bills and Bonds. The National Treasury
will continue to spear head the financial market sector reforrns aimed at improving
the market effrciency and transparency. The Govenrment vrill also provide support
for ffiastructure aimed at improving Debt rnanagement operations for both the
primary and secondary markets, enhancing investor access, promoting confidence
amongst market participarrts and further deepening the capital markets.

134. The Public Debt and Borrowing Policy in place wiil continue acting as a
guideline for borrolving and public debt management by the National Government.
The policy aims at improving the quality of'decisions and articulation of policy
goals, of[er clearer guidelines for the structure of debt issuance and act as a
demonstration of commitment to long-term capital and financial planning.

2021 Budget Policy Statement

FY FY FY FY FY FY FY FY FY

2016t17 201il18 2018/19 2019/20 2020t21* 20Un2* 2022t23* 2023124* 2024125*

0.0

(1.0)

(2,0)

(3.0)

(4,0)

(5.0)

(6.0)

(7,0)

(8.0)

(e,0)

(4.2t)
e)

(5.6)

(7.0)
(7.6) (7.5)

(7,e)
(8.7)

1)-tr (3,6)
a.e) a

/

a

(8.4)

!

I

I
I
I

I

,1
__l

0

0.
0
0

0

0
0

0
0.

rTarget Afier C0VID-19

nTarget Before C0VID19

35 I
I

SECBET



SEGREI
135. In addition, the Government will continue to support the development of
the domestic debt market through continuing with the financial reforms
implementation with the aim of deepening and improving efficiency in the
domestic market in order to reduce debt costs.

136. The Government's commitment to fiscal consolidation will reduce the debt
service over the medium term progressively despite challenges of Covid 19
Pandemic.

2,2.3.3 Business Regulatory Reforms

137. The Government remains committed to making Kenya secure and an
attractive destination for investments that are critical for a sustained high growth,
poveity reduction and the attainment of the "Big Four" Agenda to accelerate
economic recovery. T'o achieve this, the Government has continuously enhanced
the ease of doing business and put in place measures to create an enabling
environment tbr all businesses to thrive. The commissioning of a Transit Shed at
the Kenya Railways, Nairobi, last year to function as a clearing point for cargo
imported into the country by smail traders will reduce the time taken to clear trade
wares and save them considerable financial cost.

138. The sustained reforms and investments that the Government continues to
put in place have enhanced our competitiveness and ranking globally. Kenya's 80-
slot improvement since 201 4 zurd the current ranking at 56h globally and 3'd in Sub-
Saharan Africa on the Ease of Doing Business Global Ranking Report, from a io.,ar

of 136e globally in2014 is attributable to strong business regulatory reforms that
the Govemment has undertaken through removal of excessive bureaucracy. The
Govemment's objective is to further improve the country's Doing Business
ranking in line with our ambition of being among the top 30 nations globally and
attainment of the 25ft status in the next decade.

139. Further, as a result of the sustained reforms by the Government to improve
the ease of doing business, Kenya currently ranks lst in Protecting Minority
Investors and 4ft globally on Getting Credit. This can be attested in the increase in
the number of newly registered companies. Since 2014, the number of companies
registered d.aily has increased by 500% from 30 to 200 in2020, and a daily average
of 300 during the Covid-l9 period. On aggregate, 400,000 companies are annually
now registered in Kenya. This is particulariy attributed to the reduction in
multiplicity of licenses at both the national and county levels, such as the waiver
of Single Business Permits lbr all new businesses registered in Nairobi for the first
2 years of their operations, and waiver of the presumptive tax requirement for all
new businesses. Once these initiatives are rolled out nationwide, setting up,
operating and expanding businesses by both local and international investors will
become easier and eventually make Kenya the best country on the African
Continent in Doing Business.

2.2.3.4 Enhancing National Security for Sustained Growth and Employment

140. To maintain economic stabilif and attract investment, national security is
critical. A safe and secure environment remains a prerequisite for achieving the
"Big Four" Agenda. The Government has undertaken retbrms that target to
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improve the capacity of the security forces to protect Kenyans against internal and

external aggression. In particular, the Government has increased funding to all
security agencies to improve their operations. The increased funding also aims to
strengthen security agencies by equipping them to improve their effectiveness and

rapid response to incidents of crime.

l1l. Amidst increased regional insecurity, our national security is under no

threat. The war against crime and criminality has been up scaled driven by a

National Police Service that continues to undertake technological, human resource

and skills reforms to better serve Kenyans. This will be supported by the ongoing
expansion of the National Police Service Control and Command Centre for
surveillance and communication.

142. In order to improve efficiency of service delivery to the Kenyans, the

Govemment has implemented the digital occurrence book (OB) by the National
Police Service, digital HR Information system, a digital duty roster and a patrol
system and a report generator for inferring crime trends and dynamics. The
introduction of digital Occurrence Book (OB) has seen the distribution of more
than 10,000 iPad to offioers working within the capitai. The Government continues
to invest in Huduma cards (3'd generation ID cards), digitization ofbirth ccrtificates
and e-passport Programme. In addition, the recent unveiling of the national securiqv

innovations exhibition at the Kenya Wildlife Service (KWS) Law Enforcement
Academy in Manyani, Taita Taveta County will allow leveraging on technology to
address problems facing citizens; from cyber security, crirne, revenue collection
gateways and social media communication to geospatial mapping, and resource

consolidation and even small arms naanufacturing.

143. To enhance human capacity in the police force and to reduce the rvicle

police-population ratio gap, the Government has trained more than 89,000 officers
in the police service unit over the FY2017l18 and FY2019120. Further, in an effiort
to ensure that our police officers have enough offices to render services to the
people, the Gcvernment is working on expanding the administration offtces across

the country and will continue to upgrade and modernize the police officer's
infrastructure. This is in addition to providing clean and safe places of residence

for police officers. In line with this commitment, the Government, under the

affordable housing prograrnme, is working on expanding the housing units for the
police officers. To enhance the mobility for both police anC National Government
Administration (NGA) officers, the Government is working to acquire 1,200

assorted vehicles and 5,000 motorcycles for Chiefs and Assistant Chiefs.

2.2.4 Infrastructure Development for Inclusive Growth

144. In order to ensure businesses thrive in an enabling environment, realize
significant progress from manufacturing and agro-processing, the Goveminent
continues to build a strong transport system to enhance connectivity in the country
through ports, road and rail. This will in tum support grorvth in the other sectors of
the economy. In view of this, the Government has put in place deliberate efforts to

scale up a robust network of high-quality roads, raihvays, sea and airports to enable

Kenyans enjoy the benefits of expanded infrastructure assets, interconnectivity and
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competitiveness leading to improvement and better ranking in the ease of doing
business in the country.

2.2.4.1Expansion of the Road Network

145. In order to ensure every Kenyan enjoys the benefits ofan expanded road
network, the Government has been scaling up the construction ofmodern highways
as well as urban and rural roads in every part of the country. This will continue to
open up many areas to economic activities and spur growth in other sectors of the
economy. In respect to key national trunk roads, the coustruction of the Nairobi
Expressway Project and Africa's largest Public-Private Partnership funded project
- Nairobi-Mau-Summit Express Way will have significant positive impact on the
economy, by decongesting Nairobi's gateways on the part of the Expressway
Project and by opening up the economies of and increasing connectivity in
Western, Rift Valley and Central Kenya on the part of the Nairobi-Mau-Summit
Project.

146. During the FY 2019120, the Government constructed 1,489 Km of new
roads and rehabiiitated 35 Km of roads. Additionally, over the same period, the
Government constructed 15 bridges. Among other major projects that the
Government is undertahing is the construction of the Dongo Kundu Southem
Bypass, w-hich once complete will connect Mombasa and Kwale Counties.

147. Going forward, during the FY 2021122 to FY 2023124 period, the
Government has committed to construct 6,381 Km of roads tluough the
implementation of various prograrnmes and projects including the construction of
322Km of roads under the Hom of Afiica Gateway Development Project to boost
regional integration; construction of 4,045 Km under Low Volume Seal Road
Prograrnme to connect rnore agricultural areas; and the construction of 128 Km of
roads under the South Sudan Eastern Africa Regional Trade and Transport
Development Facilitation project. Other projects include: the construction of 649.5
Km of Mau Mau Road and the 84 Km of Kenol-Sagana-Marua Road. Further,
under the Economic Stimulus Programme, the Govemment is rehabilitating
damaged access roads and foot bridges in all major towns at a cost of Ksh 5.0
billion.

2.2.4.2 Rail, Marine and Air Transport

Standard Gauge Railway Line

148. The construction of the Standard Gauge Railway (SGR) has improved
passenger and cargo transport activities with most businesses currently
transporting their cargo from Mombasa to Nairobi and Naivasha via the SGR
reducing congestion in the roads. As at August2}2},Madaraka Express had ferried
about 9.9 million cargo tonnage and 4.3 million passengers. This has also led to
increased economic activities in other towns in the Rift Valley region such as
Naivasha, Mai Mahiu, Ongata Rongai, Ngong and Suswa.

Meter Gouge Railway

149. The Government is rehabilitating the old meter gauge railway to improve
interconnectivity and transport across the country. The recently launched Diesel
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Multiple Units and modemization of the Central Railway Station will ease road
traffic congestion and dramatically change the public transport in Nairobi and
across the Metropolitan Area. Other meter gauge railway that the Government is
rehabilitating are the Nairobi-Nanyuki railway to pave way for cheaper fuel and
the 216 Km Naivasha - Kisumu railway line that will connect to the recently
refirbished Kisumrr Port to enable ferrying of passengers and goods such as

fertilizer, cement, rice, edible oil, and spare parts, among others to Uganda,
Rwanda, Burundi and Democratic Republic of Congo on sliips via Lake Victoria.
The o',uerhaul of the Naivasha - Kisumu railway is being spearheaded b"v a multi-
agency team coordinated by the Kenya Defense Forces.

Airports

150. Air transport is one of the sectors that was adversely hit by the containment
measures put in place to prevent further spread of Covid-l9 Pandemic. Despite
this, the Government is committed towards making Kenya a strategic transport hub
in support of the'Big Four' Agenda. Already, the Government waived landing and
parking fees at ail airports in order to facilitate movement of cargo in and out of
Kenya.

151. The Gcvernment is also committed to repairing, expanding and
modernizing aviation facilities to maintain our competitive edge in the region.
Additionaliy, the Government is <ieveloping strategies to improve operational
efficiency of Kenya Ain'rays to ensure it rernains afloat. This wili enhance regional
integration and promote tourism and international trade which are key in
supporting the manufacturing pillar of the "Big Four" Agenda.

Seaports

152. The Government has continued to undertake massive investments in
various ports and harbours in the country. Through massive investment in Kilindini
harbour, the volume of cargo passing through the port has more than doubled. The
investment has created more than 8,000 indirect jobs. In addition, the Lamu Port
Berth-One is complete and is expected to begin fuII operation as a trans-shipment
hub for shipping lines and create job opportunities for Kenyans. The Government
is also in the final stages of installing the Likoni Floating Bridge, the first
automated floating bridge in Kenya, rvhich will help to decongest ferry transport
at the Likoni Channel in the context of Covid-19 safety concerns and beyond by
providirrg altemative safe pedestrian connectivity between Liwatoni on Mombasa
Island to Ras Bofu on the Likoni mainland side.

153. In a bid to harness inter-county transport and trade among East African
Countries around Lake Victoria, the Government has rehabilitated the Kisumu
Port. This rehabilitation will make Kisumu a regional and economic hub and La.ke

Victoria a crucial transport corridor in the shipment of cargo into and out of the
East Afiican region. Already, the new port is processing fuel products to Uganda.
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2.2.4.3 Adequate, Affordable and Reliable Energy Supply

154. The socio-economic status and the general well-being of society largely
depends on access to stable, rcliable and affordable energy supply. In this regard,
the Government is committed to ensure an efficient and reliable production,
transmission and distribution of af[ordable, clean and reliable energy. Further, the
programmes under the "Big Four" Agenda continue to benefit from this initiative.
First, lower cost energy is neeCed to support manufacturing and connect to all levei
3 and 4 health facilities to electricity through grid and off-grid solutions. Energy
has also been promoting the food and nutrition agenda by supporting the initiative
to enhance large scale food production and drive small holder productivity through
irrigation, value addition, connecting electricity to water points and livestock
holding grounds. With regards to affordable housing for all Kenyans, the energy
sectcr is boosting the initiative by supplying electricity to the housing units.

155. The last mile connectivity programme crossed the 7.2 million household
connections mark and the country is proceeding well towards the aspiration of
100% universal electricity access by 2022 from the c,,urent 75 percent access.
Going forward, the Govemment is set to boost power generation from the current
2,819IVIW to over 6,700 MW with major energy sources being geothermai, coal,
and wirid, solar and hydro. This will enable connection of an additional2.4 million
nerv households through the grid and off-grid solutions by the year 2022.In order
to achieve this, 3,082.9 km of additional transmission lines are set for construction,
setting up of 37 transmissions and 45 distribution substations to improve system
reliability and stability and reduce electricity losses.

156. In order to promote a24-how economy and enharrce security in designated
Eueas, 1 10,000 street lights have been set for instaliation and a further 3,003 public
facilities, including schools, trading centres, health centres, rvatcr points and
administrative offices will be connected to electricity.

2.2.4.4 Promoting the use of Information, Communication and Technology
(rcr)

157. Information, cornmunication and technology plays a big roie in today's
digital economy. Amidst the disruptions caused by Covid-19 Pandemic and most
people working from homes, ICT has taken center stage in driving activities in
other economic activities and as such it has shown great potential to increase
economic growth and improve the lir.es of Kenyans.

158. The Govemment takes cognizance of the critical role ICT and inncvation
play in overall national development. As such, the attainment of the "Big Four"
Agenda hinges on the country's ability to reap on the full potential of technological
advancement and innovations in ICT in the country. Going into the FY 2021122,
the Government is set to connect 27 level4 to level 6 health facilities in the country
contributing to the attainment of Universal Heaith Coverage. To leverage on these
gains, the Government has continued to make huge investments in ICT sector,
which has greatly improved access to Government services and enabled the
Kenyan youth access job opportunities outside Kenya. However, to ensure
Kenyans continue to enjoy these benefits, Government has increased access to ICT
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infrastructure and connectivity through the roll out of the Basic Voice
Infrastructure in 67 sub-locations in un-served areas.

159. To further improve access to information and e-government services, the
Govemment has established 135 Constituency Imovation Hubs across the country
to provide free Wi-Fi and internet acccss, digital devices and work spaces for use

by members of the public. This will facilitate the training and mentorship of youths
on access to online jobs, incubation of 15 technological innovations and training
and mentorship of 500 entrepreneurs under the rn'hite box programme. The
Government nill also recruit and train about 400 ICT graduates on high end skills
under the Presidential Digital Talent Programme. This u,ill provide more digital
job opportunities and promote yorrth empowennent, innovation and creativity
across ail corners of the country.

160. The Governrnent is also developing various ICT policies such as the

Huduma Nurnber Digital Integration Policy, Strategic Plan and the Digital
Economic Strategy to help maintain its leading position in ICT penetration. The
implementation of the Digital Literaoy Programme, expansion of the Second Phase

of the National Optic Fibre Backbone as well as the installation of the Internet
Based 4000 Network have played a major roie in achieving this milestone.

161. Further, the Governrnent will continue to deploy public digital TV
Broadcasting Infrastructure to achieve 100% national coverage from the current
92%o.The infrastructure will enhance universal access to TV broadcasting services
through the provision of affordable quality <iigital in-frastructure for bcth public and
private media houses including small and medium enterpdses. The Governrnent
will also frrralize the development of National Spectrum Policy and the Nationai
Film Policy to improve regulatoiy and business environment in the sector. Other
investments that the Government is committed to include the construction of the
KonzaTechnopolis Complex and the Konza Data Centre, the Smart City Facilities
Project arrd the completion of the Konza conference facilities.

2.2.5 Sectoral Transfornnation for Broad Based Sustainable Econornic
Growth

2.2.5.1 Environmental Conservation and Water S upply

162- Environmental conservation and sustainable access to water is essential for
sustained agricultural transformation, higher productivity and growth as well as

overall development. Towards this end, the Government has continued to prioritize
the sustainable exploitation, utilization, management and conservation of the
environment and protection of water catchment areas. As a result, an additional 1.5

million people have had access to clean, secure and adequate water. The
groundwater mapping for counties including that of lVlarsabit and Turkana has

provided practical groundwater maps, tools and information for the national and
County Governments and will help devolve functions of water and sewerage
provision for its people. Schools have also benefited from the connection to clean
water and construction of small dams for water storage.
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163. During the Covid-19 Pandemic, the Government in collaboration with other
agencies introduced initiatives intended to curb spread of the virus by
implementing 93 water projects in the informal settlements with the goai of
providing free water within Nairobi County. The water projects composed of
drilling and equipping new boreholes, rehabilitation of existing boreholes,
construction of elevated steel tanks and construction of water kiosks where an
additional 250,000 people benefited.

164. The Government has also developed policies and prograrnmes touching on
conservation and management of forests, wildlife resources, conservation of
catchment areas, management of water resources, and climate change. Plans are
ongoing to issue the first sovereign Green Bond to finance public projects that are
green (climal.e friendly).

165. Over the medium term, the Govemment will prioritize the implementation
of environmental conservation programs including tree planting and afforestation,
water harvesting, smart agriculture, investments in green energy (micro-hydro,
solar, bioma-ss) construction of mini dams, water pans and rehabilitation of existing
dams and water pans. As part of this process, the Government will undertake
various water catchment and conservation activities which will enhance access to
water; construct and rehabilitate water pans, roll out water harvesting and storage
in all public institutions throughout the cotrntry, and invest in mid-size dams to
store water for household and agricultural use. In particular, the Government also
construct mini dams like Oloyiangalani Dam in Kajiado County which will provide
water storage for household a.rrd domestic use, carr)/ out conservation activities like
Cherangany Watershed Conservation Programme, Integrated Ba-mboo
euvironmental conservation in Mau Forest, Ewaso Ng'iro North Conservation
Programme along the Ewaso Ng'iro riverine.

2.2.5.2 Stimulating Tourism Recovery, Sports, Culfure, and Arts

166. Sports, culture and heritage remains the cornerstone of ourtourism strategy.
Therefore, tourism transformation and its integration with promotion of commerce,
sports, culture and arts wiil be positioned as a key driver of inclusive growth and
employment creation. Great strides have been made to support these sub-sectors.
The Government has completeri the rehabilitation of the Nyayo Stadium wtth
sportsmen and women already enjoying state-of-the-art facilities at Kasarani
Stadium.

167. The tourism sector is one ofthe worst hit sectors by the Covid-l9 Pandemic
and the ensuing containment meiLsures. The massive cancellation of hotel bookings
prompted by lockdowns and travel bans imposed by various countries in an effort
to curb the spread ofthe virus, occasioned massive job and income losses by many
Kenyans directly and indirectly employed in the tourism sector.

168. To stimulate recovery of the tourism sector, the Govemment is scaling up
efforts to promote aggressive post Covid-I9 tourism marketing and providing
support for hotel refurbishment through soft loans to be channeled through the
Tourism Finance Corporation. This will continue to provide an enabling
environment for the sector to thrive in addition to marketing Kenya as a preferred
tourism destination. Furthermore, the sector is expected to recover gradually
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following the ease of travel restrictions, opening of intemational travel,
implementation of protocol for management of restaurants and eateries, execution
of Magical Kenya Tourism and Travel health and safety protocols and subsequent

'Safe Travels' Stamp endorsements and Safer Tourism Seal. Going forward and

building on the progress made thus far, the Government working, in partnership

r.vith key stakeholders, will, among other measures: contintte supporting the
development and performanoe of music, drama, and dance; exhibition of works of
art and crafts; and fostered discussions of matters of literacy, historical, scientific,
and education importance.

2.2.5.3 Sustainable Management of Land for Social-Economic Development

169. Land as a factor of production is critical to economic, social, political and

cultural development. Secure access to land, sustainable land use planning and

equitable distribution of land remain immensely important for food security,
employment creation and the socio-economic development of the c.ountry.

Towards this end, the Government has continued to develop and implement
policies an.l programs to guide iand use, access to land title, securilv of tenurc, and

deveiopmerit of a transparent and secure land registration system.

170. The Government wili also continue to strengthen implementafion of
National Spatial Plan (NSP) and National Land Use Policy O{LUP). conshuct and

renovate more land offices, digitize land records, enhance land sun'ey by
de'reloping topographical and thematic maps and geo-referencing land parcels,

develop a policy framework for pubiic land managcment strategy, and fast track
implementation of the Public Land Infonnation Management System (PLIM).

2.2.6 Expand Access to Quality Social Services

l7l. Investment in human capital is critical in driving inclusive economic
growth. For this reason, the Government strategically invests in human capital to
enhance knowledge and skills required to be competitive in the information age

and help realize the "Big Four" Agenda. The Government has been investing in all
social sectors leading to improvements in the country's human capital index as

shown by the 2020 World Ba* Human Capital Index where Kenya ranked second

in Africa and 94th globally.

172. The Government has also prioritized human capital developrnent by
investing in quality and relevant education including revamping the Technicai and

Vocational Education and Training (TVET) sub sector. Coupled with creating a
strong manufacturing base, these investments will create a roacimap to achieving
the "Big Four" Agenda and lead to the country's prosperity. The Government is

also scaling up social safetv nets to promote the wellness of vulnerable members

of the society.

2.2.6.1Quality and Relevant Education for all Kenyans

173. Despite the negative effects of Covid-l9 Pandemic and the ensuing

containment measures, the education sector remains an important enabler in
achieving the "Big Fcur". To protect livelihoods supported by the education sector

during the Pandemic period, the Govemment hired 10,000 teacher interns under
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the Economic Stimulus Programme. The Govemment also committed an additional
Ksh 4.0 billion for supporting local artisans and builder's businesses through the
purchase of 250,000 locally fabricated desks and construction of additional
classrooms for secondary schools.

174. To protect, nurture and mould our young children into responsible citizens,
the Government has continued to institute far-reaching reforms within the
education sector. Early 2019, the roll-out of the Competency Based Curriculum
commenced which has been fully embraced by all stakeholders in the educatioir
sectcr. This is a fit-for-purpose, fit for context curriculum that aims to equip our
leamers with the current and emerging industrial needs. As at the end of 2019
calendar )/ear, a textbook to pupil ratio of l:l for grades 1 through to 3 had been
achieved.

175. The Government continues to make sustained investments in the education
sector. This has increased access to quality basic education and improved the
outcomes of our public schools as seen in high literacy level rankings among peer
nations. In particular, Kenya has the highest rate of primary-16-secondary school
transition, which is currently close to 100 percent. Moreover, the huge investments
in education have increased enrolment in both lower and higher institr:tions of
learning. The Government has also developed skills development policy and
prograrnmc that bridge the gap between skills and industry needs, increasing
prcductiviry of graduates as r,r,ell as stimulation of employment, mobilit-v and
creation.

176. Going forward, the Government wiil continue to prioritize the eriucation
sector and allocate resources to enhance access to basic and higher education, skiils
development and training, teacher recruitment, and infrastructure development as
well as construction and equipping of technical institutions.

2.2.6.2 Strengthening the Social Safety Nets

177. As the economy continues to expand. the Government continues to scale
up resources to cushion the vulnerable members of the society under the Social
Safety Nets Programmes (Inua Jamii) iricluding the Kenya Hunger Safety Net
Programme and the National Council for Persons Living with Disabilities Fund.
During the Covid-l9 Pandemic period, the Government has implementeci a range
of measwes including injection of cash and provision of additional disposable
incomes to the people and businesses providing the much needed relief to the
economy and cushioning the,y'ulnerable in the society.

178. To further cushion the vulnerable in the society, progress has been made in
peace building and establishment of early warning information sharing initiatives
in ASAL counties. With the rapid change in climate and global wailning, Kenya
and other Intergovemmental Authority on Development (GAD) member states
have committed themselves to ending drought emergencies in the region.

179. Going forward, the Government is in the process of developing a financing
plan for the Hunger Safety Net Programme. The adoption ofthe financing plan will
bring additional financial resources to the Programme. Further the Government
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targets to establish institutional framework for coordination of social protection in
the country.

2.2.6.3 Empowering Youth and Women for Employment Creation

180. The most pressing challenge in today's society is lack of jobs for the
Kenyan youth. In fulfillment of the "Big four" youth empowerment is an important
component. Through the Kenya Youth Development Policy 20l9,the Govenment
targets to provide empowerrnent opporfunities to turcmployed youths, in addition
to access to services and support prograrnmes.

181. The Government also continues to allocate funds in the dilferent youth
empowerment programs including Youth Enterprise Development Frind (YEDF),
the Women Enterprise Funci (WEF), Uwezo Fund and Youth Empowerment
Centres (YECs), which have been consolidated to enhance their efficiency. The
outbreak of the Covid-l9 Pandemic has exacerbated the need for loans with an
increase in loan disbursements by 46 percent. In addition, and in a bid to cushion
unemployecl youth from the adverse effect of the Covid-l9 Pandemic the
Govemment committed Ksh 10 billion through the "Kazi Mtaani" Programme
.which is currently employing youths across the country,

182. The youth have been involved in implementation of the "Big Four" in
different pillars. On food security 860,000 youths are engaged in different
agricultural activities including rabbit farming, poultry, and pig among others. In
Manufacturing, the youth have been engaged in the establishment of 5000 cottage
industries and linked to industrial development centers. On affordable housing,
20,0A0 you'rhs have been trained on affordable housing technologies, 400,000 on
affordable housing job opporlunities and 31,304 trained on affordable housing
construction skills. Finally. 201,000 youth have access to youth friendly health care

with a further 150,000 engaged as community-based youth ambassadors of UHC.

183. Going forward, the Government is leveraging on partnerships with
businesses and other prirrate organrzations to create opportr-rnities for the youth
."tnough internships, apprenticeships, mentorship and entrepreneurship tlircugh
programs such as the Ajira Digital Program and Presidential Digital Talent. The
Govemment will also continue to commit resorrces to the Kenya Youth
Oppornrnities and Employment Program which seeks to develop skills and create
employment for youth.

2.2.7 Enhancing Service Delivery through Devolution

184. The National Government has continued to render its support to the County
Governments to ensure that devolution succeeds as envisaged in the Kenyan
constitution. Since t"Y 2013114, the National Government has provided sufficient
funds to the County Governments to ensure continuous provision of services at the
county level. In total for the period FY 20l3ll4 to FY 2A19D0, Kshs 2.0 trillion
has been transferred to the 47 County Govemments. From this cumulative amount,
County Governments received 91.3 percent as equitable share and 4.0 percent as

Govemment of Kenya - funded conditional allocations out of which 0.4 percent
was channelled to Covid-19 responses. Further, County Governments received a
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total of Ksh 39.1 billion from proceeds of loans and grants from development
partners.

185. County Governments have received conditional grants from the National
Government which has enabled them to implement various projects and
prograrnmes for equitable and sustainable development. During the FY 201912020,
Counties received a total of Ksh 5.76 billion as allocation to the Equalisation Fund
in line with Article204 of the Constitution. In addition to this, the World Bank's
Kenya Devolution Support Programme (KDSP Level I) received Ksh 1.4 billion
while the Danida Covid-l9 Support of Level II and III Hospitals received 502
million to help in the fight against Covid-l9 Pandemic. Other progrzunmes such as

Kenya Urban Support Program (KUSP) received Ksh 8.5 billion to support
counties in financing infrastructure in urban areas while Ksh 563 million was
channelled to Water and Sanitation Development Project (WSDP) to assist
counties improve water supply and sanitation services. The Government'rvill also
implement phase II of Kenya Informal Settlement Improvement Project (zuSIP II)
with the support from the World Bank Group in participating counties. The project
rvill improve access to basic services through upgrading infrastrucfure, land tenure
regularization and strengthening institutional capacity in identifieci informal
settlements.

186. Implementationof The National Policy to Support Enhancement of County
Governnrcnts' Own-Source Revenae is expected to address challenges aro'und OSR
collection and administration faced by the county govemments. Moreover,
implementation of an integrated revenue management system will eliminate
leakages, high oosts of collecting revenues by counties and address OSR collection
and administration challenges facing county governments. Further, plans are
underway to develop principal laws which anchor county revenue measwes in line
with Article 210(1) of the constitution.

187. On the Big Four agenda, both the National Government and County
Governments have made significant strides towards achieving the agenda. For
instance, the National Government has partnered with County Governments to
make agreement on extending the housing project whereby the county
Governments will provide land while the National Government will provide the
required infrastructure inform of power, water and roads. To foster manufacturing
sector, County Governments have prioritized value addition with Makueni County
developing a second tiuit processing plant in Kalamba while Nyandarua County is
in the process of developing a potato processing plant. On health care, fourteen
counties have expanded their health infrastructure by adding maternity wings,
increasing human resource and equipment. This ensures availability of health
services at the grassroots level leading to improvement in the wellbeing of Kenyans
as well as helping County Governments in the fight against Covid-i9 Pandemic.

188. The National Treasury continues to fulfil its mandate in accordance with
PFM Act, 20l2by assisting County Governments build their capacity for efficient,
effective and transparent financial management. This has been achieved through
conducting trainings which put more emphasis on vote book and budgetary
controls to curtail spending at source and ensure that spending is within approved
budget.
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2.2.8 Entrenching Structural Reforms to Facilitate Business and
Employment Growth

2.2.8.1Strengthening Governance and the Fight against Corruption

189. The Govemment remains committed in eliminating comrption wirich
inhibit Kenya's economic growth and development through loss of funds. in this
respect, the Govemment has stepped its efforts in the fight against comrption
through implementing a raft of measures that strengthens accountability at all
stages of the public finance management cycle. To effectively and efficiently
manage public resources, reforms have been undertaken by the Govenrment
towards improving the Public Procurement and Disposal system. Towards this end,
the Executive Order No 2 of 2018 requiring State Agencies to make public the
details of all Govemment tenders continue to be effected at all levels of
Government, thus eliminating secrecy which facilitates comrption.

190. Moreover, in recognition of the critical role played by institutions mandated
to fight comrption. the Govemment has progressively increased allocations to
these institutions such as the Office of the Director of Public Prosecutioiis, the
Office of the Auditor General, the Ethics and Anti-Comrption Commission, the
Assets Recovery Agency, the Criminal Investigations Services and the Firrencial
Reporting Centre. l'his is to enable them to work seamless together in develcping
and promoting standards anci best practices in ethics and anti-comrption which will
increase efficiency in the fight against comrption as well as recovery of the
comrptly acquired assets.

191. To enhance access to justice, the Government expanded physical
infrastructure including establishment of rnobile courts, automation of court
processes and digitization of judicial systems, adoption of virtual courts,
entrenchment of altenrative dispute resoluticn initiatives such as mediation,
arbitration and traditional justice systems, cleaiance of case backlog and
improvement in case management in courts.

2.2.8.2 Deepening Public Financial Management Reforms

I92. In its etTort to ensure efficiency and effectiveness of public spending, the
Government will continue to strengthen expenditue control through necessar,v
fiscal measures and prudent public financial management reforms. To facilitate the
attainment of the "Big Four" Agenda priority projects, the Government will focus
on implementation and completion of ongoing priority projects and programmes
as set out in the Agenda. As a measure of accountability, the Government will
adhere to strict project timelines and budgets through ground inspection of projects
and robust public engagements. This will enable redirecting of resources to other
fundamental and critical sectors of the economy with the Manufacturing, Universal
Health Coverage, Food security and Affordable Housing projects being accorded
priority consideration. In addition, to strengthen the implementation of the pubiic
investment projects in the country, the National Treasury issued the Public
Investment Management (PIM) Guidelines Circular Nc. 1612019 in January 2A20
to provide a standard framework for the management of public investments.
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Compliance with PIM Guidelines is being sought when planning, appraising,
approving and budgeting for all new projects.

193. The Covid-I9 crisis presents an opportunity to reprogram and rationalize
the stalled stock of projects and enhance compliance with PIM Guidelines
appraisal process for the new projects. A comprehensive Nation-wide project stock
taking baseline has been concluded. This is meant to consolidate all public
investment projects data in a centralized system with the aim of carrying out a
thorough analysis to help identification of projects which qualify for re-appraisal,
re-prioritization, and rationalization. This contributes to fiscal consolidation
attainment as rationalization / cancellation of even a third of the stalled projects
could yield up to 1.5 percent of the GDP in fiscal savings.

194. To ensure a standardized systematic mechanism for regularly monitoring,
flagging and declaring the offrcial status of projects across all MDAs the PIM Unit
is developing a Manual for Economic Project Appraisal and also a Manual for
Ivlonitoring and Evaluation of Projeots

2.2.8.3 Fostering Financial Sector Developments and Reforms

195. The Government remains committed in developing the financial sector by
implementing a raft of measures and refbrms to boost her performance and ease

access to foreign trading. To strenglhen the financial sector reforms, the
Govenrment is fast-tracking fulI operationalization of the Nairobi Intemational
Financial Centre OIIFC) which is a key Vision 2030 flagship project. Towards this
end, the Government has instituted a Board of Directors that will oversee the
operations of the NIFC Autliority. The Government is also finalizing the NIFC
Regulations to implement the NIFC Act. Once operational, the NIFC will create
an improved business envilonment, making it easier and more attractive to conduct
financial services and related activities in Kenya. This will increase flow of
investments and private capital for financing development and create new
financing options for Kenyan businesses.

196. The banking sector is stable and resilient, as it supports the economy
through the Covid-l9 Pandemic by continued provision of financial services and
support to borrovrers. The resilience of the sector is anchored on reforms in the last
five years by the Centrai Rank of Kenya (CBK). Additionally, the need to build
resilience and exploit emerging opportunities has led to increased consolidations
and combinations among several banks. As the banking sector supports the
economy during the pandemic, it remains on track towards realizing the vision
outlined in CBK's Banking Sector Charter of a banking sector that works for and
with Kenyans. The Charter is anchored on four pillars, namely adoption of
customer-centric business models, risk-based credit-pricing, transparency and
ethical banking. CBK will continue with the focus of building a resilient banking
sector that will support Kenya's post-pandemic recovery.

197. To support the banking sector during the Covid-l9 Pandemic. the CBK
implemented a number of measures. The measures including loan restrucr.rring and
lowering the cash reserve ratio (CRR) were:
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o Total loans amounting to Ksh 1.63 trillion have been restructured (54.2 percent

of the total banking sector loan trook of Ksh 3.0 trillion) by the end of
December 2020, in line with the emergency measures announced by CBK on
March 18 to provide relief to borrowers. Of this, personal and household loans
amounting to Ksh 333.0 billion (39.6 percent of the gross loans to this sector)
have had their repayment period extended. For other sectors, a total of Ksh 1.29

trillion had been restructured marnly to trade (.21.3 percent). manufacturing
(20.4 percent), real estate (1.5.4 oercent) and agriculture (12.4 percent). These
measures have continued to provide the intended relief to borrowers.

c A total of Ksh 35.2 billion was released by the lo'wering of the CRR in March
out which Ksh 32.6 billion (92.7 pcrcent) was used to support lending,
especially to the tourism, trade and transport and communication, real estate,

manufacturing and agriculture sectors.

198. To further ensure stability of Kenya's financial sector inthe wake of global
and domestic financial markets uncertainties; trade and political tensions;
comrption" money laundering and rapid adoption of financial technology and
innovations, the Goverxnent through the CBK continues to closely monitor and
regulate the commercial banking sector in order to ensure sound risk management
decisions are made and fraudulent activities are tamed. This has been achieved
through consolidation by way of mergers and accluisitions and leveraging on
financial technology.

199. To promote development of a robust, and efficient capital market, the
Government continues to gear up its efforts in products diversification and

innovativeness in the capital markets. A key initiative is the ongoing development
of a regulatory framevrork to provide oversight of private equity and venture capital
fimds licensed by the Capital Markets Authority. This is expected to increase
investment by pension schemes and other contractual savings in private equity
fi.mds an<i venture capital funds licenseci by the Capital Markets Authority.
Additionally, the Govemment will continue to fast-track implementation of
liquidity enhancing mechanisms with a view to ensuring that domestic capital
markets remain attractive to local as well as foreign investors.

200. To pave way for a rnodernized pension inanagernent system that will
guarantee smooth transition of retirees from a monthly salary cheque to a monthly
pension payment, the Nationai Treasury is re-engineering and upgrading the
pensions system in order to clear all pension payment backlogs. Further, the
Government is also developing a National Retirement Benefits Policy that will
harmonize all the pensions' laws. This will strengthen the legal and regulatory
framework to achieve comprehensive pension coverage across the formal and
informal sectors and better protect the interests of beneficiaries and rights of
pension contributors. To enhance pension coverage to the informal sector, the
Governmerrt intends to establish a national micro-pension scheme, within a

sustainable modei that combines long-term saving with pressing short term needs

that will be open to all the lnformal Sector workers. The scheme will leverage on
technology to provide an affordable low-cost pension product at high effrciency.

201. To improve access and inclusivity of insurance products and services in
Kenya, the Govemment is in the process of developing aNational lnsurance Policy
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that will strengthen policy, legal and the regulatory environment of insurance
products and services in Kenya. Other recent reforms in the instrance sector
include: adoption and implementation of risk-based capital, Regulations on
investment management, operationalization of a regulatory sandbox framework,
and adoption of consumer centric policies.

202. To enhance access to credit, the Government through the Economic
Stimulus Programme has de-risked lending to MSMEs by operationalizing the
Credit Guarantee Scheme. Towards this end, the Government has amendeci the
Public Finance Management Act 2012 throtgh the Public Finance Management
(Amendment) Q.{o. 2) Act,2020 to empower the Cabinet Secretary for the National
Treasury to establish a credit guarantee scheme to guarantee credit extended to
MSMEs. Further the Public Finance Management (Credit Guarantee Scheme)
Regulations,2020 have been published. The regulations prescribe the operation of
the Scheme. The National Treasury has since rolled out the Scheme following the
execution of Credit Guarantee Scheme Agreement with Seven Commercial Banks
that were competitively selected to implement the Scheme. The rollout of the
Scheme is expected to support MSMEs rvho have been heaviiy impacted by Covid-
i9 Pandemic in accessing finance.

203. To ensure compliance with the international standards on Anti-Money
Laundering and Combating the Financing of Terrorism (AML/CFT), the
Government will engage Eastem and Southem Africa Anti-Money Laundering
Group (ESAAMLG) to undertake the second mutual evaluation this year. The
evaluation covers a wide range of issues including examining the AML/CFT legal
and supervisory framew'ork for various sectors considered l'ulnerable to money
lauridering threats. Kenya was t-rrst evaluated on its AMLICFT regime in 2010, and
the report revealed significant deficiencies, including the absence of legislation on
terrorism financing and non-designation of lawyers as reporting entities.

204. To cement Kenya's established lead in digital finance, the Governrnent is
fast-tracking the creation of a "Digital Finance Grid" to provide financial sclutions
across all parts of the economy. In line with the aspiration of the Vision 2030, the
Government will play a coordinating function to ensure that its aims of creating an
open digital system enabling downstream competition are achieved. Six key
aspects of infrastructure v,{ll be addressed: (i) the development of digital identities,
(ii) open data interchange; (iii) real-time money transfer through full
interoperability; (iv) cash digital interface; (v) national payment addressing
system; and (vi) payments interface. The digitizing of all remaining Government
payments will provide a market impetus to support these developments, facilitate
e-commerce and efficient delivery of public services.

205. To ensure protection to the consumers' perpetual right to property, the
Govemment through the Unclaimed Financial Assets Authority (UFAA) seeks to
develop a comprehensive National Policy on unclaimed financial assets. The
policy will ensure good governance practices, improved access to justice and
recovery of comrptly acquired asset.
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III. BUDGET FOR FY 2O2Il22 AND THE MEDIUM
TERM

3.1 Fiscal Framework Summary

206. The FY202ll22 andthe medium term budget framework will continue with
the fiscal consolidation policy critical to strengthen the debt sustainability position.

With the fiscal consoiidation strategy, MDAs will be encouraged to adopt

efficiency in allocation of resources and ensure value for money by promoting
sustainability and affordability. In addition, the Government will ensure efficiency
not only in tax administration but also in how tax revenues are utilized

207. The fiscal framework for the FY202ll22 and the medium term budget is

based on the Government's policy priorities and macroeconomic policy framework
set out in Chapter I and Chapter II.

Revenue Projections

208. In the FY 2021122 revenue coiiection including Appropriation-in-Aid
(A.i.A) is projected to inc.rease to Ksh 2,033.9 billion (16.4 percent of GDP) up

frcrm the estimated Ksh 1,849.2 billion (16.6 percent of GDP) in the FY 2A20Dl.
Revenue performance will be underpinned by the on-going reforms in tax policy
and revenue administration. Ordinary revenues will amount to Ksh 1,775.6 billion
(14.3 percent of GDP) in FY 2021122 from the estimateri Ksh 1,594.0 billion (14.3

percent of GDP) in FY 2020121.

Expenditure Projections

209. While the Government expenditure as a share of GDP for FY 2021122 is

projected to decline to 24.3 percent, the overall nominal expenditure and net

iending is projected at Ksh 3,010.0 billion from an estimated Ksh 2,854.5 billion
(25.6 percent of GDP) in the FY 2020121 budget. The expenditures comprise of
recurrent of Ksh 1,986.0 billion (16.0 percent of GDP) and development of Ksh
609.i billion(4.9 percent of GDP).

Deficit Financing

210. Reflecting the projected expenditures and revenues, the fiscal deficit
(including grants), is projected at Ksh 930.0 billion (7.5 percent of GDP) in FY
202L122 against the estimated overall fiscal balance of Ksh 966.6 billion (8.7

percent of GDP) in FY 2020121.

211. The fiscal <ieficit in FY 2021122, wili be financed by net external financing
of Ksh 267.2 billion (2.2 percefi of GDP), and net domestic borrowiirg of Ksh
662.8 billion (5.3 percent of GDP).

3.2 FY202ll22 and Medium-Term Budget Priorities

212. The Government is committed to implementing priority programmes under

the IvITP III to achieve the aspirations of Kenyans as outlined in the Vision 2030

lvhile taking into account the need to optimize use of taxes and other resources

during the period.
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213. The Govemment will in this regard develop a framework for better quality
services based on strong links between resources, budgeting, monitoring and clear
expectations for delivering planned outcomes.

214. Whilst consolidating earlier gains, the N{ediurrr-Term Budget for 2021122

- 2023124 will primarily focus on priority prograrnmes aimed at economic
recovery and achieving the o'Big Four" Agenda. These priorities notwithstanciing,
the Govemment will strive to ensure that public spending leads to high quality
outcomes within a sustainable and affordable framework

215. In this regard, spending will be directed towards the most critical needs of
the country with the aim of achieving quality outputs and outcomes with existing
or lor,ver level of resolrces. Further the Govemment will ensure MDAs request for
resources are realistic and take into account the resource constraints, in light ofthe
fi scal consoliCation policy.

3.3 Budgetary Ailocations for the FY2021.122 and the Medium-
Term

216. The bucigetaqv allocations to the three arms of Government including
sharable revenues to County Governments is summarizedtnTableT:

Table 7: Summary Budget Allocations lbr the Fy202ll22 - 2023124 (Ksh
illillion)
Table 3.1:

Share in the Totd

Notesr,

'Cortsolidatecl Futtd Sentices(CFS)is corrtposed ofdornestic interest,foreign interest and pensiort
'*Countlr Goventntent allocatiott is composed of sharable allocation
+rt The Net provision lor Nairobi Metropolitan is assurned in the figures for the Coungr Sharable

Source of Data: National Treasury

Allocation Baseline Ceilings

217. The baseline estimates reflect the current ministerial spending levels in
sector prograrnmes. In the recurrent expenditure category, non-discretionary

2

1.0

.0

Financial Years
APPr-Oveq
Original
Budset BPS Proiection

s/No. Details

2020/zr. 2(J21t22 2022t23 zo23i24
National Government 1,871.648.0 1.950.377.7 2.0473A7-2 2.17 7 _4-05-9

Executive t.8t6-312.) 1.891.576.3 L949.444.9 2.1t2.557.9
Parliament 37.306.0 37.842.7 38.S35.7 39,207.6
ludiciarv 17.999.8 17.918.3 19.006.7 19.640.5

Consolidated Fund Sen ices 586,+68.5 697.623.5 796.A92.9 463.577.O
t-o Counw- Government 316.500.O 370.OOO-O 370.000.0 375.000.0

Tota1..................-Kshs. 2.774.616-6 3.O18.OO1-3 3-214-2AO-1 3.409.9A2-9

Gover:rment 67 63.763.7
Exeflrtive 65.5 62.A 61.9 62.O
Parliament 1.3 1.3 1.2 1.1
Judician' 0.6 o.6 0.6 0.6

Consolidated Fund Senices 21.1 23.r 21.4 25.3
Countv Government 11.4 12.3 1r.S 11.0

52

stcR[I
2021 Budget Policy Statement



$ECRTI
expenditures take first charge. These include payment of public debts and interest
therein, salaries for Constitutional office holders and pensions.

218. Development expenditures have been allocated on the basis of the flagship
projects in Vision 2030, the "Big Four" Agenda, Post Covid -19 Econornic
Recovery Strategy and the MTP III priorities. The following criteria was used in
apportioning capital budget:

a. On-going projects: emphasis 'was given to completion of on-going capital
projects and in particular infrastructure projects with high impact on
poverfy reduction, equity and employment creation;

b. Counterpart funds: priority was also given to adequate allocations for
donor courterpart funds which is the portion that the Govemment must
finance in support of the projects finatrced by development partners;

c. Post-Covid l9 Recovery: Consideration,*'as further given to interventions
supporting Post-Covid 19 recovery; and

d. Strategic policy interventions: fi,rther priority was given to policy
interyentions covering the entire nation, regional integration, social equity
and environmental conservation.

Criteria for Resource Allocation

219. The FY202il22 Medium-Term Rudget will be finalized after
Pariiamentary approval, and thorough scrutiny to curtail spending cn non-
productive areas and ensure resources are directed to priorifv programmes. The
follc-''wing criteria will seru.'e as a guide for allocating resources:

i. Linkage of Programrnes to Post-Covid-l9 Economic Stimulus Programme
(PC-ESP);

ii. Linkage of Programmes to the 'Big Four' Plan either as drivers or enablers;

iii. Linkage of the programme with the objectives of Third Medium-Term Plarr

of Vision 2030;
iv. Degree to which the prcgramme is addressing the core mandate of the

MDAs;
v. Cost etfectiveness and sustainability of the progralnme;

vi. Requirements for furtherance and implementation of the Constitution; and

vii. Meeting debt service obligations as a first charge.

220. Detailed budgets will be scrutinized and should a<iditional resources

become available in the process of firming up the resource envelope, the

Govemment will redirect them to inadequately frurded strategic priorities.

3.4 Details of Sector Priorities

221 . The medium-term budget framework for 2021122 - 2023124 has taken into
account the need to ensure that resource allocation is aligned to prioritized
programmes in the MTP III. In particular, the budget framework has focused on
the "Big Four" Agenda, Post Covid-I9 Economic Recovery Strategy and the

strategic policy initiatives of the Government to accelerate growth, employment
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creation and poverty reduction. Table 8 provides the projected baseline ceilings
for the FY202ll22 and the medium-tenn, classified by sector.

Table 8: Summary of Budget Allocations for the FY2021122 - 2023124 (Ksh
Million)

Approved

Estimates BPS 96Share In Total ilinisterial

Source of Data: National Treasury

Agriculture Rural and Urban Development (Arud) Sector

222. The sector contribution to GDP, agriculture accounted for 33.60/o valued at

Ksh2.743 trillion in2017,32.8% valued at Ksh 2.917 trillion in 2018 arrd32.8%o

valued at Kshs. 3.200 trillion in2019. Other achievements were on land sector

reforms where 1,238,623 title deeds were issued, land records for Nairobi digitized;
land value index in 18 counties completed; surveyed and maintained L,099

Budget

Code

0r0

020

030

010

050

080

090

0100

2021

SECNEI

2020izt zt21l22 20221!3 2023t24 2022t23 2023i24202Allt 202U22

iGRICULTURE, RUR,{L & URBAN DEVELOPMENT

IIRUD] Sub Tohl 63236.4 70.446J 63,865.3 56,817,2 3J 3.2 3.0 2.6

20.275.4 21A16.1Rr_Gros 25,11t.6 26,ffg2 l3 1.9 1.9 i.9

hv Gmss 42.961.0 38.393.7 30.128.045,620.0 6.8 6.9
q(

3.9

E}iERCY, INFUSTRUC'IURE AliD ICI Sub Tobl 362.769.1 33*.777.+ 357131.2 .102.805.8 19.2 17.0 t7i 18.1

Rec Gross 92,35r.0 8i 759.4 90.i36.5 9.t.504.8 7.4 6.56.7 6.6

Dev Gross 270,{18.r 247,0r&0 266,914.7 308.301.0 *2.? 37.5 38.i 40,{

OENERil, ECONOMIC.$ID COII}IERCITLAFFilRS

tGECr) $ub Tobl 27s062 23391.7 22.7*t3 23301.0 1.5 l) 1.1 1.1

Rec Gross 16,t.t+.2 16,828.0 17,1190 17.285.0 t.3 1.3 1.2 t.2

Dev Grms r1,i62.0 6,553.i 5,622.3 6,015.0 1.9 I.0 0.8 0.8

IIL{I,TH Sub Tolal m,702.7 fll,572J 109,827.0 i15J56.u 5.9 5.7 5.3 53

Rec Gms 64.450.? 55,059.S 65.887.0 5.1 5,0 1.9 4.969,330.0

Dev Gros 4l,252.0 41513.2 41,94.0.0 46,0t6.0 7S i.2 6.2 6.0

Sub TohlEDUCATiOI{ 505,101.2 508,589.1 s2t,757.0 537,191.0 263 25.9 25.3 24.6

Rrc Gross 481.157.6 487.7r1.0 s03.925n 5t7,,129.0 38.4 3ii 35.i 36J

Dev Gross 23,933.5 20.8i8.1 1i.832.0 33 3.2 2.619,76L0 2.6

G,]VERIiT]iCE, IUfiICE. L{IVA}iD ORDER 16ILOl Sub Tobl t97,79*.7 2t6.223.5 227.994.2 219.356.6 10.5 11.0 10.011.0

Rec Gros 186,87{.8 205,531.9 2t7,771.8 206,690.6 14,9 15.7 i5.9 145

Dev 6mss 10,919.9 10,691.6 10,222.+ 12,666.0 t.7 1.6 1.5 1.1

PUBUC ADMINISTRTTI0x- A.l(D i,\Ti zuiATI Cl{Al

RruTroNs 0ilR) Sub Toral 289,312.8 356,623.0 383379.7 {24.594.8 153 18.1 18.6 19.4

Rer Gmss 180,832.7 197i12.2 222,275.7 255,7+i.0 14.+ 15.1 16.2 18.0

Dev Gross 108.480.0 159.210.8 161.101.1 168,817.9 t7.t 24.2 23.3 22.1

T'.{TION.{I, SECURJIY Sub Tobl l5{.532.5 170.014.4 180.890.5 r96.813.9 9.08.2 8.6 8.8

Rec Oms r45,32+.0 155,93{.{ r51.922.4 110.163.9 11.6 12.0 ll.8 12.0

Dev Gross 9,208.6 13,080.0 18,968.1 26.080.0 1.5 2.0 2.7 3.4

SOCHT PROTECTION, CULTINE ,lID RICFf,dTION Sub Tohl 70,089.7 7t,316:t 73,450.2 75,718.4 3.7 3.5 3.6 3.5

lec Gmss 39.700.2 39,r34.3 39,107.8 39,117,8 3.2 3,0 2.8 2,8

Dev Gross 30.389.6 32.182.4 3{,3+2.4 36,300,6 4.8 1.9 5,0 4,8

ETVIRONiIIEI{T PROIECTION, IVATER TND

NTiURAI.RISOURCES Sob Tohl 105216.5 102336.7 12t,i65.0 r35J310 s6 5.2 5.9 6.2

Rr Gross 27.132.8 27.87r.026,556.0 26,!4t.0 2.2 2.0 2.0 1.8

Dev Gross 77,983.7 76.t84.1 93.894.0 109.488.0 123 11.5 13.6 14.3

ORAIID TOTAT Sub Tohl 1.887.661.9 1,966392.0 2.063.401.2 2.187.419.8 100.0 100.0 100.0 100.0

Rec Gross 1,254,353.4 r,307,153.{ 1.373.137.6 1.423.8053 56.5 66.5 55.5 55.1

Derr Gross 533,308.5 658,938.6 690,263.6 763,51{.5 JJ.) 33J 33.5 3{.9
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boundary pillars covering 190 kms along international boundaries, geo-referenced

166,389 land parcels; 26,79I households were settled; and 8 maritime maps

developed.

223. On livestock a:rd agriculture, 2,305,636 straws of semen produced;

supported livestock insurance cover for 90,060 Tropical Livestock Units (TLU)

annually; 350 milk bulking and cooling equipment was installed; 117.78 rnillion
doses of assorted livestock vaccines produced; 771,923 litres of liquid nitrogen

distributed; suppressed tsetse fly population from 100 Fly per Trap Per day (FTD)

to 0.01 FTD: availed325,040litres ofpesticides for control oftrans-boundary pests

and 165 MT of aflasafe for aflatoxin management in 28 counties; develcped 1,346

Ha small-scale irrigation infrastructure in 6 Counties; rolled out crop insurance in
33 counties covering 1,247,775 farmers, and 40,599 farmers compensated

amounting to Kshs. 254 million; subsidized 1,92,650 MT of fertilizer benefitting

667,600 farmers, enrolled 71,678 smallhoider farmers under the e-voucher input

access systein.

224. In regard to fisheies and blue economy development, Kenya Fisheries

Industries Corporation and the Liwatoni Fishing Port were gazetted; improved

local strain of tilapia rvas developed; developed one and refurbished four fish

landing sites in coastal region; constructed fish quality control laboratories and

national aquaculttue resource centre; Blue Pages for the Coast and Lake Victoria
regiorrs developed; and Offshcre Patrol Vessel procured.

225. To promote cooperatives, Kenya Planters Co-operative Union Limited
restructured to administer the Coffee Cherry Advance Revolving Fund with seed

capital of Kshs. 3 billion; modernized Ne'w KCC to increase its processing capacity

from 350,000 to 720,000 litres of milk per day and stabilize farm gate milk price

eamings at between Kshs 25 to Kshs 38; increased co-operative savings from Ksh

637 billion in FY 20i6ll7 to Ksh 802 billion in FY 201912020.

226. In the MTEF period 202112022-202312024 the sector has prioritized l0
programmes that are intended to facilitate attainment of food nutrition and security.

The expected key outputs during this period include: Issuance of 1,350,000 title;
settlement of 39,000 landless households; digitization of land records in 68 land

offrces. In regard to livestock industry deveiopment,177 miilion doses of livestock

assorted vaccines will be produced; avail to farmers 2,035,000 straws of semen;

Install 4 Liquid Nitrogen plants in strategic sites; install 640 milk coolers. Crop

development and agricultural research expected outputs inchrde; increase maizc
production from 44.6 million (90 kgs) bags to 50 miliion bags and potato

production from 1.2 million MT to 1.9 million MT in 2023124 and rice production

from 128,000 ItdT to 170,000 MT; provide a 50oh subsidy crop insurance cover to

1.5 million farmers in 38 counties; expand land area under cotton production to

170,000 acres and avail 235 MT of seed annually to farmers; implement the
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Warehouse Receipt System Act 2019 as well as refrubishment of 20 rvarehouses

to stabilize commodity prices and food availability. In regard to fisheries and blue

economy development, aquaculture production will be raised from 12,356 MT to
84,551MT; marine fisheries production raise from 23,286 MT to 126,056 MT1'

inland fisheries productiou raised from99,458 MT to 185,964 MT; reduce post-

harvest fish loses by l0%; raise fish consumption from 4.6k9 to 10 kg per person

per year; and develop i 1 fish landing sites along Lake Victoria and Indian Ocean.

To promote cooperatives continued modernization and expansion of New KCC;
undertake coffee and textile industries reforms through co-operatives; strengthen

housing co-operatives in construction of affordable houses; and support

restructuring of transport co-operatives.

227. To actualize the expected outputs for the perioC 202112022-202312024, the
sector has been allocated recurrent budgct amounting to Kshs 24.4billion, Kshs.

25.5 billion and Kshs. 26.7 billion for the Financial Years 2021122,2022123 and

2023/24 respectively and development budget arnounting to Kshs. 45.6 billion,
Kshs. 38.4 billion and Kshs. 30.1 billion in Financial Years 2021/22,2022/23 arrd

2023 124, respectively.

Energy, Infrastructure and ICT

228. The Energy, Inliastructure and ICT' (EII) Sector plays a significant role as

a driver and an enabler in the implementation of the Big Four Action Plan. The

Sector aims at providing efficient, aftbrdable aird reliable infrastructure which is
critical for socic-economic transformation underscored in the Third Medium Tenn
Plan (MTP III) 2018-2022 of the Kenya Vision 2030.

229. During the previous MTEF period, the Sector made major achievements

which included: Construction of 4,703Km of new roads, maintained a total of
99,427 Km of roads, constnrcted Standard Gauge Railway (SGR) line Phase 24;
the Second Container Terminal at the Port of Mombasa and the Lamu Port; bilateral
agreements for maritime training with the Det Forenede Dampskibs-Selskab
(DFDS) Shipping Line of Denmark and the Maritime Administration of Peru were

concluded. Under affordable housing, 488 units rvere constructed in Park Road,

Nairobi; under Sustainable Neighbourhood Prograrnme (SNP), 462 housing trnits

in Mavoko, 240 housing units for National Police and Kenya Prison Services were

completed; 200 housing units were completed in Machakos while contruction of
220 housing in Embu and 200 housing units in Kiambu was ongoing under Civil
Servants Housing Scheme; i2 modern markets were completed (Uhur Business

Park in Kisumu, Karandani, Mwariro, Ngcng, Kikuyu, Kihara, Juja, Ruiru,Daraja
Mbili, Westlands and Buchifi.

230. In addition, 6 stalled govemment buildings were completed; 376 New
Government Buildings were designed, documented and supervised to completion;
6 ESP District Headquarters were constructed; three Jetties were
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constructed/rehabilitated (Shimoni Fisheries Jetty, Manda and Lamu Terminal
jetties) and 36 footbridges constructed across the country; The National ICT
policy finalized; 2,500KM National Optic Fibre Backbone Infrastnrcture OIOFBD
phase II Expansion connecting sub-counties, hospitals and police stations laid;

Konza Complex Phase I Offrce block completed; Commrmications and

Multimedia Appeals Tribunal established and operationalized; 165.4 MW of
electricity generation capacity from Olkaria V geothermal power plant was

completed, 3 10MW from Lake Turkana wind power plant and 50MW from Garissa

solar power plant installed; customer ccnnections to electricity increased by

1,522.858; Early Oii Piiot Scheme project commissioned with a total of 419,076

Barrels of Early Oil delivered to KPRL storage terminal and tire first crude oil
exportation was accomplished.

231. The Sector's Major Planned outputs during 2.021122-2023/24IvITEF Period

include: Constructionof 6,462 kms of newroads and maintenance of 10E,146 kms,

rehabilitation of airstrips; construction anC operationalization oi the First Three

Berths at Lamu Port; development of Dongo Kundu Special Economic Zone;

development of the Ship buildingirepair yard in Kisurnu; Maritime Education and

Training (MET) Support Programme; develop and maintain Maritime Information

S;rstem. In addition, under affordable housing, the sector targets to construct

725,965 af[ordable homes; complete construction of 2,032 housing units for
National Police and Prisons Services; complete construction of 1,770 housing

under Civil Servants Housing Scheme; and complete 16 stalied governrnent

buiidings; construction of 13 modern markets across the country; design, document

and su-pervise to completion Big Four projects; construction of 76 kilometres BRT
Ianes, 50 stations and 2 park and ride facilities; complete 5 County Government

Headcluarters, construct 200 footbridges across the country, construct 7,700 meters

of Seawali; implement the Presidential Digital talent initiative and Konza Data

Centre and Smart City Project; maintain and rehabilitate NOFBI cable; construct

KIMC Eldoret Carnpus; generate 62.82\lW from geothermal resources; drill 15

geothermal md 2A coal exploration wells; test 45,000 samples of petroleum

products for adulteration; prcmote LPG uptake through Mwananchi Gas Project

among others.

232. In the FY 2021122-2023124 MTEF Period the programmes have been

allocated a total Ksh. 334.6 billion, Ksh. 357.7 biliion and Ksh. 402.8 billion in
financial years2021122,2022123 ard2023124 respectively. This comprises of Ksh

87.8 billion, Ksh 90.8 billion and Ksh 94.5 biliion for recurrent expenditure and

Ksh 246.8 billion, Ksh 266.9 billion and Ksh 308.3 billion for development

expenditure in financial years 202L I 22, 2022 I 23 and 2023 I 24, respectively.
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General Economic and Commercial Affairs (GECA) Sector

233. The sector is a significant player in the delivery of the 'Big Four' Agenda

in terms of manufacturing, universal health coverage, food and nutrition security

and affordable housing. The sector also contributes to employment and v;ealth

creation; promotion of industrial investments, trade and tourism; and basin-based

development and regional integration in a sustainable clean environment.

234. During 2017118-2019120 MTEF period, the sector implemented eight (8)

programmes and thirty one (31) sub programmes whose total approved budget was

Ksh 78.59 billion, while the actual expenditure stooci at Ksh 66.47 Billion
representin 984.6% absorption level. Remarkable achievement-e were realized from
the utilization of the firnds during the IvITEF period. These included an increase in
the value of wholesale and retail trade from Ksh 601 billion to Ksh 740.4 billion
reflecting a23o/o increase, the exportation of goods worth Kshs 1.80 trillion and

the seizure of counterfeit gocds worth Ksh 1.85 trillion. Significant improvements

were also realized in the international Tourism arrivals and eamings from 1.45

million and Ksh 1i9.9 billion in 2Al7 b 2.04 million and Ksh 163.6 billion in
2019, respectively.

235. During the 202T122 to 2023124 Medium Term Expenditure Framework
(MTEF) period, the sector will continue to play a key role in delivery of the 'Big
Four' Agenda. This will include increasing manufacturing contribution to Gross

Domestic Product (GDP) from 9.2oto in2017 to l5ohby 2022; contribution to the

achievernent of the targeted 500,000 rlecent and affordabie housing; as well as

specific cutputs under food securify. GECA will undertakc targeted investments in
manufacturing and agro-processing industry. The sector will also create an

enabling environment for business, mobilization of resources for investinents and

industrial development, promotion of exports, promotion of sustainable tourism,
deepen the East African Community (trAC) integration, and promote equitable

regional socio-economic basin- based development.

236. In the FY202ll22 and the Medium-Term, the Sector has been allocated

Ksh 16.8 billion, Ksh 17.1 billion and Ksh 17.3 billion for recurrent expenditure

for financial years 2021122,2022123 and2023124 respectively. The development

expenditure allocation for the same period is Ksh 6.6 billion, Ksh 5.6 billion and

Ksh 6.0 billion, respectively.

Health Sector

237. Health sector's overall goal is to attain the highest possible standards of
health care to all in accordance with the Constitution and the Kenya Vision 2030-

The Constitution underscores the "right to health" while the Vision 2030, the

Medium-Term Plan III as well as the "Big Four" (4) agenda for the Government

recognizes provision of equitable, accessible and affordable health care of the
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highest attainable standards to all Kenyans. The National and County Govemments

have their specific functions that are complementary towards achievement of
quality, efficient and affordable Universal Health Coverage (tlHC) for all

Kenyans, being one of the pillars of the "Rig Four" Agenda.

238. Significarrt achievements \!'ere realized during the period 20l7ll8-
201912020; HIV and AIDS prevalence rate decreased from 5.6Yo to 4.8%;o. The

number of people on ARV increased from 1,054,884 in2017ll8 to, 1,093,33i in

20l8ll9 and 1,138,674 in 2ol9l20 while the proportion of HIV pregnant and

breastfeeding women who received maternal Highly Active Antiretroviral. Youth

Adolescent Programmes through peer to peer engagement reached 8,300,000

young people while a total of i0,131,843 condoms were distributed outside non-

health settings. These efforts realized a reduction in new HIV infection from

77,648 to 52,767 and 41.416 infections in the year 20!6,2018 ard 2020

respectively.

239. The sector through "Linda Mama" progralnme improved skilled birth

attendance frorn 62 % l,t2018119 to 15 % in201912020. Proportion of married

women using a modem method of coniraception increased from 53o/o to 62 %o in

20l8l19 and20l9l2020 respectively, lvhile immunization coverage increased from

760/oinz}l&llg to 82o/o in20l9l2}. As part of the intemational Health Regulations

to contain COVID-l9 pandemic, the sector increased diagnostic capacity for

COVID-l9 Pandemic in t'*elve counties. At thc same time 24,282 complete

Personal Protective Equipment (PPEs) were distributed, 7,411 Isolation beds and

319 ICU beds were setup across 47 counties to contribute towards achievement of
I-IHC and medical tourism beyond the COVID-19 pandemic.

240. The sector launched the KNH Diagnostic and Reporting Centre which

includes a me<iical teleconferencing facility and Artificial Intelligent Teie-

radiology service. The centre is a pioneer in the diagnosis of viral pneumonia

related infections such as COVID-19 infection and tracking treatment of confirmed

CASES

241. Kenyatta University Teaching Retbrral and Research Hospital ff'UTRRH)
operationalized 560 beds out of which 400 beds were designated for COVID-19

response. The LINAC machine was installed at KUTRRH being one of the latest

Radiotherapy treatment equipment with a 3D treatment and Intensity Modulated

Radiation Therapy (IMRT) capabilitv, a highly specialized mode cf treatment.

242. Towards actualization of the Big Four Agenda the Ministry implemented

Phase I Pilot of Universal Health Coverage (UHC) in four (4) counties of Isiolo,

Nyeri, Machakos and Kisumu that saw a total of 3 Million Kenyans registered as

beneficiaries of UHC. A total of KSh 3.9 Billion (USD 40 million) was expended

in the 4 pilot counties focusing on community and primary healthcare services,

health systems, basic and specialized medical services. In preparation for UHC

2021 Budget Policy Statement

$ECRTT
59



STGRTI
scale up, the }vlinistry and County Governments signed Intergovemmental
Participatory Agreements (IPAs). A total of 26,280 Community Health Volunteers
(CHVs) (84%) were trained as part of establishmenl of Community Health Units.

243. The key sector Programme priorities for the FY 20211202.2 - 2023124

include i) Preventive and promotive and RMNCAH services; ii) National Referral
and Specialized Services; iii) Health Research and Development; iv) General
Administration and Support services; and v) Health Policy, Standards and

Regulations. The prioritized programs and projects aim at achieving improved
accessibilitv, affcrdability of health services, and reduction of health inequalities
and optimal utilization of health services across the sector, additionally, the
programs aim to revitalize zurd sustain the aspirations of UHC.

244. During the MTEF period FY 2021122-2023/24, the sector has been

allocated Ksh 112.6 billion, Ksh 109.8 billion ancl Ksh 115.2 billion in the FY
2021122,2022123 and2023124 respectively. The recurrent expenditure allocation
for the same period is Ksh 65.1 billior,. Ksh 66.9 biilion and Ksh 69.2 billion for
recurrerrt expenditure lbr financial years 202i/22, 2022123 and 2023124

respectively. The development expenditure allocation for the same period is Ksh
47.5 billion,Ksh42.9 billion and Ksh 46.0 billion respectively.

Education Sector

245. The sector aims to achieve seven strategic objectives namely (i) enhance

aocess, equiqv, quality and relevance in education, training and research; (ii)
establish, maintain and manage professional teaching and iearning services for all
early learning centers, primary, secondary and tertiary institutions; (iii) enhance

development capacities for Science Technology and Innovations; (iv) enhance

mechanisms for dissemination and commercialization of research findings; (v)
improve data quality and sharing in education, training, research and labor market;
(vi) promote vibrant industry-institutional linkages in the area of skilling for
employability; and (vii) Lntegrate ICT in Education, Training and Research for
management, teaching and learning at all levels.

246. During the previous MTEF period, enrolment to primary schools increased

from 10,290,155 in FY 2AI7ll8 to 10,A72,040 in FY 2019120. Enrolment of
learners with special needs increased from 108,221 leamers in FY 20l7ll8 to
134,466 in FY 2019120. A total of 8,488,274 learners received capitation under the

free primary education prograrnme in FY 2019120. The sector developed the ECDE
Folicy and its Service Standard Guidelines to roll out the policy to all the 47
counties. The sector also reviewed the Gender in Education and training and

special needs policies. Number of students enrolled in Public Secondary Schools
increased from 2,810,655 in FY 20l7ll8 to 3,045,227 inFY 2019120. Enrolment
in public TVET increased from 164,432 in FY 20l7ll8 to 219,589 in FY 2019120.

In addition, enrolment in Special Needs TVET institutions increased from 1,725 in
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FY 20l7ll8 to 2414 in FY 20I9DA. The number of public and private TVET

institutions increased from 1,763 in2017ll8 to 2,028 in2018i 19 and further to

2,191 in2019120. Enrolment of students pursuing university education varied from

559,210 in 2017ll8 to 517,133 in 2019120 distributed in 74 universities. HELB

awarded l0l,22l students with bursaries, 310 students with post graduate

scholarships and another 213,886 TVET students with loans.

247. The sector flinded three hundred and eighty-four (384) research projects.

registered seven (7) research institutions and issued six thousand, one hundred and

forty-one (6,i41) research licenses. In addition, five (5) innovators were awarded

cash prizes while fourteen (14) cthers were provided with grants for

commerciahzation of products and services. The sector also funded twenty (20)

projects to support ST&I Infrastructure in ST&I institutions.

248. The pupil teacher ratio improved from 41:1 in FY 2017ll8 to 40:1 in FY

2019120. The number of intern teachers employed was 4,300 in 2019120 to plug

the staffing gaps in public primary schools. Also, a total of 21,495 teachers and

6,000 intems were employed in public secondary schools. in FY 2018119, a totai

of 91,969 teachers were trained on Competence Based Curriculum and an

additional 185,045 teachers were trained in FY 2A19/20.

249. In the FY2021122 and the Medium-Term the Sector has been allocated Ksh

487.7 billion, Ksh 503.9 billion and Ksh 517.4 billion for recurrent expenditure for

financial years 2021122, 2022123 and 2023124 respectively. The development

expenditure aliocation for the same period is Ksh 20.9 billion, Ksh 17.8 billion and

Ksh 19.8 billion, respectively.

Governance, Justice, Law and Order Sector

250. The Sector plays a key role in establishing and maintaining a favorable

environment for economic, social anci political development of the country as

envisaged in the Kenya Vision 2030. Among the key functions of the sector is

provision of Security and Enhancement of National Values and Ethics, which aie

enablers for Macro-Economic Pedormance.

251. During the MTEF review period, 2017ll8 -2019/20, the Sector recorded

achievements in key progranrmes notably: acquisition of assorted security

equipment, improved police and prison offtcers' welfare through provision of
housing allowances and to provide housing units tiuough Public Private

Partnership (PPP) for the formed units, enhanced mobility for police and

administrative officers. enhanced surveillance system and enhanced corruption

prevention measures, represented the Government in international arbitral courts

and domestic courts which saved the Government Ksh 233.6 billion, 1.2 million
indigents were offered iegal aid, promoted national values and cohesion. Other

notable achievements included 1,837 students trained as Advocates, gazetred 1,428

qualified Candidates for admission into the Roll of Advocates, provision of online
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public services, increase in the rate of investigation and prosecution of comrption
cases, recovered proceeds of crime worth Ksh 4.8 billion, conducted six by-
elections, enhanced equality and equity, reviewed and deveioped various sectoral
policies, provided protection to witnesses and promotion of human rights.

252. Key outputs planned in the FY202ll22 - 2023124 MTEF period include:
conducting the general elections; implementation of police reforms; equipping of
the forensic laboratory; acquisition of additional assorted security equipment;
installation of CCTV cameras inNairobi, Mombasa, Kisumu, Nakuru and Eldoret,
improved population management system; production of Huduma cards;

enhancement of accountability and governance strucf.ues; maintenance of security,
law and order; provision of safe custodial rehabilitation of offenders; enhancement
of access to justice; promotion of the rule of law'; advise and representation of the
Government in International and domestic courts; continuous improvement on the

ease of doing business; investigation and prosecution of cases; recovery of
proceeds of crime; provision of legal training and administration of Advocates
Training Programme examinations; provision of public legal services; combating
comrption; promotion of national values and ethics; ethnic harmony and cohesion;
access to immigration services and refugee management; enforcing human rights
and gender equality; ensuring free, fair and credible elections; regulating gaming

industry; reduction of drugs and substance abuse; and promotion of competitive
politics and democracy.

253. Other key outputs include: deepening peace initiatives across the country
alread of the Constitutional Referendum and 2022 General Elections; strengthening
coordinated response to disasters; streamlining the bodaboda sector;

mainstreaming road safet"v in programmes and activities of government MDAs;
and implementation of Huduma Namba.

254. In the FY2A21|22 and the Medium Term the Sector has been allocated Ksh
205.5 billion, Ksh 217.8 billion and Ksh 206.7 billion for recurrent expenditure for
financial years 2021122, 2022123 arrd 2023124 respectively. The development
expenditure allocation for the same period is Ksh 10.7 billion, Ksh 10.2 billion and

Ksh 12.7 billion, respectively.

Public Administration and International Relations (PAIR)

255. The Sector is a fundamental pillar of the Kenyan economy. It provides

overall national leadership, oversight arrd policy direction; prudent public finance
management for transparency and accountability; coordinates national and sectoral
development plaruring; management of population policy; supports devolution and

coordination of Govemment activities; ensures eflective and efficient Public
Service; youth empowerment and employment creation and enforces
administrative justice and access to information; promotes foreign relations. wage
bill management; the development of a sound legislative and regulatory
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framework; as well as enhances the effectiveness and visibility ofNGAOs through

increased provision of vehicles under the leasing programme and motorcycles for

Chiefs and Assistant Chiefs.

256. Dnring the Medium-Term period 20l7ll8 - 2019120, the sector

implemented thirry-thee (33) prograrnmes and made the following key

achievements: provided cash trans fer to 244,000 food insecure persons in 23 ASAL
counties; expanded diplomatic footprint by opening and operationalizing four new

fully-fledged diplomatic missions; leased 2,420 vehicles towards improved

securiry; facilitated provision of .A,nti-Retroviral Therapy provided to over i.2
million adults and children and ACT Malaria treatment to 18.6 million persons;

conducted 178 value for money audits; and provided mentorship to over 4,000

pupils under the Pupils Reward Scheme (PURES) prograrnme developed

Regulations for Altemative Dispute Resolution (ADR). Further, the Sector

registered 57,156 enterprises under the AGPO programnre; trained 76,139 MDA
officers on PFM function; maintained inflation within the policy range of 5 per

cent plus/minus 2.5 Per cent; reduced Cargo dwelling tirne at ports of entry from

seven (7) days to fou-r (4) days; provided agriculturai loans to 337,658 ciients;

developed and disseminated MTP III Report, Sector Plans anC T'hematic Plans;

published 597 policy papers and statistical reports for evidence based decision

making; issued 814 Acivisories on remuneration and benefits to MDAs and other

public institutions; and under the National Capacity Building Framework, the

Sector trained and certified 54,134 participa-nts from National and Counry

Government at KSG.

257. In the MTEF planning period, 2021122-2023124, the Sector will continue

to strengthen administration of pubiic services at all levels of Government to

enhance effective and efficient implementation of programmes as provided under

the IIITP III of the Kenya Vision 2A30. The Sector will aiso upscale its activities

in line with the Big Four Plan and MTP III to prornote dynamic, inclusive and

sustainable development.

258. In the FY2A2ll22 and the Medium Term the Sector has been allocated of
Ksh 197.4 billion, Ksh 222.3 billion and Ksh 255.7 billion for recurrent

expendif.ne for financial yeals 2021122,2022123 and 2023124 respectively. The

development expenditure allocation for the same period is Ksh i59.2 billion, Ksh

161.1 billion and Ksh 168.8 billion, respectively.

National Security

259. The Sector is key in facilitating a secure and conducive environment for

socio- economic and political deveiopment. The sector entails promoting a

cohesive, egalitarian, technologically efficient and progressive society with a gooci

qualiff of life. It is therefore a critical enabler in the realization of the "Big Four"
Agenda.
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260. The Sector will continue to address contemporary and emerging threats to

national security that undermine peace and development. These include terrorism,
radicalization, human and drug trafficking, money laundering, cyber-crime and

other socio-economic and political challenges. In view of the current school

indiscipline, uffest and lawlessness, the Sector will work on modalities to

strengthen security and safety of public schcols, tertiary training institutions and

universities.

261. In order to implement the prioritized programmes and minimize the above

mentioned threats, the sector has been allocated Ksh 170.0 billion, Ksh 180.9

billion and Ksh 196.8 billion in FY 2021122, FY 2022123 and FY 2023124,

respectively.

Social Protection, Culture and Recreation Sector

262. The Sector plays a critical role towards the achievement of the Third
Medium Term Plan (MTP III) of the Kenya Vision 2030, the 'Big Four' Agen<ia

programmes and projects and contributes to the fulfilment of various regional and

intemational obligations including the Sustainable Development Goals (SDGs)

and Africa Union Agenda 2063.In addition, the sector piays a strategic role in the

country's transformation and socio-economic development through
implementation of special programmes for the development of the ASALs.
Furthermore, the sector undertakes promotion of sustainable employment,

harmonious industrial relations, productive workforce and gender equity and

equality. Other key roles inclucie empowerment of comrnunities and vuinerable
groups, safeguarding children's rights and promotion of diverse cultures, arts and

sports to enhance cohesiveness and Kenya's regional and international
competitirreness.

263. Major achievements during the MTEF period 2017ll8 - 2019120 include:
Modernization of drought early warning system; Cushioned 100,538 poorest

households in Turkana, Mandera, Wajir and Marsabit Counties against extreme

hunger and effects of drought through provision of regular cash transfer;

Completion of the construction of the ultra-modern National Library of Kenya
building; Completion of Fort Jesus LTNESCO V/orld Heritage Site Sea Wall;
Establishment of the Alternative Disputes Resolution (ADR) Mechanism for
labour and employment disputes, to fast-track resolution of labour disputes;

Updated An interactive web-based Kenya Labour Market Information System
(KLMIS); Completed upgrading of Nyayo National Stadium to international
standards and Established 30 satellite sports academies. During the same period,
the Sector also promoted retention of school girls through provision of sanitary

towels to 3.9 Million school girls; and provided bursaries and scholarships to
77,025 students and grants to 7,030 vulnerable groups.
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264. In the 2021122-2023124 Medium Term Expenditure Framework (MTEF)
period, the Sector's main focus will be to implement policies, progralnmes and

projects outlined in the Third Medium Term Plan 2018-2022 of the Kenyan Vision
2030 and contribute to the achievement of the "Big Four" agenda. The projected

key prograrnmes for implementation include: Manpower development;

Employment and productivity managenrent; Sports promotion; Promotion of best

labour practices; Social developmeirt; Children services; Community

development; Gender empo\,vernent; The Arts; Culture development; Accelerated

ASALs development;National Safety Net and Library services.

265. 'Io implement these programmes, the Sector has been allocated Ksh 39.1

billion, Ksh 39.1 billion and Ksh 39.4 billion in the financial years 2021122,

2022123 and 2023124 respectively under recurrent expenditures while for
development expenditure the sector has been allocated Ksh32.2 billion, Ksh 34.3

billion and Ksh 36.3 billion for the financial years 2021122,2022123 and 2023124,

respectively.

Environment Protection, Water and Natural Resources Sector

266. The sector plays an essential role in Kenya's economy, securing,

stewarding and sustaining the environment and nahral capital of the country. The

sector contributes significantly to Gross Domestic Product (GDP) and has a grzrt
potential in contributing to the attainment of the targeted annual GDP growth rate

of l0%o as envisioned in Vision2030.

267. During the MTEF period 20l7ll8 - 2019120, there u,as 85olo reduction in
use of banned plastic carrier bags, installed an Integrated Meteorological Data

Collection System (IMDCS) and a Climate Diagnostic Laboratory,516.3 million
tree seedlings produced, 588,393 Ha of degraded critical indigenous fbrest

protected, 602haof mangrove forest secured, recovered and restored 17,101 Ha of
Maasai Mau Water Tower. Further, improved access to water services from62.90/o

to 64Yo serving 1.5 miilion additional people, and continued with the construction

of the Northem Connector Tunnel, urban sewerage services increased from 25Yo

to26%o,137 schools connectedto cleanwater, 191 pans rvithcapacity of2.7 million
cubic metres \,vere ccmpleted, constructed 22km water distribution pipeline in
Nairobi City, additional 118,094 acres were put under irrigation, 140 ha of
degraded land was rehabilitated for irrigation purposes, and in response to Covid-

19 Pandemic,93 water boreholes were drilled in intbrmal settlements, increased

response rate to Human Wildlife Conflicts to 97%o atd299 death cases settled,l2T
km new fences constructed, 6,125 km fences maintained; improveci mineral

revenue collection from Ksh 1.2 to Ksh 1.6 billion as royalties, increased volume

of minerals produced for export from 865 to I,124 miliion metric tonnes,

developed an Integrated Mineral Information System and constructed a gemstone

value addition centre in Voi among other achievements.
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268. To implement these prograrnmes, the Sector has been allocated Ksh 26.7

billion, Ksh 27.9 billion and Ksh 26.0 billion in the financial years 202i122,
2022123 and 2023124 respectively under recurrent expenditures while for
development expenditure the sector have been allocatcd Ksh76.2 billion, Ksh 93.9

billion and Ksh 109.5 billion forthe financial years2021122,2022123 ard2023124,

respectively.

Programme Performance Information for 2021122 - 2023124 MTEF Period

269. Annex Table 4a of this BPS provides a summary of expenditures by

progftrrnmes for the 2021122-2023124 period.

270. Annex Table 4b of this BPS provides a detailed report with information on

programmes outputs, key performance indicators, and the set targets for the

2021122 - 2023124 period.

3.5 Public Participation/ Sector Hearings and Involvement of Stakeholders

271,. The law requires that the input of the public be taken into account before

the Budget proposals are firmed up. In this regard, Public Hearings for the FY
2021122 and medium term budget were held between 25ft and 27ft November,

2020. Annex Table 5 provides a summary ofpolicy issues raised during the Pubiic

Hearings and the responses.

272. Further, as required by the Public Finartce Management (PFM) Act,2012
this BPS was shared with various stakeholders and the public for comments before

finalization. Annex Table 6 provides a sunmary of the comments received and

the actions taken and or response given.

sEGst t
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IV. COUNTY FINANCIAL MANAGEMENT AND
DIVISION OF REVENUE

4.1 County Governments' Compliance with Fiscal Responsibility
Principle

4.1.1 Compliance with the Requirement for Development Spending
Allocations

273. Counlv Governments are required to allocate a minimum of thirty percent

of their budget over the medium-term to development expenditure pursuant to
Section 107 (2) (b) of the Public Finance Management Act, 2012. Most of the

County (iovernments' meet this legal requirement and allocate at least thirfy
percent of their approved budget to development. How-ever, in actual budget
execution, most Counties are not adhering to this requirement. In the FY 2019120,

only 13 Counties had actual developrnent expenditures as a percentage of total
budget of thirry percent and above. Ainong the Counties with the highest
percentage of development to total expenciiture are Marsabit (44.1%). N4andera

(43.4%), Kwale (39.4%;), Kakamega (39.3%) and Isiolo (38.1) while those with
the lowest development to total expenditure are Nairobi City (8.5%), Taita Taveta
(18.1%), Tana River (18.4%), Samburu (18.7%) and Laikipia(19%) (Figure 15).

Figure 15: FY 2019120 Development Expenditure as a Percentage of Total
Expenditure
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4.1.2 Compliance with the Requirement for Expenditure on Wages

274. Regulation 25(1) (b) of the PFM (County Govemments) Regulations,2015
requires that County Governments' wage bill shall not exceed 35 percent of their
total revenue. In FY 2019120, eleven Counties met this requirement which was an

improvement from five Counties that met the requirement in FY 2018119. These

eleven County Govemments are; Mander4 Kwale, Nakuru, Lamu, Narok, Tana

lird$i
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River, Uasin Gishu, Kilifi, Nyandaru4 Marsabit and Kericho. On average,
Counties spent 44.8Yo of their total expenditure in FY 2019120 on the wage bill.
This is a worrying trend that if not tamed would greatly impact negatively on
service delivery as most of the other developmental needs of the Counties suffer.

4.2 Enhancement of County Governments' Own-Source-Revenue

275. The County Governments' actual Own Source Revenue (OSR) collection
for FY 2019120 was Ksh. 35.8 billion against a target of Ksh. 54.9 billion
representing 65.2 percent of the annual target. This was a drop in absolute terms
fiom Ksh. 40.3 billion collected in FY 20l8ll9 that was 74.8 percent of the annual
OSR target by the Counties. (Figure 16). According to the County Governments
Budget Implementation Review Report for FY 2019120 by the Controller of
Budget, five Counties suq)assed their revenue targets in the FY 2019120. These
Counties are; Homa Bay (154.6%o),Tuta Taveta (128.7%), Machakos (118.6%),
Lamu (108.9%) and Bomet (100.3%). However, this was a decrease from tweive
Connties that surpassed their OSR targets in FY 2018119. On the other hand, seven
Counties annual OSR collection was below 50 perccnt of their target. These
Counties are Kisii (38.3%),Kajiado (39.1%), Wajir (40.3%), Siaya (42.7%),Nandi
(45.0%) and Meru (46.5%).

Figure 16: County Governments' Own-Source-Revenue Performance (Ksh
billions)
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276. The National Policy to Support Enhancement of County Governments'
Own-Source Revenue aims to address challenges in collection and administration
of decentralized taxes, fees and charges. In order to support implementation of the
Policy, a range of national level legislative reforms have been proposed, which are
intended to improve performance of County Governments' revenue sources. So
far, the following legislative reforms have been initiated: i) the National Treasury
in collaboration with the Ministy of Lands and Physical Planning is in the process
of developing a National Rating Legislation to replace the outdated Valuation for
Rating Act (Cap. 266) and Rating Act (Cap.267); iD the Ministry of
Industrialization, Trade and Enterprise Development is developing a National
Trade Bill which is expected to harmonize business licensing countrywide; and
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iii) the State Department for Transport has constituted a multi-agency committee

to come up with recommendations on harmonization of cess as u'ell as other fees

and levies charged by Counties on transporters.

217. In its recommendations to Parliament on the Third Basis for Sharing
Revenue Among County Governmenfs, the Commission on Revenue Allocation
(CRA) included a 'fiscal effort' parameter with a 29'o 'weight intended to
incentivize OSR collection by the Counties. This is consistent with the approach

in other jurisdictions, where the formula for horizontal revenue distribution among

subnational governments typically incorporates measures of fiscal capacity

alongside those of expenditure need. CRA's fiscal effort parameter was defined in
terms of each County Govemmeirt's actual revenue collection relative to the

County's Gross County Productl (GCP) as computed by the Kenya National
Bureau of Statistics (KNBS). In approving CRA's recommendations however,

Parliament <iisregarded the fiscal effort parameter, effectively shifting the 2o/o

weight to other parameters. This means that dwing the formula's five-year
application, it will not be easy to motivate Counties to strengthen their local
revenue coiiection efforts. It is hoped that future revenue sharing formulae wili
rei:nstate the fiscal effort parameter.

4.3 Prudent Management of Fiscal Risks

4.3.1 Pending Bills

278. According to Section 9a (1)(a) of the PFM Act, 2012, failure to make any

payments as and when due by a State organ or a public entity may be an indicator
of a serious material breach or a persistent material breach of measures established

under the Act. In this context, Article 225 of the Constitution read together with
Section 96 of the PFM Act gives the Cabinet Secretary responsible for Finance

powers to stop transfer of funds to the concemed State organ. A special audit by
Office of the Auditor General (CAG) verified eligible pending bills by County
Govemments amounting to Ksh. 51.2 biliion as at 30th June, 2018. Another Ksh.

37.7 billion worth of pending bills was'found to be ineligible for payment due to

lack of documentation to support services rendered or work done.

279. A report by the Controller of Budget (CoB) indicates that by 10th

November 2020, Counties had settled Ksh. 39.07 billion (16.2% of the eligible
pending bills) leaving an outstanding balance of Kshs. 12.22 billion. During this
period, the National Government released to the Counties significant resources to

enable them clear their pending bills. As at 1't Febn:ary 2021, the National
Treasury had cumulatively released to County Governments Ksh 147.9 billion as

their equitable share of revenue raised nationally and Ksh 13.04 billion as

conditional grants for FY 2020121,.

280. in relation to the ineligible pending bills, the Intergovernmental Budget and

Economic Council (IBEC) through a resolution of 18th June 20i9 instructed all

r The GCP measures the size and structure of a county's economic activity and the changes taking
place within the county.
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County Governments to establish an Ineligible Pending Bills Committee to verifr
these bills. Once verified, it was resolved that the arrears should be prioritized and
paid. As at 10ft November 2020, twenty-two (22) Cowiy Governments had
submitted their ineligible pending bills reports while twenty-five (25) County
Governments had not submitted.

28I. In addition, the National Treasury requested the OAG to conduct a special
audit of the County Governments' pending bills for the Financial Years 201812019
and201912020.

282. in order to ensure that pending bills do not accumulate, a number of
mechanisms have been put in place. In a Circular No. l8l20l9 dated22"d October
2019, the National Treasury informed ali Governors and County Executive
Committee Members (CECMs) for Finance ofthe following among other measrues
geared at ensuring that there is no further accumulation of pending bills:

a) All Counties are to regularly report on penrJing hills in accordance with the
financial reporting template by the Public Service Accounting Standards Board
(PSASB). Further to this. the National Treasury issued a Circular Ref:
AG.3/88/Vol.7 (11) dated 13th June 2020 to all CECMs for Finance on Year
End Closing Procedures for Financial Year 2019/2020. According to this
Circular Part 3.15 (ix), Count-v Govemments are required to disclose in a note
to the financial statements, details of all pending bills, including the date,

beneficiary, description and amount and the reason why the amount was not
settled by the due date.

b) The CoB will continue to provide regular updates on the progress made on
settlement of eligible pending bills; and,

c) County Governments are to provide monthly payment plans for outstanding
pending bills which aim at settling the pending bills on a First-In First-Out
basis.

283. To address the issue of financial and non-financial reporting needs by the
two levels of Government, the National Treasury and Planning in partnership with
LINICEF undertook an exercise of revising the Standard Chart of Accounts
(SCOA). The final report of this exercise which was finalized in Ju,ly 2020,
proposes among other issues the following; i) that the revised SCOA be designed
to accommodate the changes brought in by Government Financc Statistics Manual
(GFSM) 2014 for consistency and to facilitate international comparison; ii) the
new SCOA and its attendant manual seeks to facilitate harmony betvreen budgets
and financial reports, and capacity building to enable accurate use of the chart
across levels of government; iii) harmonization and standardization of expenditure
and revenue items within the economic segment; iv) the new chart of accounts is
based on IPSAS accrual standards to accommodate accrual-basis of accounting in
GOK; and v) the revised SCOA is comprehensive and supported by a detailed
manual that explains the rationale of the segments, the structure of the chart, and
it's coding by each segment so as to provide guidance on how transactions are to
be coded using the revised SCOA. The recommendations contained in the final
report are now being included in a Cabinet Memo which is to be submitted to
Cabinet to seek approval for its implementation.
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4.3.2 Non-Remittance of County Pension Contributions

284. Most of the County Governments owe money to the various pension funds

(LAPTRUST, LAPFUND and County Pension Fund) which have accumulated

over the years. Some County Governments are not reflecting these pension

liabilities in their pending bills stock hence posing a great risk that these liabilities
may not be prioritized for payment. In addition, the County Governments'

Retirement Scheme Act (.2019) which was expected to provide clarity on the

County pension was challenged in court thus hindering the effective
implementation of this legal framework. There is need for the County

Governments to take stock of all the pension liabilities and ensure proper recording

in the stock of County pending bills. In acldition, Counties should prioritize the

settling of these liabilities to ensure County staff do not retire without a pension.

The issues surrounding the County Governments' Retirement Scheme Act,2019
need to have a speedy resolution in order to have a legal framework in place to

provide for the implementation of the pension fund for the County Governments.

4.4 Division of Revenue between the Two l-,evels of Government

4.4.1 Shortfall in Ordinary revenue

285. Ordinary revenue collected in FY 2019120 was Ksh. 1.57 trillion against a

target of Ksh. 1.88 trillion. This means that there was a shortfall of Ksh.0.31
trillion (Figure L7).ltis evident that over the years, tite ordinary revenue has been

underperforming resulting in revenue shcrtfalls that has necessitated the need lbr
implementation of austerity measrires.

286. The underperformance of ordinary revenue has been made worse by the

outbreak of the Covid-l9 pandemic which has disrupted economic activities and

necessitated implementation of tax relief measures to cushion Kenyans against

adverse effects of the pandemic. As at December 2020, the shortfall in ordinary
revenue tbr FY 2o20l2l was Ksh 75.8 billion, midway to the end of the financial
year. This is an indication that the shortfali in ordinary revenue is getting even

wider in the current financial year.

287 - As per the annual Division of Revenue Act (DoRA), if the actual revenue

raised nationally in the financial year falls short of the expected revenue, the

shortfall shall be borne by the National Govemment, while County allocations

have to be disbursed in full.
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Figure 17: Estimates of Ordinary Revenue vs. Actual Revenue (Ksh trillion)
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4.4.2 County Allocations for FY2021122

288. 'ihe Division of Revenue Bill (DoRB), 2021proposes to allocate to Counfv
Governments Ksh. 370 billion as their equitable revenue share, equivalent to a
gronth of Ksh 53.5 billion (or 16.9 percent) against FY 2020121. (Table 9). This
grorvth in Co,rnt,v- Governments' equitable revenlle share is a:rived at by:

a) adjusting the Counties' FY 2020121allocation (i.e., Ksh. 316.5 billion) by Ksh
36.1 billion or 11.4 percent. This growth is derived from anticipated
improvement in revenues raised nationally in FY 2021122 when the effects of
Covid-19 pandemic are expected to ease. The increase as determined in the FY
2021122 fiscal framework, will facilitate Post Covid-l9 economic recovery at

the Counties as well as ensure sustained service delivery by the devolved
governments; and,

b) converting four existing conditionai grants to County Governments into
unconditional grants, and allocating the respective amounts totalling Ksh. 17.4

billion towards the Counties' FY 2021122 equitable revenue share. The four
conditional allocations are: Road Maintenance Levy Fund (RMLF); the level-
5 hospital grant; the compensation for user fees foregone; and, the grant
funding rehabilitation of village polytechnics.

289. Conversion of the four conditional allocations to Counties' equitable
revenue share as proposed above has several advantages. Firstly, it will afford the
Counties more autonomy to budget and prioritize allocation of resources.
Secondly, it will achieve a more consolidated approach to funding of devolved
functions, while also enabling better tracking of performance and attribution of
outcomes. Thirdly, it will help to address a number of challenges which are
currently being experienced including suboptimal absorption of conditional
allocations (which arises due primarily to difficulties faced by many Counties in

1 s/16
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adhering to the underlying conditions); and, failure by Counties to allocate
sufficient resources in areas receiving supplemental funding by the National
Government through conditional allocations.

290. Moreover, the fact that the approved third basis for allocation of the share

of national revenue among the County Governments is now effectively linked to
devolved functions (specifically with weighted parameters for health, roads and

agriculture) means that it is now possible to achieve policy objectives of some

conditional grants directly through the equitable share. In health and agriculture
for instance, the new parameters to be used in distributing the equitable revenue

share among Counties closely resemble those currently being used to distribute
sectoral conditional allocations. In addition, the approved revenue distribution
criteria contains a parameter, 'population' with a weight of l8o/o which is
specifically designed to reflect costs of 'other County Sen'ices' including village
polytechnics.

291. Currently, besides the composite of equal share, the aliocation criteria for
the rehabilitation of village polytechnics conditional grant is also based on total
trainee enrolment in the respective county governments, which is similar to the use

of population parameter in the Third Basis for Revenue Sharing among Counties.
This means that village polytechnics being a d.evolved function, and also a

composite of the population parameter of the formula should be directly financed
from each County's equitable share of revenue.

292. Based on the proposal contained in the DoRB, County Governments rvill
therefore receive a total of Ksh. 409.8 billion in FY 2021122.

Table 9: Coun Governments' uitable Revenue Share

293. In addition to their proposed equitable share of revenue, County
Govemments rvill continue to receive the following additional allocations:

o From the National Governments' equitable revenue share, conditionai
allocations amounting to Ksh 7.5 Billion for: i) leasing of medical
equipment; and, ii) construction of County headquarters (Table 10).

o Equalization Fund to the marginalized areas amountirtg to Ksh 6.8 billion;
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Table 10: Division of Revenue Raised Nationally FY 2017ll8 - 2021122 (Ksh
Million

Ksh 32.3 billion from proceeds of external loans and grants, which will
finance devolved functions in accordance with the signed financing
agreement for each loan/grant. Table 11 shows the disaggregation of total
proposed transfers to the Counties.

a

Table Ll: of

4.5 Horizontal Allocation
Governments

Governments' Allocation h. Million

of Revenue among the County

294. Horizontal allocation of revenue among the Coturty Govemments shall bc
done using the third basis formuia, which was considered and approved by
Parliament in September,2020. The third formula takes into account the following
parameters; (i) Population (18%); (ii) Health Index (17%); (iii) Agriculture Index
(10%); (iii) Urban Index (5%); (iv) Poverty Index Oa%); (v) Land Area Index
(8%); (vi) Roads Index (8%), and; (vii) Basic Share index (20%). Application of
the Tldrd Basis is on condition that the formula's implementation would be
preceded by a Ksh 53.5 billion increase in the Counties' equitable revenue share,
which has now been achieved.

295. On the other hand, each additional conditional allocation shall be
distributed based on its objectives, criteria for selecting beneficiary Counties and
distribution formula. Accordingly, in FY 2021122, the Counties will share an
estimated Ksh 409.9 billion. Table 12 shows the projected transfer to each County
in FY 2021122

Type/level of allocation 20t7fil 2018n9 2U9D(, 2020Dt 202U22

Nalbnal Govrnrrrrt 1247.412 1367.069 1,554.916.5 r.533,668 1,398,799

Ofwhtoh

Free nat emal heailhcare

4.500 9.400 7.000 620s 7 205Leasing of Medica! Equipnent

Supplement for construction of county headquafters 605 605 300 300 332

EqBlizationhd 7,727 4,700 5,760 6,532 6,82s

3 14,000 3 r6,500 370,000Couty equitable slrue 302.000 3 16,500

Total shrrcable revenue 1.549,412 1.681.069 1.856.700 1,775,6241,877,176

Ilpe/level of allocation 20rE/l9 2019n! 2020nl 2020012fi7[E

370,000302,000 3 14,000 3 16,500 3 16.500Comyquihbbstrue

Addilional codiional alhcathm, of whbh:

F r e e m at e mal he alth c ar e

Lewing of nedical equipmmt 4,500 9/oo 7.000 6r05 120s

605 300 332Supplemeni for ccnstruction of cotnry headqurterc 605 300

Allocalions from loons and ffonts 12,541.4 33241.9 39,089.9 30,204.3 32,344

409,881Iotrl Cormty Allocations 319,646,4 357J46,9 362,E89.9 353,209,r
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4.6 Intergovernmental Fiscal Transfers

296. Article 202 (2) of the Constitution provides that County Governments may
be given additional allocations from the national government's share of revenue,
either conditionally or unconditionally. IManagement of intergovemrnental fiscal
transfers is provided in the PFM Act 2012, its Regulations and Naticnal Treasury
Circular no.8 of 2017. To ensure efficiency, accountability and impact of programs
and services funded through grants, all grants to Counties shall be coordinated by
the line ministry which shall oversee development of frameworks and conditions
to be met by Counties to receive grants including financial and non-financial
reporting. The Accounting Officer has sole authority for the approval of funds and
must reviedapprove financial reports prior to submission to the National Treasury.

4.6.1 Conditional Grants

297. Between FY 201314 and FY 2C19120, the National Government
cumulatively transferred to County Governments a total of Ksh. 175.5 billion as

conditional grants financed from the national govemment share of revenue to the
tune of Ksh. 73.9 billion and proceeds of loans and grants by Development Partners
(DPs) to the tune of Ksh.9l.6 billion.

298. These additional conditional grants are administered pursuant to provisions
of Regulation 129-135 of the Public Finance Management Qrlational Govemment)
Regulations, 2015 and the Treasury Circular No. 8/2017 on"Guidelines Jbr the
Management of Intergovernmental Fiscal Transfers in Kenya". Additionally, the
National Treasury will continue to annually issue a Circular on Frameworks for
Administration of the additional conditional grants ccntained in the annual County
Allocation of Revenue Act.

299. In this regard, and pursuant to Regulation 130 (2) of the Public Finance
Management (ltlational Government) Regulations, 2015, the Cabinet Secretary to
the National Treasury and Planning shall communicate the frameworks governing
intergovernmental transfers tc County Governments within 15 days after the
approval of the County Allocation of Revenue Bill,202l. These frameworks shall
among others contain: - i) National Govemment MDAs responsible for additional
conditional allocation; ii) Accounting otficer of National Government
Responsible; iii) Responsibiiities of respective National Government accounting
officers; iv) Conditions of the additional conditional allocation ; v) Accounting
offrcer of the County Government responsible; vi) Responsibilities of the County
Government accoturting officer; viii) Total amount allocated to the additional
conditional allocation; vii) Purposes and Objective of the additional conditional
allocation; ix) Allocation criteria to County Governments for each grant; and x)
Amount allocated to each beneficiary County Govemment.

2021 Budget Policy Statement
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300. In order to ensure that budgeting for conditional grants is done in strict
compliance with the Budget calendar timelines contained in the PFMA, 2012, and

the Budget Circular issued by the Cabinet Secretary, National Treasury and

Planning, only additional conditional allocations 
" 
/ith duly signed financing

agreernents, approved donor commitment and counterpart fiurding having been

secured at the sector should be submitted for inclusion in Division of Revenue Bill
(DoRB) and County Allocation of Revenue Bill (CARB); and any additional
conditiorral allocations not included in DoRB and CARB by January should be

held in abeyance till the next financial year.

301. In addition, Development Partners are also obligated to adhere to the

National Govemment Budget cvcle in respect of processing of loans and grants for
inciusion in the budget, DoRB and CARB. The submissions should be considered

in the MTEF Sector Working Group meetings to ensure that fhe ioans and grailts

are captured in sector reports. The finalization of financing agreements therefore,

should precede the abot e process otherwise, the loans/grants should be considered

in the subsequent financial yea.r.

302. Further, all <iisbursement for conditional grarrts allocated for FY 2A2lD2
aad in the medium Term, shall be done through the National Treasur)'pursuant to

Circuiar No. 8/2017 and in line with PFM Act, 2A12 arird its Regulations, provided

there are written instructions from the Accounting Officer responsible for
authorizing the transfer of the allocations. Otherwise, any ltnancing agreement in
respect of funds flow and disbursement inconsistent with PFMA, its Regulations

and reievant circulars should be deemed irreguiar and/or illegal and thus should be

amended accordingly. In this regard, the IVIDAs should notifu the National

Treasury to disburse the funds and notifi/ the County Governments of any

disbursement.

303. Finally, the National Treasury and Planning, in consultation with respective

MDAs responsible, will in the financial year 2021122 and in the Medium-Term
monitor and evaluate the perfolmance of the additional conditional allocations

financed from the national government share of revenue and the Roads Fuel

Maintenance Levy Fund to determine their achievements in line with their intended

policy objective of the National Government. This is aimed at determining if
indeed the respective financing has achieved its intended poiicy objectives, any

challenges experienced so far with attendant recourse, and determine whether there

is need for future allocations towards these conditional grants.

4.6.2 Equalisation Fund

304. Equalisatiorr fund is established under article 204 of the Constitution where

it is allocated one half percent of all revenue collected by the national government

each year on the basis of most recently audited accounts. The fund was

operationalizeci using guidelines on administration of equalization fund published

in gazette notice No. 171 1 of 13ft March 2015. The High Court ruling on petition

No.27212016 on 5th November,2019 quashed the guidelines and declared them

unconstitutional. It further directed the Cabinet Secretary, the National Treasury
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and Planning to develop a new statutory instrument within six (6) months on
administration of Equalisation Fund. In compliance with the ruling, the National
Treasury constituted a multi-agency committee comprising of representatives of
the National Treasury, National Assembly, Senate, Council of Govemors,
Commission on Revenue Allocation and Controller of Budget to develop a new
statutory instrument on administration of Equalisation Fund. The multi-agency
committee has developed the Draft Public Finance Management (Equalisation
Fund) Regulations,2020 which has been submitted to the Cabinet for approval.
Once approved by the Cabinet the draft Regulations will be drafted by the Attorney
General, gazetted and submitted to Parliament for approval.

305. The purpose of these draft Regulations includes; (i) to provide guidance on
the administration and management of the Equalisation Fund; (ii) provide for the
completion of ongoing projects under the first policy, and; (iii) pro.,,ide for
implementation of new projects under the second policy and subsequent policies

306. The approval of these Regulations by Parliament is expected to unlock the
implementation of the ongoing Equalisation F'r:nd projects based on the first policy
on marginalization through faciiitating payrnent of pencling interim certificates.
Furthermore, the Regulations will facilitate the implementation of subsequent
policies on marginalization specifically on identification of new projects, to be
financed under the Equalisation Fund.

4.6.3 Funding of County Level Emergencies

307. Article 208 cf the Constitution establishes the Contingencies Fund to
providc advances if the Cabinet Secretary for hnance is satisfied that there is an
urgent and unforeseen need for expenditure for which there is no authority. Section
19 to 23 of the PFM Act, 2072 provides tbr the sources, aciministration, advances,
approval of payments as rvell as financial reporting of Contingencies Funds.
During the year 2020, a number of emergencies have occurred which include the
Covid-I9 pandemic and the locusts' invasion which have necessitated the need for
a framework to improve on the management and fi.mding of County level
emergencies. In the development of this framework, the National Treasury and
Planning will seek the views ofvarious stakeholders including Parliament, MDA's,
Council of Govemors and County Governments among other stakeholders.

4.7 Emereing Issues

4.7 .l Covid-l9 Pandemic

308. The Covid-19 pandemic has resulted in major economic and social
disruptions which have been felt both at the National and County level. In order
to cushion County Governments against the unprecedented negative effects of the
Covid-l9 pandemic, the Government in collaboration with development partners
allocated and disbursed additional Ksh 9.21 billion in the FY 2019120. These funds
were disbursed outside CARA 2019 as part of Covid-l9 pandemic emergency
response measures. A large portion of this transfer ((sh 5.0 billion) was for the
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pu{pose of setting up requisite infrastructure for urgent response to the pandemic.

The other portion of Ksh 2.36 billion was for the purposes of supplementing

allowances for the frontline healthcare workers who have been playing a critical
role in the fight against the pandemic. A total of Ksh 1.5 billion was disbursed to

four county hospitals of Kitui, Mandera, Kisumu and Coast General. The

remaining Ksh. 350 million from the Royal Danish Embassy was disbursed

through the Ministry of Health. Implementation of the Economic Stimulus

Programme and the medium-term Post Covid- 19 Economic Recovery Strategy 'will
help the National and Count-v Govemments to recover from the adverse effects of
the Covid-l9 pandernic and reposition the economy on a path to prosperity.

4.7.2 County Revenue Management System

309. Following the Presidential Directive issued on 7th February 2019 on the

implementation of a Single Integrated Ccunty Revenue Management System
(ICRMS) to be used across all the 47 Counry Governments, the National Treasury

and Planning constituted a multi-agency task force to expedite this matter. A
Technical Committee was then formed and ntandated to revie*' the existing
revenue systems and comc up with feasible recommendations towards achieving

an ICRMS for approval b.v the Steering Committee. The Technical Committee has

already presented their draft report to the Steering Cornrnittee with
rcoommendations on the iCRMS. The key finding on this report is that there are

nvo County revenue systems that meet a significant number of required system

features and the Tecl,nical Committee is exploring the possibility of enhancing one

of the two County revenue systems to be rolied out to all the 47 County
Govemments.

4.7.3 Late Submission of Framew'orks for Conditional Grants

310. Over the years, the MDAs have continued to make requests for additional
conditional allocations, mostly financed by Development Partners, after the

Medium-Term Budgets have been agreed at Sector Working Grcups and the

Division of Revenue and the Coun'ry Allocation of Revenue Bills have been

approved by Parliament and assented into law by His Excellency the President.

This has often required the National Treasury to make requests to Parliament to

make amendments to the fwo Acts of Parliament in order to accommodate the new
grants as requested. This indicates that the MDA's have not been adhering strictly
to the budget calendar as provided for in the PFM, Act2012, its Regulations and

the relevant budget circulars. MDA,s should adhere strictly to the timelines
provided for in the submission of frameworks for conditional grants in order to
ensure that their allocations are included in the DoRB and CARB for disbursement

to the County Governmetrts.

4.7.4 Coanty Borrowing

311. Section 140 of the PFM, Act 2012 authorizes a County Executive

Committee Member for finance to borrow on behalf of the County Government
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only if the terms and conditions for the loan are set out in writing and are in
accordance to Article 2I2 of the Constitution and Sections 58 and 142 of the PFM,
Act 2012 among other conditions. Before a County Government borrows, there
should be established the internal rate of growth in regard to the respective County
GDP, sustainability and credit worthiness besides due diligence. The Commission
on Revenue Allocation in collaboration with the World Bank Group (WBG) and
other stakeholders, initiated the County Creditworthiness Initiative (CCI) for
Kenya to provide technical assistance to County Governments in bridging the
creditworthiness gap and access market finance for infrastructure and other
development projects. So far, the initiative has seen the credit rating for three
County Governments (Bungoma, Kisumu and Makueni). The CCI will be rolled
out to the remaining Counties progressively. More research should be done
towar<is this field so as to establish the parameters that may be used to measure the
Counties that can be loaned and to avoid burdening the guaranteeing authority
(National Govemment).

4.7.5 Hosting of the 9th Edition of Africities Conference in 2022

312. The 9s edition of the Africities will be held in Kisumu City in Ap1,l2022.
The successful bidding was done jointly by the Govemment of Kenya Council of
Governors and the County Government of Kisumu. Africities is a Summit of
African Local and Regional Governments that is convened by United Cities and
Local Governments of Africa (UCLGA). 'Ihis is a Pan-African event that is held
eriory three years in one of the five regions of Africa. As per the rotational calendar,
it is the opportunity for East Africa to host the 9ft Edition of Afitcities. By hosting
the 9ft Edition of the Africities. Kenya will get an opportunity to share its
experience in implementation of devolution thereby contribute to knov.,ledge
sharing among the African countries as well as learn from them. In addition, Kenya
will develop a network of academia and practitioners in devoltition that will be
valuable in improving its devolved system of government. The Afi:icities
Conference will cement Kenya's positicn as a leader and substantial contributor in
the discourse on devolution in Africa besides fostering close reiations with other
African Nations. Finally, the conference will provide a good platform for the
County Governments to learn from the rest of Africa on establishment of regional
blocks which a number of Counties have been proposing to establish.

4.7.6 Winding up of the Joint Loans Board Scheme

3I3. Joint Loans Board (JLB) was first established in 1954 under the Local
Government Act Cap 265 Sec 104- 106 as a Loan Scheme. Other Loan boards were
established by a legal notice and the administration vested in the then N{inistry for
Local Government. The Boards were "-roint" because it was a joint effort by the
Central Government and the Local Govemment Authorities (grants; membership;
management). In 1965 the administration of the boards was transferred to Ministry
of Commerce and Industry. Currently there are 49 boards inclusive of one special
loans board and five Municipal Boards. Since the Joint Loans Board Scheme was
a National Govemment facility and anchored in a revolving fund, it is

80

SEGBiT
1 Budget Policy Statement



SEGBET
recommended therefore that winding up of the same be done in accordance with
the provisions of the PFM Act, 2012. Section 21 of the PFM Act, 2012 and Section

208 of the PFM Q.{ational Government) Regulations,2015, mandate the Cabinet

Secretary for the National Treasury and Planning to provide for the management,

operations and winding up procedures for public funds. The winding up of the JLB
has been referred to the Dormant Fund Committee in order to establish the financial
position of these boards and initiate the process of winding up in accordance with
Lavt.

4,7.7 Conflict befween the two arms of County Governments

314. Instances of conflict between the Executive arrn of the County

Goveirrments and the Legislative arm (county assemblies) has been on the rise.

This has led to delay in the enactment of important legislations some even affecting
resources mobilization and budget implementation at the County level. Such

conflicts have led to stalemates in the budget making process and implementation
rvhich has greatly undermined service delivery in some Counties at the expense of
rhe citizens. In this regard, the National Treasury rvill continue building the

capacity of the County Executive and the County Assemblies cn prudent public
finance management. A good number of officers of the County Executive have

been trained on Public Finance Managernent and focus now will shift to the County

Assemblies so as to objectively and effectively carry out their oversight role within
the law.

4.7.8 County Post Covid-19 Economic Recovery Strateg;'

315. The County Governments, Council of Governors in conjunction with
Kenya Institute for Public Policy Rcsearch and Analysis (KIPPRA) and other

stakeholders developed the County Covid-l9 Social Economic Re-engineering and

Recovery Strategy 202012I - 2022123. This Strategy is rneant to facilitate the re-

engineering and recovery of the County Governments economies from the impact

of Covid-19 pandemic. The Strategy has five pillars for re-engineering and

recovery of County economies namely; (i) boosting private sector; (ii)
stengthening ICT capacity; (iii) human capital development; (iv) policy,
legislative and institutional reforms; and, (v) strengthening County Govemments
preparedness and response to pandemic and disasters. There is need for synergy

between the national and County Governments in the implementation of Post

Covid-l9 recovery strategies and other medium and long term economic blue
prints such as the Big Four Agenda and the Vision 2030 in order to ensure that the

nation can rapidly move back to economic recovery.

4.7.9 Transfer of Functions from County Governments to National
Government

316. Article 187 of the Constitution provides that one level of government can

transfer its functions and powers to the other level of government if the function
can be more effectiveiy performed or exercised by the receiving level. The Article
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further requires that a:rangements are put in place to ensure that resources
necessary for the performance of the fi:nction or exercise of the power are
transferred. In this regard, there is an urgent need for a legal framework to ensure
that the process of transferring the necessary resources for the performance of the
transferred functions is clearly defined more so wlien the transfer is from the
County Government to the National Government.

317 . Pursuant to Article 187 of the Constitution as read with Section 26 of the
Intergovernmental Relations Act, 2012, the Nairobi City Counry* Govemment
(NCCG) on 25th February, 2020, transferred the following functions to the
National Government; (i) Courty health services; (ii) County transport services:
(iii) County planning and development services; and (iv) County public works,
utilities and ancillary services. The transfer was legally effected through a mutual
Deed Agreement vide Gazette Notice No. 1609. The National Treasury was
mandated in the Deed of Transfer as well as in the Addendum to the Deed of
Transfer to develop an appropriate framework to ensure that the resources
necessary for the performance of the transferred functions are transferred from
NCCG to the National Govemment.

318. In this regard, the National Treasury developed a framervork rn line u,ith
the Constitution, the PFM Aot, 2012, the Intergovemmental Relations Act2012,
the County Allocation of Revenue Act 202fJ, the Deed of Transfer and the
Addendum to the Deed of Transfer. This framework which u,as shared with NCCG
and NI\IS is expected to unlock the florv of funds to NMS.

SECHTT
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ANNEX 1: ADHERENCE TO FISCAL RESPONSIBILITY
PRINCIPLES

1. In line with the Constitution, the Public Finance Management @FM) Act,2012,
the PFM regulations, and in keeping with prudent and transparent management of
public resources, the Govemment has adhered to the fiscal responsibility principles
as set out in the statute as follows:

a) Consistent with the requirements of the la'w, the National Government's
allocation to development expenditures has been above the 30 percent of its
total expenditures. In the FY 2019120, the allocation to development
expenditures to the total expenditures was 35 percent meeting the set threshold.
In the fiscal outlays presented in this BPS, the National Government continue
to observe this requirement and has allocated more than 30 percent of total
expenditures to development in FY 2020121and over the medium term (Figure
18).

Figure 18: Development Expenditures as a Percent of Total National
Government Bud

So mce: National Treasury

b) The law requires that the National Govemment's expenditure on the
compensation of employees (including benefits and allowances) shall not
exceed 35 percent of the National Government's equitable share of the revenue
raised nationally plus other revenues generated by the National Government
pursuant to Article 209 (4) of the Constitution. In conformity to this regulation,
the National Govemment share of wages and benefits to revenues was 32
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19: W asa of National Government Revenues

Source: Nationul Treasury.

c) The National Treasury continues to adhere to the principle as per the PFM Act
section l5(2) (c) which requires that national government's borrow'ings is used
only for purposes of frnancing development and not for recurrent expenditure.
The funds raised through borrowing are used to finance only development
projects as approved by Parliament in the National budget as tabled by the
Cabinet Secretary in charge of finairce.

d) The PFM Act aiso requires that public debt and obligations remain at
sustainable levels. The Government is committed to adhering to this at all
times. Kenya's overall debt ratios compared with internationally recognized
threshold continues to show that debt level remains sustainabie.

e) Kenya's risk remains high in the context ofthe ongoing global Covid-19 shock.
However, this is expected to be temporary as implementation of fiscal
consolidation reforms continue and also the debt indicators are expected to
improve when the global economy rebounds from'Jre Covid-19 crisis.

0 To manage fiscal risks prudently as required, the Government ha^s imprcved its
macroeconomic forecasts and regularly reviews the impact of macroeconomic
projections and their implications on the budget. Potential fiscal risks arising
from contingent liabilities, including from Public Private Partnership projects
among others are taken into account and a contingency provision made to
cushion the economy from unforeseeable shocks.

g) On the principle of maintaining a reasonable degree of predictability with
respect to the level of tax rates and tax bases, the Government continues to
carry out tax reforms through modernizing and simplifuing tax laws.

SEGBET
percent in the FY 2019120, and is projected at 34 percent in the FY 20121,
declining to 24.6 percent by FY 2024125 (Figure 19).
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ANNEX 2: STATEMENT OF SPECIFIC FISCAL RISKS

Introduction

1. Kenya's economic growth has remained strong and resilient amidst emerging
global cha-llenges, unfavourable rveather conditir-rns and elevated public
expenditure pressul'es coupled by revenue underperformance. However, the

economy is prone to both domestic and external shocks. For prudent managernent

of risks, the PFM Acq 2012 requires the preparation of a "Statement of Fiscal
Risks.

2. This section provides an assessment of fiscal risks that the Kenyan economy
is exposed to that may affect the achievement of the macroeconomic targets and

objectives detailed in this Budgct Policy Statement. The fiscal risks arise from
assumptions that underlie fiscal projections, the dynamics of public debt, and

operations of state corporations, contingent liabilities, financial sector

vulnerabilities and natural risks. Emergence of these risks could make it difficult
for the Government to actualise and sustain macroeconomic poiicies detailed in
tiris BPS. Thus, this section also details the ileasures that the Government is

implementing to mitigate such risks.

Risk in Changes in Macroeconomic Assumptions
3. Macroeconomic variables play a key role in the formulation of the budget.
Kenya's economy is projected to slow down to a growth of 0.5 percent in 2020 on
account of Covid-l9 pandemic and to pick up to a grorvth of 7.0 percent in2A2l,
5.5 percent in2022 and 6.2 percent over the medium term. The growth of 7.0
percent in 2021 is partly due to the lower base effect for 202A. Inflation rate

expected at 5.0 percent which is *.ithin the Government target range. The economy
is expected to rerrrain competitive in the extemal market with the exchange rate

against major currencies remaining stable even amid Covid-l9 pandemic. Due to
the uncertainties in the economy since the onset of the pandemic, the unexpected
changes in these outcomes may pose risks to both revenue and expenditure
projected in this BPS. Table 13 summarizes the likely impact of such changes orr

the fiscal outcomes.

Table 13: Fiscal Sensitivitv to Key Maeroeconomic Variables, FY 2021122 -
202412s

Source of Data: National Treasury

Raretrut Eroenditures Budqrl B.btrcc

202U22 202L2i 2023n4 2021125 2021t22 202,2t23 202il22 2022ni ?02i/21 202{t25

Rcduction in real GDP (96) by

1.0 9o poiut -8.2 -9.1 -I0.0 -l 1.1 -8.7 -9.6 r0.5 11.6 0.5 0.5 0.5 0.5

Iocrease ir infatiou rate (70)

bv 1.0 96 Poful 8.3 9.I I0.l 11.2 9.1 10.0 t 1.1 12.2 -0.9 -0.9 -0.9 1.0

Lrcprec,anon n €xcuange rale

GislvUSS) by le,'o 13.0 1.6 -t.7 -1.8 9.2 1.6 1.8 1.9 3.8 -3.2 -3.5 -3.7

Lrclease iu value of iupofied

coods ruSS) bv 1096 7.9 -0.6 -0.7 -0.7 0.0 0.0 0.0 0.0 7.8 -0.7 -0.7 4.7

AII shock Conrbiued 21.6 -2.3 -2.4 9.6 2.0 2.2 2.4 12.0 41 4.5 -4.9
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4. Stress test (Table 13) shows that if the projected real GDP growth in 2021 was
to reduce by one percent (from 7.0 percent to 6.0 percent), revenues and
expenditure would decline by Ksh 8.2 billion and Ksh 8.7 billion respectively in
FY 2021122. Going fotward, this shock would result to a decline in revenues and
expenditures of Ksh 9.1 billion and Ksh 9.6 billion in FY 2022123, Ksh 10.0 billion
and Ksh 10.5 billion in FY 2023124 and Ksh 11.1 billion and Ksh 11.6 billion in
r"Y 2024 I 2 5, respectively.

5. A shock of a one percent increase in the projected intlation rate for 2021 (from
5 percent to 6 percent), would result in an increase in revenues and expenditures
by Ksh 8.3 billion and Ksh 9.1 billion in FY 2021122, Ksh 9.1 billion and Ksh 10.0
billion in FY 2022123, Ksh 10.1 billion and Ksh 11.1 billion in FY 2023124 and
Ksh 11.2 billion and Ksh l2.2billion in FY 2024125, respectively.

6. A depreciation of the Ksh exchange rate to the dollar by l0 percent, would
result to an increase in revenues by Ksh 13.0 billion in FY 2021122 and a decline
of Ksh 1.6 billion in FY 2022123, Ksh 1.7 billion in FY 2023124 and Ksh 1.8 billion
inFY2024l25. Expenditures would increase by Ksh 9.2 billion, Ksh 1.6 billion,
Ksh 1.8 billion and Ksh 1.9 biilion over the same period.

7. A shock of 10 percent increase in the value of imported goods would increase
revenues by Ksh 7.9 billion in FY 2021122, and a decline of Ksh 0.6 billion, Ksh
0.7 percent in both FY 2023124 and FY 2024124. The shock would not significantly
affect expenciitures in the outer years.

8. Overall, if all the four shocks were hit the economy concurrently, revenues
would increase by Ksh 21.6 billion in FY 2021122, a decline of Ksh 2.2 billion in
FY 2022123, Ksh 2.3 billion in FY 2023124 and Ksh 2.4 billion inFy 2024i25. On
the other hand, expenditure would increase by Ksh 9.6 billion, Ksh 2.0 billion, Ksh
2.2billion and Ksh 2.4 billion over the same period. The combined shocks affect
revenues and expenditure more in the first year and dissipates progressively over
the medium term. In this respect, on net basis, the budget baiance is a decline of
Ksh 4.9 billion cumulatively over the medium term.

Assessment of Past Forecast Accuracy of Underlying Assumptions and
Budgetary Aggregates

9. Overall, the macroeconomic assumptions underlying the recent budgets and
actual budget ouffurn have generally been accurate with minimal deviations as

shown in Tahle 14.

10. Over the period 2017118-2020121, the average deviation between the assumed
and provisional actual real GDP growth rates was -0.4 percentage poi:nts with a
standard deviation of 0.6 percentage point. With respect to inflation assumptions,
the standard deviation was at 0.1 percentage point over the four years, with the
largest deviation being recorded in FY 2017ll8 at 0.2 percent. Despite the advent
of Covid-l9 pandemic that has threatened the stabili"ty of the domestic currency,
the Government has strived to promote a stable and competitive exchange rate to
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support external trade. The Kenya Shilling is estimated to exchange at 108.7 per

USD in FY 2020121 compared to 107.9 per USD in FY 2019120.

1 1. The actual performance of fiscal aggregates against their targets was mainly
belor,,, target. Total revenue between FY 2Cl7ll8 and FY 2020121 fell short of its
target by an average of Ksh 212.3 billion mainly on account of urderperformance
in ordinary revenue which was below target b,t an average of Ksh 199.3 hillion.

12. The average deviation of total expenditure and net lending between FY
2017li} and FY 202012t was an underspending of Ksh 104.1 billion. This shortfall
was mainly due to iower absorption in development expenditures of Ksh 58.9

billion.

13. The low-er-than-prqecteC spending on developrnent expen<iiture poses a risk
to the fiscal program, going forward. In crder to prevent tiris risk from
materializing and improve efticiency of public inr.'estments, the I'laticrnal Treasury

froze initiation of new capital projects turtil the completion of the ongoing ones.

The Nlational Treasury- has also established the Public Investment Management
IJnit rr'hich is responsibie for ensuring that ali capitai projects are ..lanned,
appraisecl and evaluated befbre funds are finally committed in the bu<iget.

Table 14: Deviations in Macroeconomic and Fiscal

Source: National Treasury

14. The outbreak and spread of the Covid-l9 Pandemic and the ensuing

cootainment measures have de..,astated the economic activities. As a result, real

GDP is projected to grow by 3.8 percent in2020l2l with a 95 percent confidence

level ranging between 4.9 prslsgnl and2.7 percent at 0.6 percent standard deviation.

This witl pick up in the Fy 2C21122 to a growth range of around 7.4 percent and

5.1 percent using the same standard deviation. Tirere is a 95 percent chance that
the forecasted total revenue of Ksh 2,A33.9 billion in FY 2021122 is rn'ithin the
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actual revenue range of Ksh 2,512.6 billion and Ksh 1,555.3 billion and a 50
percent possibility betrveen Ksh 2,200.0 billion and Ksh 1,867.9 billion with a
standard deviation of Ksh 244.2 billion (Figure 20).

15. The forecasted expenditure of Ksh 3,010.0 billion in FY 202i12022 has a 90
percent chance to range between Ksh 3,269.7 billion and Ksh 2,750.4 billion with
al57 .8 billion standard deviation. l'he fiscal deficit at a standard deviation of 135.4
billion, within the four financial years, will therefore fall between Ksh 1,195.4
billion and Ksh 664.3 billion in FY 2021122 at a 95 percent confidence level.

20: Confidence Intervals

Souree of Datu: Nationai Treasary

SPECTFIC FISCAL RISKS

15. This section covers specific fiscal risk that Kenya faces. IMost of these risks
have a linkage to infrastructure expansion in the counuy*, a critical prioriry for the
Government, which elevates the impcrtance of effective risk management. f he
specific fiscal risks include:

i. Sustainability of Public Debt;
ii. Ivlaterialization ofExpiicit Contingent Liabilities
iii. ltlateialization of Impiicit Contingent Liabilities
iv. Fiscai Risks Related to Devolution

Sustainabitity of Public Debt

17. The sustainability of Kenya's debt depends on macroeconomic performance
of the econorly and prudent debt management. Under performance of the economy
lvorsens the debt indicators, thus unsustainability. However, with fiscal
consolidation, the government aims to contain the pace of borrowing and hence
reduce the debt ra-tios. Contracting of new debt on short term maturities increases
the refinancing risk but the government strategy- is to restmcture the mafliring loans
for extemal and domestic lvith loans of longer-term maturities.
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18. The Governmerrt will continue with active liability management operations tn
the domestic debt primary market by switching short term domestic debt to longer
term domestic debt, with the aim of lengthening the maturity structure.

19. To cushion the country against the downsides of the risks emanating from the
global sphere, the Government is deepening reforms in the domestic debt market
to ensure a stable and strong financial system in Kenya capable of funding
increasing share of the fiscal deficits.

Foreign Exchange Depreciation Effect on the Public Debt Service

20. Kenya faces a fiscal risk as the Kenya Shiiling continue to depreciate due to
the fact that 51 percent of the debt is held in cxternal currencies. This has led to
increase in debt seivice budget in local currency and also increase on the stock of
debt without inflows. The ongoing global Covid-19 shock has w'orsened the debt
indicators however, this is expected to be temporary as global economy recovers

from the crisis. Prudent macroeconorruc management (irrcluding monetary policy
and fiscai consoiidation) will help keep the exchange rate stable. The Government
is optimistic that the economy will recover from the Covid-l9 Pandemic and the

debt indicators ',vill not worsetr.

Materialization of Explicit Contingent Liabilities

State Corporations/State Owned Enterp rises (S OE s)

Governance

21. Cognizant of the need to inculcate good corporate governance in State

Corporations, the Government issued the Mwongozo Guidelines. The State

Corporations Advisory Committee (SCAC) and the Kenya School of Government
have also partnered to train directors of State Corporations on good corporate
governance. The SCAC have also begun board evaluation exercise for all State

Corporations conducted at the end of each financial year in line with the
Mwongozo Guidelines. To enhance effective financial management and oversight
for effrcient delivery of strategic objectives by State Corporations, the Cabinet
Secretary National gazetted Guidelines for establishment and operationalization of
Audit Committees and risk management frameworks for Govemment entities
including State Corporations in line with the requirements of PFM Act.

22. Inaddition, the Capital Market Authority issued Regulations under the Capital
Market Act (Cap 486) on code of governance requirements to be observed by
companies listed at the Nairobi Securities Exchange NSe;. This will enhance

accountability, transparency and full disclosure by Companies listed inNSE which
include Government-linked entities.

Restructuring of State Corporations/State Owned Enterprises (SOEI

A presidential taskforce constitutedin2AH had restructuring and reforms of State
Corporations as one of its key recommendations. In line with these reconditions the
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SECMET
89

I



SEGBET
process for merging of Industrial and Commercial Development Corporation (ICDC),
Industrial Development Bank (IDB) Capital, and Tourism Finance Corporation (TFC) is
at an advanced stage. The merging of ICDC with the IDB and the TFC to create the Kenya
Development Corporation will enhance capacity to meet the financing requirements of key
sectors of the economy at below commercial rates and long tenure debt financing.

23. The merging of Export Promotion Council and Brand Kenya was completed
2018 to form the Kenya Export Promotion and Branding Agency (KEPROBA).
Fufiher, merging of KEPROBA on one hand with Ken-Invest, KTB and Kenya
Year Book on the other hand to form Promotion Kenya Agency is at an advanced
stage.

24. On privatization, the Government Privatization Programme remains on
course. The Privatization objectives aims at unlocking the potential of the
identifieci institutions to capacity expansion, modernization, performance and
efficiency improvement, mobilization ofprivate capital, improved competitiveness
and reduced reliance on public financing. Due to the challenges the privatization
of sugar ,;ompanies has faced over the years, a decision has been reached to
proceed with privatizaiion of these companies by u,ay of long-term lease model
which wiil transtbr the Rights of Use (ROL|) of each factory to the lessor fbr
development and operation.

National Government Loans and Guarantees to State Corporations

25. State Corporations are body corporates and have the legal capacity to contract
debts and other liabilities to finance their requirements. Approval to procure such
loans however, must be obtained from the Parent Ministry with the concurrence of
the National Treasury as required under f-he State Corporations Act. Government
Loans to State Corporations are either direct or on-lent. Direct loans refer to ioans
that the Government lends to State Corporations from exchequer resources. On the
other hand, on lent-loans are procured by GOK mainly from bilateral and
multilateral sources and on-lend to State Corporations. Capital grants or loans to
State Corporations are effected through a Subsidiary Loan/ Grant Agreements
between the National Treasury and the individual State Corporations. The
Loan/Grant Subsidiary Agreements spell out the terms and conditions of the
financing.

26. The National Treasury has guaranteed a number of loans to State Corporations
and Government linked Corporations mainly to undertake strategic projects and
investrnents. As at June 30, 2020 total outstanding Government guaranteed debt
was Ksh 160,453 million up from Ksh 154,802 million as at June 30, 2019. The
increase was mainly attributed to drawdown of the guaranteed loans to KPA and
Kenya Airways. On servicing of the guaranteed loans, GOK fully paid off
guaratrteed loans on behalf of East African Portland Cement and Tana Athi River
Development Authority during FY 20191202A.

27. Total undischarged GOK on lent loans to State Corporations stood at Ksh
928,869 million by the end of FY 2019120 compared w'ith Ksh 829,094 million in
FY 2018/19 and Ksh 718,318 million in FY 2017118. The increase was attributed
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to loans procured by the Government and on-lent to Kenya Railways Corporations
for the implementation of the Standard Gauge Railway.

Contingent Liobilities of SOEs

28. As the principal owner (shareholder) of all State Corporations, the
Government is the natural underwriter of risk that they face. Contingent liabilities
are frequently not recorded directly in the budget and thus are not subjected to
budgetary oversight. There is need therefore, for monitoring of these contingent
liabilities to avoid fiscal difficulties in the budget year in the event they happen.
Analysis of contingent liabilities therefore, is important in understanding the extent
of the Government fiscal risks exposure. In FY 2019/20, total exposure in form of
contingent liabilities was Ksh 174,574 million compared with Ksh 223,483 million
in FY 2018119.

Revitalization of the Public Private Partnerships (PPP) Program

29. The Govenrment enacted the Public Private Partnersirips (PPPs) Act in 2013
to prioritize PPPs as a mechanism to address major infrastructure funding gap in a
time of constrained fiscal space, competing development pressures, particularly in
the social sectors, and rising public expenditure demands from the national and
devolved structure. The country's performance in PPPs however remains below
expectation tJrus impeding the full realization of budget supplementation and the
optimal potential of PPPs. In this context and in view of the lessons lear:it overtime
and emerging challenges, the Government has embarked on a process of
revitalizing the PPP prograrnme. The key areas of revitalizatir:n include; review of
the institutional framework of the PPP to address institutional efficiencies and
reforrn of the PPP Law. The reform is aimed at reducing the required approvals
and removal oi redundant processes, w-ithout compromising on govemance. The
reform will also provide better clarity on the roles, responsibilities and obligations
of the various actors in the PPP process. The reform process is underway and is
targeted to be completed within the early months of 2A21.

30. In relation to the institutional structure of the PPP, the Government has

elevated the PPP Unit to a Directorate, headed by a Director General.

Priority Sectorsfor PPP Projects in Kenya

31. As part of driving the economic recovery of the country and enhance
sustainable development, the Government has re-prioritized the PPP Pipeline. The
key priority sectors now include Ports, Roacis, Power Transmission, Urban
Development, Health, Housing, Affordable Real Estate, Water and Sanitation and
the Blue Economy. The PPP targets to ,.rnlock at least Ksh. 200 Billion in the next
12 months in new development capital for priority projects in these sectors.

Government Support Measures and Terminution Termsfor PPP Projects

3. The Govemment has issued Government Support Measures to the PPP

projects listed in the Table 15 below:
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SECHET

Materialization of Implicit Contingent Liabilities

Natural Disasters and Man-made Hazards

32. Kenya is prone to both nattual and human inflicted hazards. Losscs resulting
from these disasters can be economic, environmental and social, reducing the
coping abilities of the affected population and increase vulnerability to recurring
disasters. In 2019 and202C rains have surpassed the expected average in some
parts such as wester, central and eastern regions, precisely 105 to 120 percent of
normal rains have been reported. However, the forecast below-average 2020 short
rains and 2021 long rains are expected to lead to short-lived pasture and water
regeneration, and gradual declines in livestock body conditions and production,
limiting household eccess to food and income. This implies the need for
government preparedness to support livelihoods in areas that are likely to be
affected.

33. The above normal rains experienced in Mt. Elgon and Cherang'anyi hills has
led to record high volume of 92%o capacity of Turkwel dam, with continued rains
it is estimated that it can lead to displacement of over 50,000 households. This
number is massive and in case of the disaster, government will be required to
support those households. Follorving 130 percent of normal rainfall from February
to September, flooding from the Lake Turkana and along the Turkwel River basins
has displaced around 6,500 households in Kerio, Kalokol, Kang'atotha Lake zone
wards in Turkana County and Loiyangalani ward in Marsabit County.

34. Across the country, inter-annual and emergency food assistance for fbod-
insecure households continues. [n September, to mitigate the effects of the
COVID- 19 pandemic on the urban poor in Nairobi. WFP targeted an additional
20,500 households for cash transfers through November on top of the initial 55,700
households already receiving cash transfers equivalent to 50 percent of daily
kilocalorie needs. The Hunger Safety Net Programme (HSNP) administered by
NDMA continues to provide year-round bi-monthly cash transfers of 5,400 KES
(51 USD) to 100,000 households in Mandera, Wajir, Marsabit, and Turkana
counties. In August, WFP assisted 695,337 people with 13,325 MT of food
assistance and cash transfers totalling 4 million USD. The government also
provides a monthly cash transfer of 2,000 KES (i9 USD) through various safety
nets to approximately 2.15 million households with orphans and vulnerable
chiidren, the elderly, and persons with severe disabilities.

35. The rise in confirmed Covid-l9 cases is attributed to the scale up of testing,
lifting of measures to reopen the economy, disregard of existing containment
measures, difficulties in contact tracing, and possible mutation of the virus
resulting in reinfection. Below-average activity in key sectors ofthe economy, such
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as agriculture, tourism, transport, and manufacturing continues to be reported as

the effect of Covid-l9 continues. This implies that the economy may not recover
ftllly in the next year, which may lead to continued revenue shortfalls. Beside the
nafural disasters, the Government is concerned about the rise in and intensity of
man-made hazards, structural collapses and developments in energy and petroleum
sector and their implications on lives and properties.

36. Once a disaster occurs the Government is always obligated to prevent social
welfare reduction by incuning cost of returning the citizen's welfare to normalcy.
This in turn has fiscal implications. Therefore, to mitigate against this fiscal risk,
the Government has prioritized disaster risk management and has been sensitizing
bcth the National Government and County Governments' staff on the Sendai
Framework for Disaster Risk Reduction (SFDRR) 2015-2030 in order to address
the increasing potential losses. Through this framework, the Government intends
to substantially reduce disaster risks and loss of lives, livelihoods and health across
the country. The Disaster Risk Management (DRM) policy which was approved
by Cabinet in May 2018. continues to improve understanding of disaster risk,
strengthen disaster risk governance aimed at reducing disaster risk, enhance
disaster preparedness for effective response, enhance coordinatiori rrrdth all the 47
Counties DRM, and build back better.

37. The Govemment developed an eff-ective multi-hazard early waming system
and preparedness, operationalized the National Drought Emergency Fund. Further,
the Government has been implementing National Disaster Risk Financing Strategy
to rmprove its response to the impact of disasters and improve efficiency and
effectiveness of budget allocation and execution. Through one of the Strategic
priorities of the Strategy, the Government seeks to strengthen and expand the
portfolio of sovereign disaster risk financing instruments.

Climate Change Related Fiscal Risks to the Economy

38. Climate change occasioned by increased human activities continues to cause

temperature increases that pose serious threats to Kenya's development goals.

Thesc tlrreats causes changes in precipitation pattems, rise in sea level, more
intense and frequent extreme weather events, and increased prevalence of
catastrophic events, such as prolonged droughts and flooding in many Counties as

well as vector-bome diseases and pests as witnessed by the invasion of desert
locusts in the country and Horn of Africa.

39. Kenya's economy largely depends on rain-fed agriculture and tourism which
are vulnerable to climate variability and extreme weather events. Increasing inter-
seasonal variability and declining rainfall in the rainy seasons have resulted into
reduced agricultural yields in recent years. Recurrent droughts and tloods lead to
stresses on health, fragile ecosystem and water system, famine and displacement.
The expansion of informal settlements as a result of high population growth in
urban areas is also at risk of water scarcity, flooding and heat. Other economic
consequences include, changes in trading patterns and international investment
flows and financial market disruption.
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40. The fiscal implications could be among the most powerful effects of climate
change. Climate developments will directly affect fiscal position by lowering tax
revenues and increasing public spending to mitigate the resulting natural disasters.
Inparticular, climate change results to substantial reallocation of resources towards
mitigation, adaptation to climate change and addressing emergence of natural
disasters. For example, the severe drought of mid-2016 and 2017 and floods in
early 2018 and late 2019 led to reallocation of substantial funds to the affected
ilreas. Long term climate change effects could impact fiscal management and debt
sustainability, borrowing space and borrowing cost.

41. In recognition of the serious threats posed by climate change, the Government
is developing instruments for climate proofing vulnerable sectors of the economy
through; continued facilitation of adherence to the Climate Change Act,2016,
operationalization of the Kenya Climate Change Fund (CCF), increased
mobilization of climate finances from the Green Climate Fund (GCF) and Green
Bonds in order to finance initigation and adaptation initiatives at the National and
County Govemments and implementing of the National Policy on Climate
Finance. The Govemment is also implementing a Green Fiscal Incentives Policy
that aims to provide incentives and/or subsidies to the private sector to promote
private sector investment in green projects and programmes. The Government is
implementing Financing Locally Led Climate Action prograrnmes (FLLoCA)
which aims to strengt-hen lrrcal communities' resilience to +.he impact of climate
change, natural hazards and other shocks. This is through building local capacity
to plan, budget, implement, monitor and report resilient investments in a way that
promotes collaborative partnerships between corlmunities, National and County
Govemments.

Evolving Acts of Terrorism (Violent Extremism)

42. Terroism acts pose a threat to a country's economic growth and development
trajectories as it leads to destruction of property, loss of lives, inhibited foreign
investment and diversion of public frinds to help counter the same. Most cf these
attacks are usually instigated by the Al-Shabaab vrho has been noted to frequently
use ambushes and IEDs to target Kenyan security forces in Wajir, Garissa, Lamu,
and Mandera counties. Some of the notable terror attacks that Kenya has faced in
the recent past include the Garissa University College attack (April 2015), the
Dusit D2 attack (January 2019), the hospital construction site attack along Elwak-
Kutulo road in Mandera (July 2019), Mandera-bound public transport bus attack
between Kotulo and Wargadud. in Tarbaj, Wajir County (December 2019). Lamu
attack on a convoy of3 passenger buses (January 2020) and the attack on Kenya
Defense Force military base in Manda Bay (January 2020). These attacks not only
result into loss of lives but also destruction of property and restrained domestic and
foreign investments which are key revenue earners for Kenya.

43. The constant evolution of fire outbreaks in the Gikomba area of Nairobi
Cotrnty continue to pose a threat to the hub's econornic well-being through
destruction of property and even loss of human lives in extreme cases. Traders in
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the Gikombaarea have constantly linked the fire outbreaks to arson attacks as

opposed to natural accidents. ln the past decade, the market has burnt at least 10

times from 2010 with the most recent incidences reported in February 2019,
February 2020 afi J:urrre 2020. With almost all the fires starting in the wee hours

of the night, fire fighters' efforts have always been thwarted with congestion in the

area also posing a threat. However, going forwarci, the incidences are likely to
diminish following the government's commitment to installing CCTV cameras

around the area, establishing a perimeter wall around the market as well as drilling
a borehole for the local traders.

44. The COVID-I9 pandemic which struck in March 2020 has resulted into job
losses with many Kenyan households' source of daily livelihood been disrupted.
With job losses being culminated with reported incidences of domestic violence,
the Govemment is poised with the responsibility of shculdering the costs related
to security and peace restoration and the protection ofthe country's national image.

45. Going forward, the Govemment continues to pursue reforms that will improve
the country's security and create a conducive business environment that will
consistently attract foreign investment. Notable reforms contimte to be undertaken
and encompass the development of counter-terrorism strategies +*rat entail
cooperation among all the security agencies, enhanced training of security
personnel, the adoption and use of technology by the security agencies in detecting
crime, collaboration with the local communities on matters conceming security,
acquisition of modern security equipment and awareness creation among Kenyans
with regard to terrorism and crime acts.

Technolcgical Risk

46. . Information, Comrnunication and Technology (ICT) remains a key sector for
the achievement of "The Big For:r" Plan and the Kenya Vision 2030. Kenya is one

of the world leaders in driving financial inclusion through the use of digital
financial platforms such as IV{PESA, Mula, Pesalink anci Pesapal. The outbreak of
the Coronavirus pandemic underscored the need for digital transactions.

Specifically, the total value of mobile transar.:tions remained at 3.078T despite the

income effects of the pandemic. It links strongly with all other sectors and plays a

catalytic role in enhancing productivity and lowering the cost of achieving
financial intermediation, e-commerce and governance. The sector also continues
to be vital as the Government pursues to attain a kmrwledge-based society.

47. Digital government continues to be an important focus for government. Roll
out of the different e-govemment such as IFMIS, GHRIS, and IPPD, i-Tax, e-

procurement and e-citizen services including Huduma number are important
indicators of the significance of teclmological inncvations. In this regard, large
volumes of money continue to be transacted through the mobile money systems,

being payments to Government for services offered as well as payments to the
private sector.
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48. Therefore, technological innovations present both benefits and risks.
Disruption of mobile services due to infrastructural challenges or cybercrime and
fraud could lead to significant loss of potential Govenrment revenue, customer
deposits and rnarket confidence. The Govemment might therefore, be under
pressure to compensate losses.

49. To mitigate against such threats, CBK is in the process of formulating a
National Payments Strategy to address emerging risks and guide the payments
ecosystem in Kenya. The Govemment through the Kenya Computer Incidence
Response Team is continuously sensitizing all users on the importance of
enhancing cyber security. The response team is also continues to play an important
role in providing cyber security advisories and guidelines to non-technical
computer users. In the third quarter of the FY20l9-2020 the team detected over
500,000 web application attacks, which was a reduction fi'om 1.9 million in the
previous period.

50. To secure the ICT Sector, the Govemment has enhanced Government
Common Core }.tretwork (GCCN) security, implemented cyber security policies
and deployed fuewall at all the gateways, developed security framework of the
entire Govemment cloud and established cyber security Research Instiftrte. The
govemment has also gazetted the data protection Act of 2019, which has led to
appointment of the data commissioner.

Financial Integrity

51. In order to fight terrorism and money laundering, the Government enacted
Proceeds of Crime and Anti-Money Laundering Act, 2009 (POCAMLA). The Act
criminalizes money laundering activities, provides meuhanisms for freezing,
seizing and confiscating of proceeds of crime and stipulates obligations for
Reporting Institutions. The Act also establishes institutions to combat money
laundering, amongst them being the Financial Reporting Centre (FRC). FRC is an
independent body that is mandated to assist in the identification of the proceeds of
crirne and fighting money laundering.

52. lnan ef'fort to build public trust and both domestic and intemational investor's
confidence in corporate body operating in the country, the Government continues
to enhance good corporate govemance. The Government therefore established
FRC and KDIC institutions that are rnandated to ensure improvement of good
corporate governance in the country. Improved public trust and investors'
confidence in corporate bodies will serve to attract the rnuch needed foreign direct
investment that will stimulate economic growth and development.

53. To up the game on the fight against money laundering and terrorist financing,
the National Treasury has formed National Risk Assessment taskforce that is
mandated to assess and determine the high-risk areas in the financial sector that is
prone to money laundering and terrorism financing and put in place measures to
end these activities. The taskforce will enable Kenya to identiff high risk
transactions activities, products and geographical areas and this will serve as a
basis for effective anti-money laundering.
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-54. The monitoring and surveillance of financial institution remains a key focus
forthe Government. Through Central Bank of Kenya, FRC and other Government
agencies, the Government has contirrued to monitor financial institution and detect
any suspicious financiai transaction.and financial malpractice. Early detection of
such major corporate scandal has elicited early intervention that has avoided some
financial institution from collapse.

Fiscal Risks Related to Dcvolution

:,5. Seotion 107 of the PFM. AcJ2a!2, requires the county Treasury to manage
its public finances in accordance with the principles of fiscal responsibility. Among
the fiscal responsibiliiy principles set out in Section i07 Q) is the requirement for
the County Treasu-ry to manage its fiscal risks prudentiy. A number of fiscal risks
that require prucience in its management by the County Governments are as
follows;

i- Lrnderperformance of County Governments Own Source Reverrue (OSR)
since most of the Counties are collccting less than their pctential revenue:

ii. Unbalanced expenditr:res at the Counties wJrere lome warcis are not
properly f.rnde<i. This results in sr>r-ne regions of the counry-' remaining
underdeveloped thus ciisadvantaging the citizens fiom those regions;

iii. Overreliance by Counties on equitabie share of revenue hence exposing
them to fiscal shocks occasione<i by revenue underpertbnnance at the
national level; and

i';. Delays in disbursement to co',:nty Governments resulting from
disagreements on revenue sharing fbrmula and Civision of revenue. This
atTects service delivery, bu<iget a-bsorption and delays submission of
stat.rtory deductions.

LLL 2021 Budget Policy Statement

$EOffiET



$EfrffiET
Annex Table 1: Macroeconomic Indicators
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Annex Table 2: Government Fiscal

Source: Nalionol Treasury
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