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Foreword

f-f-l h" general elections held in 2013 were

I the 6rst under the Constitution of
I K"ny" 2010 and ushered in a maior

transformative devolved governance system

of 47 county goyernments. Since then, the
government has been putting in place various
legal, regulatory ftameworks and the relevant
supporting institutions aimed at implementing
the constitutiond provisions for successful

implementation of devolution. Through
devolution, the Government is committed to
promoting social and economic development
and tlre provision of proximate, easily accessible

services throughout the country and other
obiectives ofdevolution as outlined in Article 174.

The Second Medium Term Plan (2013-20t7)
whose thenre is TransJorming Kenya: Pathways

to devolution, socio-economic development,

equity and national unity, has clearly prioritized
devolution under the cross-cutting theme
'Making Devolution Workl The MTP outlines
policies designed to implement devolution,
accelerate growth, reduce poverry and transform
the structure of the economy in consistent with

Vision 2030 goals. [o this regard, the amount
of resources allocated to county governments,
including conditional transfers increased from
Ksh 197.8 billion in 2013/ l4 to Ksh 284.4 billion
in 2OL4/ L5. This resource allocation is above the
Constitutional requirement of l5 per cent. The
Ministry recognizes the importance of effective

planning and has supported county governments
to develop frameworks for the preparation of
County lntegrated Development Plans and by
extension Annual Development Plans and Sector
Plans.

The transfer of functions to county governments
has been successfully completed. Priority will
continue to be given to the development of the
capacity for implementation, improvement of
policy coordination, and implementation in
order to enhance public service and economic
transformation.

The Kenya Economic Report 2016, whose
theme is'Fiscal Decentralization in Support of
Devolution' is timely in that it provides a deeper

look at the status of the economy and how 6scal

KENYA EcoNoMI( REPoRT 2OI6



decentralization can be deepened tbr improved

service delivery. The report notes that there are

regional disparities in development outcomes and

challenges to efective utilization and allocation

of public resources that require coherent policy

coordination between the national and county

governments, as well as addressing existing

capacity gaps. This report draws on quality

domestic and international research and is thus

significant in informing and shaping tl.re policy

debate on devolution.

Let this report serve as an important reference

for key stakeholders, including public policy

practitioners, development partners, civil society,

academia, private sector and other decision

makers.

T

r

t

hl t 4r
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Message lrom the Chairman
ol the Board

fft his is the 8't Report in an ,rnnual series

I of economic reports on the status of the
I K"nyrn economy. The reports are prepared

pursuant to KIPPRA Act 2006, and basically
provide an ir-depth assessment of the status ofthe
various sectors of the economy, as well as providing
economic prospects in the medium term. The
thematic area of analysis for this year's report is

Fiscal Decentralization in Support oJ Devolution. This
is timely within the context of the Constitution of
Kenya 2010, where devolution is one of the key
governance reforms being implemented since 2013.

Since the general elections in 2013, the government
has continued to put in place the necessary legal,

regulatory and supporting institutions for successFul

implementation of devolution. However, as this
report argues, fiscal discipline, efficient allocation
and utilization of public resources, coherence
in policy coordination between the national
and county governments, and adherence to the
constitutional 6scal principles of transparency,
inclusiveness, accountabiliry predictability and
participation are critical in realizing the goals of
devolution.

Over time, KIPPRA has recorded exemplary
performance by contributing to public policy,
winning various awards and also ranking among
the Top Think Thanks in the World. tn 2014 and
2015, the lnstitute was ranked top among Sub-

Saharan Africa think tanks. The Board, management
and staf are commifted to KIPPRAs vision as an

international centre of excellence in public policy
research and analysis and it is hoped that this report,
among others, will inform and contribute to public
policy debate.

KIPPRA is grateful tbr the significant frnancial
support it receives from the Government of Kenya,
the Africa Capacity Building Foundation, and the
Think Tank Lnitiative of IDRC, among others.
Strong partnerships and networks have also helped
the Institute enhance its role in research and capacity
building. I wish to acknowledge and thank KIPPRA
staff, Board ofDirectors, Management, and all other
stakeholders that were involved in the preparation of
this report. KIPPRA is committed to work with the
Government and other stakeholders to realize the
goals ofdevolution.

$4'9'
)r

l)r'ol. ,ll. S. .IIrrll rls
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Preface

ff1t" Kenya Economic Report 2016 is the

I eighth in a series ofannual reports on the
I Kenyan economy prepared by the Kenya

Institute for Public Policy Research and Analysis
(KIPPRA). The report reviews Kenya s recent

economic performance and provides an outlook
for the medium term. The focus of this report is

'Fiscal Decentralization in Support of Devolutionl
This is highly relevant and timely within the

context of our current development challenges

and potential opportunities and gains associated

with devolution.

Kenya's devolution is among the most rapid

and ambitious devolution processes, whose

implementation started with the 2013 general

elections. Over the last three years, various
achievements have been made in terms of
establishing the necessary legal, regulatory and

administrative units to support devolution. The

relevant functions have also been devolved and

resource allocation to County governments
exceed the constitutional minimum of 15 per

cent. Overall, county resource allocation as a
percentage oftotal revenue increased from 19.94

per cent in 2013/ l4 to 24.18 per cent in 2014/ 15.

County expenditure as a percentage of Gross

Domestic Product (GDP) and total government
outlays are estimated at 5.6 per cent and 18.9 per

cent, respectively. The county govemments are

raising own resources to supplement the vertical
allocation from the national government. Overall,

this is estimated at about I I per cent of total
counly revenue. However, there are inter-county
variations, with most counties are over-relying
on the equitable share transfers. Based on the
ZOl4/15 fiscal data, only about 70 per cent ofthe
counties raised locally less than ten ( 10) per cent

oftheir total revenue.

This report argues that while important
achievements have been made in laying the

foundation for effective fiscal decentralization,
there is need to entrench key principles

and practices for effective public resource

utilization and service delivery. These include
strengthening the regulatory framework for
public Gnance management by enhancing
compliance with publ.ic finance management

regulations, enhancing the link between planning
and budgeting, addressing human capacity

gaps, enhancing own county resource efforts

without undermining the business environment,
strengtheninS public procurement, and further
strengthening inter-governmental fi scal relations

and policy coherence and coordination.

The report underscores the recent positive

economictrends and projects an economic growth
of5.9 per cent in 2016, and a further imProvement

I
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to 6.2 per cent in 2017. This is predicated on a

stable macroeconomic environment, political
stabiliry structural reforms aimed at improving the
business environment, and continued investment
in infrastructure. However, there are downside
risks associated with external shocks such as slow-
down in global economic performance.

The report is organized in fourparts. Part Ianalyses
Kenyas recent macroeconomic performance,
governance and social-economic performance.
While the economy has recorded improved
macroeconomic stability, the report underscores
the need for 6scal prudence, sustained investment
in infrastructure, improved business environment
and stability. While Kenya's governance
performance based on the Molbrahim index
improved in 2015, corruption remains a nrajor
challenge and the report calls for implementation
of the recommendations of the taskforce on
the review of the legal, policy and institutional
framework for fighting corruption.The report,
in Part lI, also discusses key underllng policy
issues in agriculture, extractives sector, tourism,
manufacturing, micro and small enterprises, trade,
financial services, building and construction, and
information and communication technology.

Part lll explores the medium term prospects
under different assumptions. The report notes
that growth performance remains below the
Vision 2030 and MTP targets and calls for
improvem€nts in governance and deepening of
reforms as outlined in the MTP II.

In part I{ the report focuses on decentralization.
According to the report, there have been
improvements in functional allocation of
resources at the county level. The report advocates
for building on the gains made by strengthening
public financial management, including policy,
planning, budget execution, institutional capacity
and systems for monitoring and evaluation of
development outcomes.

This Kenya Economic Report 2016 was prepared
by the staf of the Kenya Institute for Public
Policy Research and Analysis under the overall
supervision ofthe Executive Director. The report
was prepared in consultation with the KIPPRA
Board of Directors, Central Bank of Kenya,
National Treasury Ministry of Devolution and
Planning, Kenya National Bureau of Statistics,
the National Economic and Social Council
Secretariat, among other stakeholders.

The Institute would like to sincerely thank all
those who were involved in one way or the other
in the review of the various drafts of this report,
more so during the stakeholders consultative
workshop. We do hope we have adequately taken
on board your suggestions towards improving the
quality ofthe report.

While all effort has been made to ensure that all
data and analysis is accurate, the Institute takes
responsibility for any errors of data, analysis or
presentation that may have passed unnoticed.

@t'*^;3"
I)r Dieksor O. Khdngo

At. E.r'scrr f i v e I) i re ct (, r, KIPPRI
2016
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Executive Sum mary

tTlhis Kenya Etononit Report focuses on recent

I p"rforrn.n." o[ Kenya's economy, medium
I- term prospects, and how fiscal decentralization

can support the realization ofthe goals ofdevolution,
especially, socio-economic development- The theme

offiscal decentralization is a highly relevant one within
our current policy context due to the challenges

and opportunities arising from implementation of
devolution since 2013. Over the last three years, Kenya

has been building the foundation for an effective

devolved governance system pufting in place the legal

and regulatory framework, together with institutions
to operationalize the provisions and principles in
Chapter I I and l2 ofthe Constitution ofKenya 2010.

The report notes that the share of resources a.llocated

to county governments as a proportion of total
revenue increased from 19.9 per cent in 2013/t4 to
24.2 per cent in 2014/ 15. There has also been a notable

improvement in functional and economic allocation of
resources at the county level, with notable increases in
resources allocated to health, education, agriculture

and other devolved functions. At the same time, the

share ofresources going to compensation ofemployees

declined from 39.8 per cent in 2013/14 to 3-1.5 per

cent in 2014/15. Despite these improvements, most

counties are ),et to comply with fiscal responsibility
principles on operationalization of the Public Finance

Management (PFM) Act; the Auditor Ceneral's

reports on financial operations point to an urgent

need to strengthen financial management. Other
priority areas include enhancing county own-resource

adnlinistration, strengthening inter-govemmental

relations relating to implementation of functions and

budgeting, strengthening instituuona.l capacity, and

improving transparency and participation in budget
formulation and execution.

According to the report, Kenya's growth prospects

remain positive and robust. The economy is Proiected
to expand at a rate of 5.9 per cent in 20t6 and further
to 6.2 percent in 2017. This is predicated on a stable

macroeconomic environment, improved security
environment, and structural reforms that enhance

the business environment in the various sectors ofthe
economy.

Macroecortonric Perfornrance

The slowdown in economic growth that was

experienced in 2014 was reversed in 2015, which
recorded a growth rate of 5,6 per cent comPared to

5.3 per cent in 2014. Kenya's economy is Proiected
to grow at a rate higher than the Sub-Saharan A-frica

(SSA) average. Crowth is expected to continue to be

driven by investment and household consumption,
and a stable macroeconomic environment tlrough
prudent frscal and monetary policy.

An assessment of fiscal performance reveals that, in
recent years, public expenditure has grown faster than

revenue, and thus public debt has notably increased.

While Kenya's public debt remains sustairable,

there are concerns over the need to maintain 6scal

sustairability because the current account deficit
is comparatively high at about l0 per cent of GDP

L, DD
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in 201-1, thouch it inrprovecl kr 6.tl per.ccnt iD 201-i
Budget absorptiorl :rlso nccds to be rnh.rncccl.

Based on tlre Mo lbrahrrr ildic.rtors, Ir.cny.rls ovcr.rll
governlnce perfi!rin.1D.c his improvcd. Notahle
achievt'mcnts includc the' in$titutioll.lliz.rtion of
perlornr.rnce contlact systcm ancl innovativc service
delivery initirtiv.'s such rs Hutlunta Ct'ntrt-s. Suclr
inrprovcnrents notwithstluditrg, the fitht against
corruption, antl inahility to Drect tlte (lotlstitutiorl
imper.ltive of gender r('preserrtirtiotl rcrniin irc.rs
o[ conccrn. Tle taskinrcc on tlle revie\^, of the lerl.tl,

policy .rnd institutiou,rl tiamcn'ork tbr 6ghting
.orruption has made intport.rtrt recontnlcnd.ttioDs
on a coorrlinatctl .rpprtuclr to fi[iht corruption, which
should be implementcrl. Morer,vcr, ctrnccrtccl ellirrts
shoulcl be ma.lr to ensurc that Kcny.r nteets the {enJt,r
represcnt.ttioD requiremcnt.

rtldress thc tlouble burder ofcontmunicablc lnd norr-
cornmunic.rble diselscs, an.l cnhance th(' link hctween
policy, pl.rnning antl buclgct, :rnd .tlso coortlinatiolr
bctrr,een national lcvel .rncl policy inrplementltion at
the .ountv level. Funding HIV./AIl)S progrJmmes
still renrains llrgely donor dcp('ndent.

ln 201.i, the agriculturc sector rrror by -i.6 per
ccnt conrfircd to 3.S per cent in 2014. Thc scctor
.rccourrtcd fi)r.'tbout -10.0 per ccnt of Cl)P and 22.0 per.

crlrt r.rfgrorvth in (il)P in 201-\.

However, Pe'rfornr;rnce h;rs l-rcen complicatecl by thc
tcething problcnts .rssociated with inrIlernentrtiotr oi
tlevolution. There is need to rec'luce thc cluplicatron o[
firnctions betwee'rr r[rtionll .rlrd county governmet]ts,
ilnd incrc.rl,c investnretrt in rese;rrch, scienae and
tcchnology, .rs well .rs rural infilstructurc tlel'ekrpntent.

The C(Ilstitutiotr of Kr-'nya provi,.les tor frt'e lnrJ
ctrnrpqlsl'v1y basic ecluc.ttion. It llse institution.rliT-r.s
devolutit-rn oI governancc nnd scrvice tl-.livcry trr thc
courltics. Arti(:lc lllT oithr-. Ctrnstitutiorl specifies th.rt
pre-prirrrrry education, villagc polyteclrnics, lronre
craft ccntres.tnrl childc.rr.c t.rcilitics u'ill bc rlt'volved
to count) level grrvernntcnts. Whilc therc have lrecn
improvcments in pcrformlnce, tltc nct r-nrolment lntL's
(7l.tt'!i, fbr ECI)E, 8tt.l.to tbr Prinr.rry.lnd +7.+oo lirr
seconJ.rry) imply that close to ltt.l ['er ccnt oiECl)E
eligible chiltlren, 22.9 pcr cent o[ tlre prirrr.rry school

lioing .rqe populatitrn, .rnd 52.6 percent .rf sccorr.l.try
schot,l .rtlc'clril.lren lre not enrol['d in school. L.rrb.rn

infbrm.rl settlemctrts .rncl,rritl ancl scmi-.rrid I;rnr.ls .rrc

rnost l$i'cted u,ith lorv cnrolment r.ltes..lnd there JrL'

also rerional disp.tr ities.

'I}ere is nee,j tbr initi.rtives tarseting marginaliztd
qroups, iDstitr,rti()!ralizlltg cap.rcity dcvelopnrent
ptogr.lrumes, .ieveloprng lnd monitorirrg stand.rrds,
and rt'vitllizing thc terti.trJ sector ofcdu..rtion.
-lhe hcalth sector has recorded inrproved Perlbrmancc
or key indicators such as inf:nt.rnd child rrrortality,
nraterrul healtlrc.rre, .rnd HIV/AIDS freualcncc.
Howcvcq therc is need tbr strategic intcrventions to

the Kerrl'arr otir)ing sector is snr.rll ald urrder-
,levelopcd, .ontributin{ about onc pt'rcent to (iDP,
but the rc'ccnt discovcry of nrineral deposits rnd oil
re\crve\ pr.scDts consider.rblc unt.rppcd potcntiil of
the sc'ctor.'Ihc sector reqistcrcd the highcst pcrccnt.lge
srowth o[ l+.2 pcr cent lrctween 201-].rntl 1014,
nrrinly lttrihutc'il to the cortnrcnceitr'lrt of titiniunl
orc minin{ in Kw.rlc. The scctor h.rs grent potential
lnrl the go,'t-rnntent shoulcl fbcus on puttinq in place
a stronq lcgal ancl institutional tranrc'rvork, .rs well
as lrrc.rl capacity to support thc development oi the
ind ustry.

Nlanuf.rcturrnq in Kerrya .lccounts tor 65 pcr cent
of the industrial s!'ctor rell (lDP While tlrc \r'ctor
is improvirrg in .tlrsolute tcrms tvitlr regard to
inclicrtors such as sector value .rd,,lcd (Ksh 425.5
billion in 201+/l-S conrpareci to Kslr.ll7.7 billion in
l0l3/l-l) and f'orm.rl cmplrrl'nrent (287,400 jobs in
2014,/l-i comparcd h) 279,400 iobs in 2013/l.l), its
contributions to CDP and employment.rre m.rr-qinally
.lrclining .rs r re'sult trf both internll and cxtcrnal
t.rctors. Kcy challerrges includc high production costs,

i
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and competition from cheap imports especially from
Chila and ln&a, among other challenges.

To address high production costs, tie Government has

embarked on key energy and infrastructural Proiects
that are yieldiag positive resultsi Kenya's ranking in

the World Bankt doing business ranking improved
from position 129 in 2015 to t08 in 2016. More

reforms are, however, required to realize the toP 50

position envisaged in the Industrial Transformation
Progamme launched in 2015. Progress towards

second Medium Term Plan has been hampered by
various challenges, including lengthy process of land

identification and transfer, delays resulting from

stakeholder consultations, funding constraints, and

inadequate training faci-lities for industrial skills.

With regard to poliry developments, the Sustainable

Development Goals (SDGs) launched in 2015

underscore the prioritization of labour-intensive

sectors, efficient use of resources and doubling of
industrial sector contribution to employment and

GDP in developing countries. Domestically, two

notable poliry developments include the enactment

of the Special Economic Zones Act No. 15 of 2015,

and the launch of the industrial kansformation
programme. The congmence between SDGs and

Vision 2030 in industrialization agenda and poverty

reduction provides Kenya with an oPPortunity to

concurrently implement the two agendas,

Overall, revitalization ofthe manufacturing sector will
entail reduction ofproduction costs, as wellas ensuring

easy access to factors of production such as land.

Second, there is need to diversify exports destination

for manufactured goods, while the country maintains

a stable exchange rate regime to ensure imPortation

of intermediate goods. Third, developnrent of
Special Economic Zone regulations will help attract

investments, promote technology transfer, and reduce

i nformality.

Micro and Srnall E n tcrp rises

The Micro and Small Enterprise (MSE) sector is a

critical pillar of the economy because maiority (75%)

of all modern establishments in Kenya are MSEs.

The sector, however, is faced with the challenge of
informdity. Tackling informality therefore forms a

critical policy priority.

The Government should use the existing platform of
the Registrarof MSEs, as well as the MSEs Association,

to provide incentives that can lead to formalization of
most these enterprises.

Secondly, a one-stop shop and single regrstration

form could help simplify the business registration,

licensing and statutory requirements and thus limit
rent seeking opportunities which have been identi6ed

as a key constraint to the sector. Moreover, the issue of
multiple fees payments in county govemments needs

to be addressed.

Thirdly, altemative credit solutions that cater to the

needs and requirements of MSEs should be explored.

The two which have been explored so far are credit

guarantee funds to lend to start-uPs, and invoice

discounting. They provide opportunities for MSEs to

borrow in times ofcash flow shortfalls.

Tradc arrcJ Foreigrr Po licy

The domestic retailand wholesale trade sectorhasbeen

evolving with greater concentration of 6rms as well as

developments in electronic commerce, making Kenya

a regional business hub. However, there is need to

strengthen and rationalize the regulatory framework,

taking into account th€ roles of the national and

county governments in order to increase the sectort

contribution to GDP and wage employment To

expand trade, there is need to improve the commercial

environ$ent by addressing domestic constraints to

international business development, and through

proiects that could facilitate regional sharing of
production, as well as diversification into new exPort

lines.

F irr ancia I Services

As at June 2015, the sector recorded an increased

growth of 8.t per cent compared to a growth of 7'2

per cent irJune 2014. [n the same period, the sectors

contribution to the GDP increased marginally from

6.8 per cent to 6.9 per cent, although the structure of
the sector remained fairly unchanged. A number of
policychanges were witnessed in the sector, keyamong

them being the launch of Kenya s 6rst mobile-based

Treasury bond dubbed M-Akiba bond. The bond with
a minimum investment level of Ksh 3,000, will enable
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many Kenyans to access government debt securities
through their mobile phones and at low amounts. It
will increase competitiveness, and democratize the

Bovernment seorities market by reaching the 26.5
million users of mobile phone frnancial services.

Commercial banks registered improved growth in
assets of 21.4 per cent. Loans and advances grew
by 20.5 per cent and, on liabilities, the deposit base

increased by 20.3 per cent. Commercial banls pre-tax
profits increased by 8 per cent fiom Ksh 7l billion in
2014 to Ksh 76.7 billion in 2015. The factors driving
growth were branch expansion, remittances and
agency banking. [n the case of MFBs, loans increased
by 31.6 per cent and the deposit base by 0.8 per cent.
The capital market performance also continued to
improve in 2015. High investors' gains especially in
the stock market are likely to have been the driving
factor On the bonds' market, the local investors'
confidence in economic prospects ofthe economy and
the East African region led to several corporate bond
issues. Though there was improved performance of
the insurance industry insurance penetration in the
country remains low, with non-life business accounting
tbr 66 per cent oftotal premiums in the industry.

On cost of credit, though the interest rates remained
stable, the interest spread was 8,8 per cent against
the Vision 2013 talget of 6.0 per cent. Despite
this, private sector credit grew by 20.5 per cent as a
result of increased demand for credit from private
households, trade, manufacturing, transport and
communication, and real estate. In 2015, the stock
ofgross non-performing loans grew by 21.8 per cent,
with highest growth recorded in the mining and
quarrying, transport and communication, building
and construction, real estate, and trade. Policy reform
considerations should aim at increasing competition
in order to lower the cost ofcredit, deepen the capital
markets, and expand on the tradable securities, and
reduce non-pertbrming loans.

Buildirrg and Constrtrctiorr

The building and construction sector is critical in
creating a platform fbr the realization of the countryt
Vision 2030. The contribution of the consruction
industry to GDP stood at about 4.8 per cent in 2015,
and it recorded a growth of 13.6 per cent. Of policy
concern in the sector is the unmet demand for low

income housing; escalating cost of landi multiplicity
of costs coupled by lengthy development approval
procedures; quality control in tlte sector in view of
collapsing buildings; and high cost offinancing. There
is need to strengthen public-private partDerships
(PPPs) especially in the supply of affordable housing
be strengthened; harmonize the costs and processes
for development control (one-stop-shop); develop a
National Housing Price Index as a tool for regulating
housing price; and expedite the completion of the
National Spatial Plan and the Urban Development
Policy.

Trarrsport

The sector's performance improvedin 2015, registering
a growth of7.l per cent compared to 4.6 per cent in
2014. Such improvement is attributable to increared
investment in transport infrastructure and services,
including an increase of the Road Maintenance
Fuel Levy. Some policy and legal developments that
will likely impact the sector include introduction
of increased fuel levy; revision of exercise duty on
motor vehicles; and constitutional institutionalization
of classi6cation, management and maintenance of
public roads. One ofthe challenges that face the sector
include conflict over the responsibilities of national
urd county governmentsr which need to be clarified
through consultation and participation. Moreover, to
rnitigate the high costs of construction, there is need
to embrace and promote public-private partnerships
(PPPs). As more proiects come on board, such as the
Standard Gauge Railway, there is need to enhance
local content.

Energy

The Sustainable Development Goal for energy aims
to enhance access to affordable, reliable, sustainable
and modern energy for all. Kenya consumes a mix
of renewable energy (hydro, wind, solar, geothermal
and cogeneration) and non-renewable energy (coal
and petroleum products). The expenditure on energy
and petroleum has been increasing, as the absorption
capacity is declining. Rural electrification initiative
has notably boosted electricity accessibiliry which is
complemented by massive goverDment investment iD
renewable energy. Such connectivity notwithstanding,
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prices of electricity are higher compared to other
counries lsuch as Ghana. Seemingly, Kenya has excess

supply of electriciry but this ls likely to be outstripped
by 65 per cent potential demand. Thus the Bovemment
needs to enhance the implementation of the 5,0O0+

MW power plah to meet this potential demand. ln
terms of petroleum consumption, the formula used

to calculate prices has not been reviewed since it was

enacted. It is important to review this because asPects

such as charges for refning remain even after the only
local re6nery was closed- Finally, Kenya depends

heavily on petroleum products. Attempts to substitute

petroleum fuels with biofuels will require a delicate

balance between production offood and that of fuel.

Water and Sanitation

The population of Kenyans' accessing improved

water sources was 63.2 per cent in 2015, reflecting

an improvement of 0.1 per cent. Land uader

irrigation increased by 12,917 hectares and water

storage capacitf increased by 14 miilion cubic
metres. However, the sector s contribution to GDP
declined by 0.1 per cent to reach 0.8 per cent. Water

utilities irnproved accessibility by 2.6 per cent, and

also registered progress in hours of supply, metering

ratig revenue collection efficiency, production,

turnover, non-reyenue water, personnel expenditure

and employment. However, the utilities registered

negative progress in drinking water qualiry coverage of
operations and maintenance costs, sewerage coveragg

and compliance with data submission.

Accessibility to improved sanitation is estimated at

30.2 per cent. Coverage of the population within
the service area of the water and sanitation utilities
increased by 1.9 per cent to reach 68.6 per cent in
2015 up &om 66.7 per cent in 2014. Urban and rurd

water utilities increased their coverage from 70'6

percent to 72.2 per cent and 63.8 per cent to 66.0 per

cent, respectiv€ly. Sewerage coverage, which is only

applicable to urban areas, increased by 1.6 per cent

from 20.5 per cent to 22.2 Per cent'

Budget allocation for lhe water sector reduced in

the year 2014. Actual receiPts reduced ftom Ksh

29.9 billion in 2014 to Ksh 21.4 billion. The level of
effort by government and donors towards funding

the sectsr in 2014 was relatively the same as 2013,

with government to donor fuading ratio being 50:50-

Recurrent expenditure to development expenditure

ratio nras l:4.

The govemment has initiated several bills to

enhance service delivery strengthen management

of sector resources, and improve hteractions among

various stakeholders. There is need to improve the

mobilization of water and sanitation resources,

strengthen management of water and sanitation

resources, and finalize the bills, policies and strateges

that are pending.

lnformation and Communication
Technology

The iaformation and communication sector is a key

enabler in transforming Kenya into a knowledge'based

economy, The sector grew by 7.3 per cent in 2015. It
has made significant growth both in public and private

sectors as reflected by various indicators, such as

mobile cellular subscriptions, mobile money tnnsfer
services, and lntemet usage. The areas where policy
requires attention include ryber insecuriry sharing of
key ICT infrastructure, the ever growing digital divide,
and the need to promote and streamline the growtlr of
the sector.
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This part reviews Kenya's macroeconomic performance especially in

terms of overall economic growth, fiscal and revenue per{ormance,

government expenditure, and overall public debt. lt also provides a

comparison of key fiscal indicarors across selected African counrries,
and raises imporranr fiscal policy issues and options.

The part also reviews two key governance indicators, namely
corruption and gender representarion in Kenya's National Assembly

and Senate.
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Macroeconom i c Performance

l.l lntroduction

This chapter reviews the performance of Kenya'.s

economic growth up to 2015, fiscal and revenue

performance, government expenditure, and overall

public debt. The chapter also compares a number of
fiscal performance indicators across selected African
countries, and rlises important fiscal policy issues

and options fbr Kenya.

.7 Economic Growth
Performance

Following the rebasing of the national accounts in

20I4, statistics indicate that the Kenyan economy

grew by 4.6 per cent,5.7 per cent, 5.3 percent and 5.6

per cent in 7O17,2013 ,2o14 and 2015, respectively
(Figure l.l). Growth in 201-5 was mainly driven

by a stable macroeconomic environment and

improvements agriculture, construction, Iinance,

insurance and real estate sectors (I(NBS,2016).
However, growth in real gross 6xed capital

formation declined from 14.8 per cent in 2014 to

5.2 per cent in 2015. Growth h the exports ofgoods

and services also declined iiom a growth rate of 5.3

per cent in 2014 to -0.9 per cent in 2015. The growth
in imports ofgoods and services also declined from
10.6 per cent in 2014 to - 1.2 per cent in 2015.

(lgarterly GDP estimates indicate that the Kenyan

economy expanded by 5.0 per cent,5.9 per cent,6.0

Figure l.l : GDP gro*'th ratts, 2OO9'2lr l S

source rNSS t20r4,2015,ind 20r6)

per cent and 5.7 per cent during the lirst, second,

third and tburth quartcrs ol 20t-5 (Figure 1.2).

Growth in the fourth quarter was higher than growth

in the fourth quarter of20l4, which was 5.5 per ccnt.

Also, third quarter growth was higher than the same

period h 2014, which was 5.2 per ceot. l-he stronB

growth in the third quarter of 2015 was mainly

supported by stable macroeconomic indicators

and expansion of activities in agriculture, mining

and quarrying, construction, acconrmodation and

restaurant, Iinance and insurance, wholesale and

retail trade, and transport and storage.

In terms of sources o[ growth, accommodation and

restaurants, mining and quarrying, construction and

agriculture, forestry and fishing registered higher

growth rates during the fourth quarter of20l5 (grew

at 21.2%, 16.3%, 149% and I1.8%, respectively),

as compared to the fourth quarter of 2014 (grew

at -15.5%,22.4%, l9.4vo, and 3.8%, respectively)

Table l.l. All sectors recordcd higher growth in the

iioi.,
TIo

rr tI[liLi
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T

I
I
T

I
T

t
T

I
I

(ENYA ECONOMIC RTPORT 2016



I\4AC RO ECON O]!I IC PER FOR ]VlANCE

I:iurt l.2: Qulrr|rrlt' (iI)I).qrrrrr'lh ralc,s thrn trowth in thc low inclrnrc cr.runtries. Growth
in rnicl.llc incom('colurtrics is prolectcr.l ilt l.-S per

cent ind J..+ p('r cent in l0 I 6 .rntl 201 7, rcspectivc.ly.

Comp.rr.rtivt'11','lirnzlnir lnLi Rrv.rncl.r rcctrrelccl

the highest qro$,th rrtL's in thc lr.rst Atiican resion,

u,ith qrouth rit('s of 7.0 prr cent.urd 6.9 pcr cent,

respectively, in 20lS (Table. 1.2). lithiopii recorded

the hiqht'st qro\r'th rJtc lrnortg tht' low income

countries,.rver.r[ing l().2 per cc'nt in 201-5. Among
the selectctl rnid.lle inctrnc courrtrics, Kenya

rt'cordt'.I tht' hight'st (rowth rJtr's in l0 l -i, with J

rtrorvth rite of 5.6 pr,r ccnt. ln ge'ncr.rl, grow'th in
Sub-Srh.rr;rn Afric.r is projc'ctttl ttr rL.cline irr l0l6
iln.l 1017, while East Afiican countrie's .rre pro jectt'rl

to rc-cord sliqhtly hiqhc,r [rou,tlr rrtc-s in 2016 and

2017. Botswanl Iccordctl ncg.rtive growth rite
in 20I-5, trut is cxpcctc.l to pick up in 2016 with
a {rowtlr r.rtc oi.1.7 per ccrrt. South Afiica lntl
Zlmbil .rrc cxlrectctl to slow down in 2() 16, with
their ecolrtrnrits expecte'tl to grorv Jt .r sloryc,r pacc'.

Even tlrough th.. Srrb Slh.rrln gt'()lvth nronrentunl

seen'ls to lr.rve'slorvt',,i, llrec'ly lttritrutttl to tlre

shlrp tlccline in cornmo.lity pricL's, (,[rol;l outt.rrelk

anr,l ,,lrorrqllt. Thc rncrliurn tcrrn {ros'th proslrccts,

horvevcr, .rrc still favour.rl'le (lNlF, 2016). The

I

qqkr' qMn: Q!d(r q! dr

Y., O.e

5our.c (NBSl()unrleny 6l)P , cleds.!. ..r{r r 5)

thirrl qrrartcl of l0l -i conrlr.rrerl to thc tlrirrl qu.rrter

of 2()I+, exccpt firr agriculturc', corrlrrr.lnicltion,
ecluc;rtion, hcllth lnrl rrthcr scrvices.

ln {cncr.rl, growth in nrost Atric.rn countries his
l)ccn strorr$, with growth in low incorne countries
.rvcr.rgirrg 6.6 pcr ccnt ln.l -5.7 lrcr cent in 1014
rnd 2015, respcr:tivcly (lN'It-,2016). (lrowth in
nricltllc irrcornc countrics (whcre Keny.r now falls

.rftr.'r re['.rsin{ its (i[)l), exclrrclinc South Atric.r and

Niccri,r) avr-r.rcccl +.6 pcr ccnt.rnd 2.6 pcr cent in

l() l -l antl )0 I 5, respectively, rvhich rr'.rs rrruch lower

I Ltblc I .l : Srr lorrrl srrurics o/.qrrrrlllr

Agriculturc anJ forcstry

i\lrnrrrq.rn.l rltrirry rn{

IUrnufrcttring

I:lcrtnelt)' rn!l r\rlcr

Construction

Whrrlr:s.rle.rrrcl rt't.ril tr.rdr',.rnJ rcp.rir-.

Acconrmodation,rnd restaurants
_Iiinsport

Communicetiorl

Fillrrraixl scrviccs

Profc'ssional scrvices

Rcrl estrtc, rc till{ .rrrJ ['usarrcss s('r\ iccs

Public administration

llduc.ltiolr

Hcalth

Othcr {cr!iacs
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T'tble 1.2: GDP Growlh in stlected AJrictn countries

Sub-S.rh.rran Aliica
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tavourirble prospects irre llrgely duc'to improved

business environment and favourable demographics,

even thouglr the external environment still poses

significant downward risks rnainly due to terms of
trade shocks and tighter external financing.

I .3 Fiscal Sector Performance

Following the rebasing of GDI', fiscal outturn
indicators rs.r proportion of GDP reduced in
magnitude. For instince, totil revenue wf,s 24

per cent of GDI' in 2013/14 befcrre rebasing, but
declined to 19..32 per cent of GDP rebasing. The

ratio declined tirrther to I tt.9 per cent of GDP
in 20t,1/l-S and ll.8 per cent fbr the first half of
2015/16 (Table l.-i). Ordinary revenue also

declined from [8.2 per cent ol GDI' in 2013/l-]
to t8.0 per cent of GDP in 2014/ t-S and 8.S per

cent in the first halfof20l5/16. Despite the effect

of rebasing, expenditure and net lc,nding increased

lrom 25.7 per cent of GDP in 2013/ l4 to 28.3 per

cent of GDP in 2014/1,5, mostly due to increased

government spending especially towards funding of
the devolution process and inrplernentation of the

flagship pro)ects undcr Vision 2010. ln the first half
of20l5/ t6, expenditure and net lending amounted

to I 1.3 per cent of GDP

.1.0

22l 1.5

5.0

As a result, delicit excluding grants increased trom
-5.71 per cent of GDP in 20ll/ l.l to -9.35 per

cent of GDP in 2014/ l-5 while delicit, irrcluding

gr.rnts, (commitment basis) incrr.'ased fron.r --5.17

per cent of GDP in 201 .l/ 14 to -8.116 per ccnt of
GDP in 2014/15. In the first half of 2015/16,
deFcit excluding grants, rnd de6cit including arants
(commitment basis), were -2.,16 per cent and -2.27

per cent of GDP, respectivt'ly. Deficit including
grants (cash basis) incre;rsed frorn --i.4-1 per cent

of GDP in 2013/14 to -t9.2-i per cent of Gf)[) in
201-t/ l-s. 'Ihe deficit rvas lareely 6n.rnccd by tbreign

financing, which increased tiom 2. I per cent of GDP
in 201-i/14 to .1.81 per cent o[ GDP in 2014/15.
Domestic linancinq rrr.rrginally increasetl tionr 4.00

per cent of GDP in 2013/1.{ to +.39 per cent of
GDP in 201-1/ 15. In the first halfof20l S/ 16, deficit
including grants (cash basis) was -2.56 per ccnt

of GDP. The deficit rvas mainly tinanced throrrgh

foreign financing (2.12% of GDI'), with only 0.43

pcr cent oiG DP oitlonrcstic fin.rncing.

Table 1.3: Fiscul oultunt (o4 o.[ GDP)

Total reYenue 8.8

8.5

0.1

r r.3

Re-venue

Erpcoditurc .od nct
lending

7.6 s.l

A.I.A
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I .4 Revenue Performance

Tot.rl curnulativc revenue ( inclucling A-l-A ) over thc
lir:;t hali oi 20l5/ 16 rnrountr'el to Ksh -i8 t.l billion
.r{;rinst l tir{ct of l(sh 678 [rillion, corrp.rre.l to Krh
l,()lil.2 billicu in 201'1/15 .rgrirlst .r trr{ct of Ksh
| ,170.-r lrillion (T.rhle l.-l). 'lhus, tot.rl revenuc ()\,er

thc tirst h,rlf ot l0l5/16 rv.rs [',elorv tarqct bv Ksh

'lrtltlc 1.1: Gortnnlllt ttt,t,luc tnd grtnls (hsft l,illioas)

l0l3,i t4

974.4,.

9 t9.0

67.6

102.0

249.9

t99 -

107.8

I l+.q

5i.1 
.

77.O 
.

1.001..1

96,9 billion. Or,Iinary revenue .rnlountc.l t.) K.h
.s-l^l.2 billion in thc lrrst h.rliof l0l-i,/16,.rgiinst.1
t.rrqct of Ksh -i9t.li billion. "lhLrs, tot;rl rcvenue tell
behrrv thc t.rrget bI 17.0 pcr cg61, nhilc orclirrrr;,
rcvcnue also tt'll belou'tarqct [ry ll.i prer ccnt-

A review crf the pcrfirrmlnce of tax h.rn.lles .rlso

slrorvs thrt onlv Vrlue Adde'.i Tar (ltrcal) surpassetl

its tirgct by 0.9 lrer cent in 2,01.1/15. Other inconre
t:rx (nt.rinl1' (L)rpor.rtc t.rx) .rnd I)AYE rvcre [,cl.rrv
t.u{et I)y 7.7 pcr ccnt .rld 1.6 per cent, resPectivcly

in l0l-1/l-S (]'ablc l.+). \/AT inrports tl:ere ,rl\o
below the t.rrgc't in l,()14/l.S by 8.() pcr ccnt while
itttport duty arrel cxcise dutl rr,cre bclon the tlrget
by .1..5 pcr cent antl 1.I pcr ccnt, rcspcctivcly. A I,A
tirrrds rr'tre lrckxv tilr{et b)'+S.l-l pcr cent, r,hich hrs
heen .rttri[.rutcrl to undcr rcporting especiirlly t)y
uni\.ersities. lixtern;rl grants rverc [rel,.trv t.rrgct b],

-Sli.o pcr cent. In tlre first hrlf of:015/16, inconre
t.rx an,.l VAT rvcre bclorl thcir tartet hy 10.0 per ccnt
;rntl ').t) p,cr ccnt, r(,sPL.ctivcly. Excise lnd import
r.lutir's'wcrt' Jlso hclou, targct b), 6.0 perccnt .rnd -i.0
pL'rccr)t, respectivell,. A-l-A rvele .llso lrtlow targct
b1, I0S.0 per ccnt.
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1.5 GovernmentExpenditure

Total government expenditure and net lending for
the first half of 2ol5/16 amounted to Ksh 727.4

billion compared to Ksh 1,616 billion in 2014/15

and Ksh 1,297.8 billion in 20t3/14 (Tabte 1.5).

Recurrent expenditure accounted for 58.0 per cent

of total expenditure in 2014/15 and 6rst half of
ZOlSl 16, respectively. Development expenditure,

on the other hand, accounted tbr 31.0 per cent

and 28.0 per cent of total expenditure in 2014/l-5

and 6rst half of 2015/ 16, respectively. Wages and

salaries accounted for 18.0 per cent and 20.0 per

cent of recurrent expenditure in 2015/15 and the

fust half of /015/ 16, respectively. Operations and

Maintenance accounted for 21.0 per cent and 20.5

per cent of total expenditure in 2015/15 and 6rst

half of 201 5/ I 6, respectively.

20t3/ 14

Controller oiBudget, County Governrnents Budget

lmplementation Review Report for the first half of
2OlS/16). Actual expenditure during the first hdf
of 7Ol5/16 amounted to Ksh I t-1.43 billion, which

consisted ofKsh 81.08 billion for recurrent activities

(71.5% of the total expenditure) and Ksh 32.35

billion (28.5yo oftotal expenditure) for development

proiects. The aggregate expenditure represented an

absorption rate of-31.3 per cent ofthe annual budget.

The cumulative spending on development activities

did not conform to the public 6nancial nanagement

requirement that at least 30 per cent of budget

must be allocated for development progrartmes. In

2Ol4/15, cumulative spendirg conformed to the

public 6nancial management of at least 30 per cent

spending on development activities (35.1%), even

though several counties (such as Nakuru, Nairobi,

Kisumu, Nyeri, Embu and Kaiiado) did not meet

the 30 per cent threshold.

20t4/t5
Tartiet

Helf of 2015/ r 6

Actu.rl Target

Allocations to county governments were 15.0 per

€ent in 2013/14, 14.0 per cent in 2014/15 and Figure l.J shows the proportion of spending by
14.0 per cent over half of L0l5/16. ln 201.5/16, functions of government over the past 6ve years.

aggregate approved budget estirnates for the county The proportion of spending on economic affairs
governments amounted to Ksh 362.76 billion and was 19 per cent in 201 I / 12 compared to 16 per
comprised Ksh 200.57 billion (55.-l%) allocation cenr in 20lS/16. The proportion of spending on
for recurrent expenditure and Ksh 162.19 billion general public services increased from l3 per cent in
(.14.7%) for development expenditure (Olfice of the ZOt t / l) ro 17 per cent in 2014/ 15, before declining

Tablc 1.5: Goven ml"r,tt expcruliture and rct lending (Ksh billions)
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to I I per cent in 2015/16. Spending on education
also declined fion: 20 per cent of total spending in
201I / 12 to l7 per cent in 2ot5/ 16, while health
sector spending declined from 5 per cent in 201 l/ l2
to 2 per cent oftotal spending in ZO15/ 16.

1.6 Fiscal Deficit and its Financing

In 2014/ 15, the overall 6scalbalance on commitrnent
basis (including grants) amounted to Ksh 506.7
billion (8.9% of GDP against a target of Ksh 584.9
billion (10.2% of GDP) - Table 1.6. For half of
Z0l5/ 16, the overall fiscal balance on cornmitment
basis (including grants) amounted to Ksh 146.2
billion against an annual target ofKsh 319.2 bitlion.
Overa.ll 6scal deficit, including grants, on a cash

basis amounted to Ksh 47 t.9 billion (8.3% of GDp)
compared to a target ofKsh 584.9 billion ( l0.Z% of
GDP). For halfof20l5/ 16, the overall fiscal balance

Table 1.6: Fiseal ilefcit and fino,nci,l.g (Ksh billions)

Dc6ci! gclu4lry grants (comoitmcnt brsis) -287.9

on cash basis (including grants) amounted to Ksh
165.3 billion against an annual target of Ksh 319.2
billion. In 7014/15, deficit financing was largely
from domestic sources, amounting to Ksh 251.1
billion compared to the first half of 2015/ l6 where
deficit 6nancing was mainly foreign, amounting
to Ksh l-16.8 billion (83% ofthe deficit financing
over the same period). This represented domestic
financing and externalfinancing of0.43 per cent and
2.12 per cent of GDP in the 6rst half of 2015/ t6,
respectively, as compared to domestic financing of
4.4 per cent of GDP and external frnancing of 3.81
per cent in 2014/ 15.

1.7 Overall Public Debt

Totalpublic debt was Ksh 2,8.14billion (about 49.7%
ofGDP) at the end ofDecember 2015 compared to
Ksh 2,276 billion at the end of December 2014-
Figure 1.4 (Quarterly Economic and Budget
Review, First half of 215/). The total external debt
stock, including the [nternationa] Sovereign Bond,
stood at Ksh 1,615 billion at the period ending
December 2015, accounting for 5l per cent oftotal
gross public debt. The external debt stock comprised
of multilateral debt (47yo), bilateral debt (30%),
export credit debt (tX) and commercial banks'
debt (23% including the International Sovereign
Bond). Most of Kenyas external debt remains
on concessional terms, although its commercial
component has increased.

The stock of domestic debt increased fiom Ksh
1,308 billion in December 2014 to Ksh t,540 billion
in December 20.t5, accounting for 49 per cent of
total gross public debt.
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The total culrrulative debt service Paynrents to

external creditors amounted to Ksh -13.8 billion by

f)ecember 2015, which comprised Ksh 16.4 billion

principal repryrnents and Ksh 17.4 billion interest

Payment.

3,000

2,5m

2,000

lJ00
1,000

5m

Sub-Saharan

Afiica
22.6

Uganda, Tanzania, Rwanda and Burundi haviog

revenue to GDP ratios of 13.7 per cent, 13.9 Per
cent, 17.6 per cent and 10.3 per cent, respectively.

Kenya, Rwanda and Burundi hrve higher

expenditure to GDP ratios amounting to 28 6 per

cent for Kenyir, 27.2 per cent for Rwanda and 29.9

per cent for Burundi. Consequently, Kenya, Rwanda

and Burundi have the highest 6scal deficits as a ratio

of GDP among the EAC countries. Among the

selected countries, Botswana has the highest revenue

and expenditure to GDP ratios (37.9% reYenue to

GDP ratio and 39.79o expenditure to GDP ratio). In

terms of debt, Kenya has the highest debt to GDP

ratio in the EAC, estimated at 52.7 per cent to GDP

compared to Uganda'.s 35..1per cent, Tanzania'-s 40'5

per cent, Rwanda'.s 34.6 per cent, and Burundii 38.4

per cent. Ghana has the highest debt to GDP rltio
anrong the selected countries, estimated at 73.3 Per
cent ofGDP.

+.8 .t6..t

Figure 1.4: Public ilebl

Sour(e. Natlonallteasu.y (2015), Qua(e.ly E(onom,c and Budget Bevrew

l2Ol4/15 lorthe p€nod e.di6q l0' lune 201 5

1.8 Comparison of Key Fiscal l'9 Underlying Fiscal Policy lssues

lndicators Across ielected and oPtions

African Countries 1.9.1 Fiscal space and public financial

A comparison of liscal indicators across selecterl management

African countries tbr 2015 is shown in Table 1.7. Fiscal sprce can be de6ned as the availability

Kenya has the highest revenue to GDP ratio of 19.8 of budgetary room that allows a government to

per cent in 2015 arnong the EAC countries, with provide resources for a desired purpose without

Table t,7: Fiscsl irulicttorsJor seleeted Afric.ltt coun ries (201S)
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any preiudice to the sustainability ofa government's
financial position (Heller, 2005). Creation of liscal
space enables the country to generate additional
resources to increase goyernment spentling or
reduce taxation on an activity that is deerned

important. At the national level, a review of trends
reveals that government expenditure has increased

at a faster rate than government revenue. Additional
6scal space can be generated through three key
areas. First, additional revenue can be generated
by broadening the tax base (through tax reforms
(VAT and Excise tax), taxation of SMEs, taxation
of real estate sector, capital grins tax, etc) and
through enhancing tax administration to enhance

compliance. Second, fiscal space can be created at
the national level through reallocation of resources

across sectors, depending on sectoral priorities.
This requires rationalization of expenditure
through curtailing of Iess productive expenditures
and reallocation of more resources towards more
ellicient sectoral priorities. Third, the governm€nt
can borrow additional resources, especially through
cheaper foreign concessional loans, but only within
sustainable limits.

At county level, several challenges have continued
to hamper budget execution (Office of the
Controller of Budget, County Governrnents Budget
Implementation Review Report lbr the Financial
Year 2014/15 and half year of 201-5/16). These

include: cash payment and manual revenue systems;

under-performance of local revenue systenrs;

weak internal controls; and weak public linancial
management systems (especially budgetary
reallocations according to exchequer issues and
priority levels; inflated expenditures; borrowing
from commercial banks without guarantee frour
national government or county assembly; use of
locally generated revenues at source; etc). There

lre several meJsures that counties are putting in
place to enhance revenue generation and enhance
their public Gnancial management systems, key
among them: automation of reyenue generation
systems; rationalization of existing taxes; updating
of taxpayers' databases; drafting of relevant

legislations; capacity building for staff; improved
audits and internal controls; and identification
of nelv tax bases. Some of the potential sources of
additional revenue for counties include: taxation
of property, liquor licensing, Ievies on tourism
activities, and mining Ievies/cess.

At county level, several challenges have continued to
hamper budget execution (Office of the Controller
ofBudget,20l5). These include: cash pay'rnent and
manual revenue systems; under-performance of
revenue systems; weak internal controls and; weak

public financial minagement systems (especially

budgetary reallocations according to exchequer

issues and priority levels; inflated expenditures
etc). There are several flleasures that counties are

putting in place to enhance revenue Beneration
and public financial management, key among them
being automation of revenue generation systems;

rationalization of existing taxes; updating of
taxpayers' databases; draft ing of relevant legislations;
capaciry building for staffi improved audits and
internal controls and; and identilication of new tax
bases. Some of the potential sources of additional
revenue for counties include: taxation of property,
liquor licensing, levies on tourism actiyities, and

mining levies,/cess.

I .9.2 Debt sustainability

Statistics on central government'.s debt show that
total debt nrore than quadrupled between 2000
and 2014. Thus, the issue of debt sustainability
should be a concern given the increasing debt levels.

The government acknowledges that pursuance

of a sustainable debt level is important, given
tlre effect of the stability of key ntacroeconomic
variables (stability of inflation, interest rates and
exchange rates) on private sector participation in
the economy (Budget Policy statement, 201-3). One
simple way of assessing whether debt is sustainable

is by looking at the relationship between central
government revenue and expenditure over time,
Debt will be sustainable ifgovernment revenue and
expenditure move in a similar marner, which would
imply that the government will be able to finance

KENYA T(ONOMIC AEPORT 2O 15
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its expenditure from its own revenues. The analysis

of growth in tot.rl revenue and total expenditure

shows that the growth in expenditure has over tine
mirrored the grow'th in revenue, except fbr incrcased

expenditure cluring election yclrs .rnd also atter

2012 (Figure 1.5). After 2012, total expenditure

increased at a higher rate than total rcvenue, while

total revenuc grew rt a declinine rate. ln 201-5, total

revenue Brew Jt r fister rate than total expenditure.

Even though previous analysis by IMF (lMF, Z0l3)
showetl tlrat Kenya f'aced a lorv risk of external debt

distress as all external public debt indicators wcre

tbund to be below tlre relevant country-specilic debt

burden thresholds (tbr Kenya, a fireshold of 409,u

ol GDP and l50qo ofexports), PcrsistencL'in reccrrt

trends could signal fiscal distress.'fhe biggest risks

to Kenya.s liscrl position are: (i) f'luctuations in the

exclranqe rate; (ii) less tivourable terms of 1rayment
on nerv lolns; (iii) slower econorrric growth rate; and

(iv) wirlening current .rccount dehcit. Maintenrnce

of a fivourable clebt position requires: (i) slor,r'er

increases in 6scal and current account deficits; (ii)

f;ster Browth, at the long-term projected ratt o[6 per

centj (iii) stability in macroeconomic fundrmentals,

especi.rlly inflation; and (iv) growth in exports

beyond the rnedium ternl proiection of7 per cent.

I .9.3 Savings and investment

The gross fixed c.rprtrl ti)rmation (CFCF) in Kcn1.r

has experienced a high growth during tlre period

20 l2-201-s (registering a 4ll06 increrse). Particularly,

li.gure L5: Gro*,th in govenunent rcvcnue sn.l exptulilntc

(iFCF increased to Ksh 1.34 trillion in 2015 fionr

Ksh 1.24 trillion in 201-j, representing about tl
per cent growth (KNBS,20l6). This imPlies that

l(eny,lns devote about 2l per cent o[tlreir national

output to investment. The impressive growth in
investment spending has been driven by.r rrumber

of intrastructural proiects thJt thc government has

initiated in recent years. A further irnalysis of capital

spt'ndrng in Kenyl r,.'veals that thc increase in {ross

terms divergcs witlely from real terms. For irlstance,

between 20 t.J and 2014, the capitil fbrmation r.rte at

constant prices increased by far less th.rn in current

prices. This hig divergence (Figure 1.6) pohts to .rn

increascd inflitioll otr new cirpital'rcquisition, which

can be a financial strain to the economy in case GDP

does not expand at a situillr ratc.

With regard to gross savings (as a percc'nt o[(iDP),
d.rta for the lirst 8 ntonths of 201-5 reveals an

encourdginB developntcr:t. l{avinu nearly sttgnated

betw'een 20ll and 2014, gross savings increased

trom I I per cent in 201"1 to l+.1 per cent in 2015,

reflecting about 28 per cent growth (Trble 1.8 ).

A simplt' colnp.rrative an.rlysis of average Sross
investnrent and savings anronE some selected

counries in Sub-Saharan Africa indic.rtes that

Kenya lags behind alnrost rll tlre selected countries.

For instance, Kenya'.s average gross savings betu'cen

20 I 2 and 20 I 5 were 1.1.5 per cent, while thc' average

for thc East Afiican rellional block was 16.9 per

cent. Additionalll', rvhile the EAC bloc registered

9rs
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I-igu,l l.(t: (rroJ.{ t,('r'JrrJ ,'r'rrl /i.ttl ctpit,
.lirnuttirttt tlt ox tlr I 20 l 0 2.tr l 5 )

.rn JVerirgc Cross it)\,cstnlent of 26.; pcr cent, Kcnl;r
:rchievc(i .rn lver.rgc ol 2 I.7 per .c,rt. Cle.lrll, policv
r ilk(,rs in K,..ny.r nectl to pursllc policies that rvill
promotc hoth \ivinus .)nrl invcstntent to.rchieve
the grorvth rrtes c,rrvis.rqcd in tlrc Vision 20.1().

Specilicallv, closint the' huntan rL'r,clo[,rlrcnt .rrrcl

!o\:en).lnce {lps \c!'nrs to holcl pronise fbr highcr
n,rti0nll savin{s ;rn,-l investrncnt (C.rcerr:s an.l
()ccrt's, 2r) I 5 ). (l.rcercs ;rrrd C.rccrcs ( 20 l.i ) tiruncl
out (in their stutll, o[ 2-] .euntries in Sub,Sahlr.rn
Atr-ic;r ) th.rt lrositive shtrcks to hum.rn dcvcl()prrrent
irrdicltors (such .rs cJuc.rtion .lnd heJlth) .rs rvcll ls
the rule oi lau, lc.tcl to irrcre.rsc irr rr.rtiorral s.tvirrts
.rtrLl in\.c!tnrctrt. \\re thclcfirrt su1]gcst (in vierv ot tlre

lirlrlL I.fi: (irrrss.i,rlirr(s arrrl i,tt.L,tlnttlt il sontr,-ir,lrrlcr,l Srr6-\rrItirtfi _llr.i.n trtrrttltits
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fin,.lings of Caccres .rutl (l.rccrc's, 101 5 ) th.rt, tirr thc

Kcnyan qovernntcnt to positively inlpact tlrr'ctlrrcnt

lorv levcls oi s.rvings Jtld investnrcnt, it shoultl

pursttc hum.rn dcveloPtrcnt'rnd institutional

quality.rs plrt of .t n.lti(1n.ll lllacrocc(tnoruic policy.

I .9.4 Current account

Kenyl'.s currct'tt account h.rs [-rcen trctrdin{

.ltT rvrru..rrtls tbr the l.rst t-our 1ears, ;rlthouqh it nrildv

inrl,rovctl in 2015. l';rrticularly, tlre [.r.rl.rnce of tr.t.lc

recor.letl a de'licit oI Ksh 997 billion by the e'nd of

l() 15, ivhich l{.ls .lrt inlProvenlcttt tiotrr .r clelicit ot

Ksh 103 I ['illion retordetl in 20 14.

'Ihc current accottnt lr.rlltrcc h.rs bccn on a

clovnwlrti trcncl firr the past fivc )'cars, .rlthou[l.r

thcre w.r' .rn irlrfrovenlL'rrt in lt)15 (l-ittrre l.-).
'Ihis im;,rovenrent rvas llrqcll ,lriven br''r.lccline
ir'r irnports (of 9.6\), Pnrticularll'oil im;'orts, which

.1.'c1c.r5gd by .1-l pcr.eDt otr .l )'e.lr to )car brsis. Evcn

thtru{.h there rv.rs a marginrl rcducti(tn in imPorts

betrt'r:en L)ctotrc'r 201'l and St'ptt'nber 2t) l -i, thc

gip between ilrlPorts Jud exPQrts still rcnlJinc(l

wllq' I l-igure LN ). Rcvtvtllg th( lrrJlrui.l'.'ltlrllrq

inrlustry atrd Promotrng ltrc.rl ploclucts, coupled

with quJlity .lssur.lncc, ire solllc oi the rvays of

tacklinq tht' pt'rsistent trrtle dcficit.

I iyrrt l.-: L. n111',; fr,|f11r11'1' 1r/ lrrtrL'

Irigrl,.r l.S: Klrr-t,als r.tPrrrl.s r,lrsll-{ ixrlror'rs

i l: .*
i l::1:ll lI
i i::,:; I' r :: llll

:
,ll ,1[

'1'

I

,l[,lr
t_i
2!

,ll
J,

il

1.9.5 Monetary Policy and inflation

Tle kc'y aim oi monctary Policy i5 tQ mailltilin

price st.ilrility by kccping intlation at a lorv lev.'I,

normllly withitr the tarllet rante oi 5i2 per cent. In

iu(o N,ilronrll,rnsuryll0l5) OunrierlyL.onon cnnd8ud9'lRevkw
1.lOl,l I i lor rh. pirrod rndng l0 lonel0l5

I)ecc'rnt,er 2()15, the ovcr.rll infl'rtion ltad riscn kr

8.0 per ccnt, s'lrich surp.tsscd tht'tlrgt't Lrotttrtis stt

by the National Treasurl (Fiturc 1.9). Thc ;l'e'r.rt'-'

lnnull consurtrcr price irtde'x (CI'l) increlsetl fionr

l -{0. I I in l0 I -l ancl l -19.7-i in l0 l+ to l6'+.71 in

Dtcunrl)er 2()15. It rcsulted itr .r trrotlest inctcase in

the r.rtc' of intlltion. 'lhis w.ts .rttributetl to ilrcrc.rsc

in ttre cr.tst of severll fcro.l ;rrl.l non-toocl itt'tns,

uhich rrutrvcielred the sigrli6cant tlccre.tse in thc

cost ol elcctricit)'.rnrl ;'ctroleutrr Prodrtcts, such 'rs

pctr.rl, keros.'ne .rttd cliesel.

Non'firtrd nrrn-fttel iutlation rtrse lry ll3 basis points

to ,i.6 per cent ti)llowine l rt'visit,tt itr excise clutl ill

De cr.mlrer 2015. T]ris rv.rs rlso .rftributt'd to highc'r

priccs in the firllowing crtegories of qo,-rds an.l

serr.ices: llcoholicbever.rges, totr,rcco lnd trarcotics,

,:ornnluni.;ltion, clothint .lnd tbotu't'.rr' hcalth,

nr isc,,'ll.r n e,.r u s goods .rn.l scrvices.rtr,:l turnishinlis,

hou.,eh,rl.l (qurllnr('nt, .u)\l r()utln(' (on\tltl)Ftioll

h.rrkcts (Ftqurt' l.l0). thc itttl.tttott Prt'ssrtrc tn

nrost r.ri norr-lirod .rn.'l non'fucl wirs 'lttribtltc(l
to inlportcd iutlatiotr arisint 6rrtrr exchangc' r.rtc

clcpre'ciatior.t durinq tlre pcritrd under revicrv. A

rcvicrv of infl.rtion by incolrre trouP sho\rs th.rt thc

krrur-r incornc grouP is disrdYant.rge.l contP''arc'tl to

other crte[ories (Figtrre l.lt)) This is attril.rutcr.l trr

thc f.rct th.rt lowcr incorrrc grouP inll:rticrtr is setrsitivc

to changes in toor.l priccs, givett th.rt tootl carrics the

hi(hcst weiSht ir compilltior.t of thc lorver itrcotne

CI'1, r.'llectrng tll(' l.r(t tlr.lt lrrwel itrcrrtrrr' trrrttps

spencl thc highest share of thcir incorne rrn tbocl.

t1l0

l0rl ]tltl lnl{ :l!!
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s 20ls

Nov-2015

67.1 37.3

5r.9 37.4

60.3 31.4

I .9.6 Diaspora remittances

Diaspora remittances to Kenya increased by l9'9

per cent fron: US$ I 14.6 million in -lanuary 2015

to US$ 137.5 nrillion in January 2016. lt increased

by 2.6 per cent when compared to inflows in

December 2015. The increase was attributed to

improvement in intlows tlom North America and

Europe, Inflows ln the 12 months to January 2016

cumulatively increased by 9.7 per cent from US$

1,432 million in the year to January 2015 to US$

5,171 million in 2016 (Table l.l0). The rest ofthe

world, despite accounting for the least amount by

volume and market share, greatly contributed to

increase in remittances in January 2016 and fully

counterbalanced the decline recorded from North

America and Europe.

Tabb l. t0 Rcmiftance inflous by soutce (lJS$

milliorc)

Igryt the World

Jun-20 t5 ll6
29.2

1.9.7 Exchange rate

During the period ending June 2015, the Kenya

shilling depreciated against maior world currencies'

The depreciation with respect to the US dollar was

ret.lected across the maior international currencies,

including the South African Rand, Ugandan Shilling

and Tanzanian Shilling. Except for the Kenya

Shilling, these currencies depreciated faster and

were more volatile against the US dollar (Central

Bank ofKenya,20l5).

A strong recovery of the US economy bolstered the

demand of the dollar denominated assets, which

strengthened the US dollar rgainst world maior

currencies. This was further attributed to lower

interest rate exPectations in the Eurozone after

the adoption of qrantitatiYe Easing (QE) by the

European Central Bank (ECB) in January 2015.

This was in addition to we,rk growth recovery in the

Eurozone.

The Kenya shilling exchange rate is continuously

being supported by resilient tbreign exchange

inllows via Diaspora remittances. The Central

Bank of Kenya interventions, by mopping up

liquidity through direct sales of foreign exchange to

conrmercial banks, led to short-term volatility in the

foreign exchange market during the period (Central

Bank ofKenya,20l5).

According to the Central BanI of Kenya (2015),

the level of foreign exclrange reserves stood at US$

6,859.58 million. This equates to 4.40 months of

import cover as of April 2015. This level of reserve

was increased by the precautionary access under

a blended standby arrangement and a standby

credit facility that was negotiated by the Kenyan

government and approved by the IMF in January

2015. The aim was to mitigate any balance of

payment shocks, which boost€d the bank'.s capacity

to curtail short-term volatility in the foreign

exchange market.

The Kenya shilling exchange rate movement

against the US dollar during the period September-
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Figure 1.13 Disspora remillanccs inflows to

Kenya

Source: Central Eank ol Kenya (2015), Monthlv Economr< Eeview
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Figurc L l4: Cross-country comparisons-for
remillance inllows

Figure 1.16: Nominal efi'ectite exchange rotes Jor
seleeted Sub-Saharan Alrican countrics (annual
averuge index 2OOO= tOO)

6g
r
I
I

0

t! .
t{"
II O

ti:!t

il,

i

I

ll J JI
20u ,rI! 20ta I

December 2015 retlected a higher demanrJ for the
dollar, resulting fiom heightened economic activity
that led to increased imports and slowed exports,
especially in leading Kenya! tbreign exchange
earners such as tea and tourism, which rleclined
on account of wea-k global demand and Iower tea
prices. The chart below illustrates the exchange rate
movement for the Kenya shilling against the world
major currencies.

The large majority of fiontier market economies.
currencies experienced depreciations of higher
magnitude, including in Ghana, SouthAfiica, Kenya,
Tanzania, Uganda, and Zambia, reflecting existing
or rising domestic rrrlnerabilities in some cases
(Ghana, Soutl 4fiica, Zambia), but also increasing
overall risk aversion as in many other irontier anJ
emerging market economies around the world
(Figure l. t 5 ).This could have been caused by volatile
capital movements following market exfectation
changes about the likely evolution o[ monetarv

policies stance in key countries, notably the United
States (IMF, 2015). In some other countries in the
region, severe pressures on the exchange rates have
also been triggered by growing macroeconomic
imbalances, exacerbated by lower tourism receipts
(Kenya and Gambia) or a poor harvest (Malawl).
The central banks in these countries responded by
tightening policies to stabilize exchange rates and to
counter inflation.

Figure l.1S: Kenta shilling etchqngt rdte

1.9.8 lnterest Rates

There was a mixed performance of rise and fa.lls
in most of the nominal interest rates during 2015
(Figure l.t6). To mitigate the surging demand
associated with the weakening of the Kenya
shilling against the US dollar, the Monetary policy
Committee (MPC) raised CBR rate in June 2015.
The Central Brn-k Rate (CBR) was also revised
upwards twice during the year. The rate increased
Fom 8.5 per cent in December 2014 to lO.0per cent
inJune and to I 1.5 percent in December 2015. There
was a drop in 9l-day Treasury bill rate from 8.S8
per cent in December 2014 to g.26 per cent inJune
2015 and further rose to 9.81 per cent in December
2015. Central Banl of Kenya maintained sustained
liquidity management through Open Market
Operations. Nevertheless, interbank rate spiked to
I1.78 in June 2015 from 6.91 per cent and finally
dropped tcr 7.27 per cent in December 2015. There
was also an accumulation of govemment deposits
at the CBK, and OMO activity intensified to mob

3;
I'r
T-t"
;
,r,n ,}u ,-_r, ).x ,-.r,

Sour(e: Cenlrdl 8a nI ot (enya (2Ott), Monthty E(onomrc Review
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Figure l.17: Tretds in noninot interesl rates'

201t -201s

l.l0 Emerging PolicY lssues and

Recommendations

Macroeconomic risks emanating from foreign

exchange market volatility and fiscal policy

concerns could feed into inflation (and inflationary

expectations). If inflation rises, the CBK could

decide to raise the central bank rate again to calm

the market. A yield on government securities and

Iending rates is likely to rise in tandem, increasing

retr..rrs on shilling-denominated assets, making

them attractive. A steeP rise in interest rates would

dampen aggregate demand, as both consumption

"nd 

^inr"rt*.nt 
spending would slow down and

hinder growth (World Bank, 2015)' Continued

weak demand for Kenya's export following deflation

in the Euro could slow down overall growth' since

Europe is a leading destination for merchandise

.*port. nn,l also a main tourist destination for

Kenya.

Kenyan interest rates are sticky downwards; they

rise quickly but take long before they fall' To

pr.u"nt ,""1 interest rates {iom rising prematurely'

monetary policy must stay accommodative' It is

also imPortant, however, that the overall policy

mix be supportive. Monetary policy efforts should

be accompanied by ellorts to strengthen ba.lance

sheets and the cretlit supply channel, and by the

active use of macro prudential policies to address

financial stability risks. The recent Central Bank

action to publish the average bank lending rates has

been lauded as a move to Promote completion and

transParency in Pricing ofloans and thus reign in on

high interest rates.

rrlltllrltlrr

Figure 1.18: Trends in red interest rat* lor
selectei! Sub-sahunr African countries

5ource. xN85 (2015)
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interbank rate rising above the CBR in December

2015.

rtm

loo

5.O

o-00

I r1Ii!l

o KENYA EcoNoMlc REPoRT 2016



'D
C( \,/[RN/iN( F

Iurlrt

2
C e I

Governance

2.1 !ntroduction

Good governance reforms enhance

constitutionalism, respect for human rights,

democracy, transparency, accountability and

economic development. Article l0 of the

Constitution of Kenya 2010 provides for the

entrenchment of national values and principles of
governance in the country. These national values

and principles of governance bind all State organs,

State officers, public officers and all persons. They

include:

(i) Patriotism, national unity, sharing and

devolution ofpower;
(ii) The rule oflaw, democracy and participation of

the people;
(iii) Hunran dignity, equiry social iustice,

inclusiveness, equality;
(iv) Human rights, non-discrimination and

protection of the marginalized;
(v) Gor:d governaflce, integrity, transparency and

accountabilityi and

(vi) Sustainable development.

Kenya is governed through three Arms of
Goyernment: Executive, Legislature and the

Judiciary. The executive implements government

laws and policies, and exists both at the national

government and county government levels. The

National Executive comprises the President, the

Deputy President, the Attorney General, Cabinet

Secretaries, Principal Secretaries and the entire civil
service. At the county level, the Executive comprise

of the Governor, Deputy Governor and the entire

County Executive.

The Constitution establishes a legislature that

is fundamentally different, existing at both the

national and county levels. At the national level,

there are two chambers of Parliament consisting of
the NationalAssembly and the Senate.

The Judiciary has a four tier structure with the

Supreme Court being the top most tier. 'fhe other

tiers are the Court of Appeal, the High Court, and

the Subordinate Courts.

2.2 PerformanceAnalysis

The three arms ofgovernment seek to:

Enhance accountability by building

accountable and transparent governance

systems;

Elevate civic education by providing citizens

with the necessary information;
Lnspire good governance by building the

capacity of civil society organizations working
in the counties to enlance good governance

and improve service delivery; and

xENYA ECoNoMl( REPoBT zo15 o
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. Support and develop programmes that
stimulate community development and

increase citizen participation

Cood governance is at the core of sustainable

development. The four key components of
governance are accountabiliry transparencyr

predictability, and participation these being
universally applicable regardless of the economic
orientation, strategic priorities, or policy pursued

by governnrent. In the 2015 Molbrahim lndex of
governance, Kenya improved in its rankinB (Table

2.1) tiom position lTin20l4toposition l4 in 2015.

Tablt 2.1: Selected countrics (2012/2013 to
20 t5120t6) Llolbrohin lndex oJ Oovtnroncc

Mauritius

Chapter 6 of the Constitution on leadership and

integrity requires that public officers conduct

themselves with decorum and those with tainted

past are not allowed to occupy public olfices. This

is complemented by Article 232 ofthe Constitution
on values and principles ofpublic service.

The government has developed a code of conduct
for state corporations (Mwongozo), which allocrtes
responsibilities for supervision, implementation
and enforcemerrt of public service provrsions so as

to improve service delivery. Tlre role of oversight

institutions has been enhanced to monitor,
consolidate and ensure free flow of information
from the goyernment to citizens. This will help

enhance qualit), service delivery to citizens, and

hence improved ranking ofthe country.

Service delivery is at the core of the government.
lnitiatives such as the Huduma centres across the
country are meant to bring government services

closer to the people. This will enable citizens get

services in a one-stop service ccntre. However, even

with such radical mersures taken by the government
to enhance service delivery, some services such as

national registration are still cxpenencrng some

challenges; the National Registration Bureau, for
example, can hardly meet demand for identity cards

in Kenya as shown in Table 2.2.

Fronr 2010 onwards, the Bureau has lreen carrying
over the processing ofidentitycards to the next year.

This has meant that some citizens are denied some

critical services such as access to credit due to lack

of nitional identification card. Another worrying
concern is the large number of uncollected identity
cards that have already been processed. The National

38
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source. Molbrahrm (2015)

Kenyas ranking improved probably due to
the government adhering strictly to a code of
governance and perlbrmance contracting of all

State corporations. However, Article l0 of the
Constitution also largely contributed to this
improvenrent bccause it aims to entrench values

and principles of governance in the civil servicc.

Moreovel Article 73 of the Constitution has put
emphasis on public trust, honor and dignity of all
public oflices and their holders.

'I'tblc 2,2: ldentity curd upplicutions mada, protesscd sn.l collected, 2OO9-20 14

Ncr. tT f applications nrade

No. of rpplicationc processed

No. olidentity cnrds collected lionr districts

Source. KN85 i20l5)
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619,144
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Registration Bureau should partner with officers

from the Ministry of Lnterior and Coordination of
National government and county governnrents to

ensure that applicants collect their identity cards.

2.2.1 Control of corruption

Corruption is a challenge that is undermining the

authority and effectiveness of the Executive. The

Ethics and Anti-Corruption Commission is at the

moment dealing with several reported cases of
corruption. The number of cases handled by the

commission is shown in Table 23.

From Table 2.3, it is evident that the number of
corruption cases reported for investigation to

the comrnission increased from 1,424 cases in
20ll/2012 to 1,950 cases h 7013/2014. Likewise,

tle number of cases forwarded to the olfice of
Director of Public Prosecutions (DPP) were 70 in
2:oll /2012,49 in 2012/2013 and 70 in2013/2014.
Out ofthese cases, EACC was able to obtain eight

conyictions in 20ll /2,012, one conviction in

2012/2013 and three convictions in 7013/2014.
The number of convictions within the three year

period has dropped. The Commission should work
with the DPP to ensure that cases forwarded to it
are dealt with expeditiously. EACC referred 681

cases to other investigative agencies in 2013/14
compared to I I I cases in the previous year and had

65 cases pending for more information. The number

of complaints advised on the right authority to
report to dropped by 3.2 per cent from 1,170 cases

in7012/ 13 to 1,132in2013/ 14.

The EACC has a special role in the iustice chain

because it is the lead investigator in most corruption
cases, and has recorded increase in the number of
cases being handled by the commission (Table 2.3 ).

Corruption in Kenya is aflecting service delivery in

many public sectors. [n addition to backlog ofcases,

corruption has contributed to lack of conlidence in

theJudiciary by the public. The Afrobarometer 2014

report indicates that about 30 per cent of Kenyans

do not trust the court system at all. The East Africa
Bribery Index 2014 also indicates that despite

the police being the most corrupt institution, the

iudiciary leads in the size ofbribe, with an average of
Ksh 7,885 as at 2014. This was, however, a decrease

in the average amount ofbribe in 2013, which stood

at Ksh 8,390 (Table 2.4).

A 2015 report of the task force on the review of
the legal, policy and institutional framework for
fighting corruption in Kenya made the following
recommendations to enhance the 6ght against

corruption:

(i) Establish a legd framework to facilitate the

transmission of Auditor-General'.s reports

directly to EACC for timely investigations,

and eventual prosecutions by the Director of
Public Prosecution.

(ii) The public be actively involved in the fight
against corruption.

(iii) Professiona.l organizations should be involved

in the fight against corruption.

(iv) lntegration of Information, Communication
Technology (lCT) in the fight against

corruption through the rendition of diverse

government serr,ices through ICT-based

platforms, such as E-Citizen, should be

supported and mainstreamed.

(v) The Government should provide adequate

resources for the conduct ofcivic education on

the Constitution, governance, anti-corruption
and national values to be undertaken by the

Presidency (National Cohesion Directorate),

EACC, National Anti-Corruption Carnpaign

Steering Committee (t'*eCCSC) and other
stakeholders targeting members of the public

and select groups to promote a culture of
constitutionalism, rule of law, respect for
human rights, adherence to national values and
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Toble 2. 3 : N un te r o.f casts h andled by E ACC, 2OO9 / r O- 20 1 3 / l 1
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Comrption cases for investitatioD

Crinrinal cases refcrred to other investigativc .lgencies

Cases rcferred to public service organizations for
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principles ofgovernance, and the promotion of
ethics and inte8rity.

(vi) Ensure effective collaboration in fighting
corruption by preventing ind combating
money laundering by strengthening
coordination among law enforcement
institutions in the investigation and

prosecution of corruption cases and further
strengthening of cooperation with interested
rgencies.

(vii) Mainstream anti-corruption, ethics and

integrity training into the tbrmal system Early
Childhood Education Developrnent, primary,
secondary, tertiary and university levels.

+,lTtt

(viii) Formulirte and implement county government

specific anti-corruption, ethics and integrifl
training programmes.

These recomn:endations underscore the need to

streamline the fight against corruption by bringing
on board other government agencies to tackle

corruption in a focused coordinated approach.

In the 2015 Corruption Perception lndex report

released by Transparency International, Kenya

appears not to have made any meaningful progress

in the 6ght against corruption (Table 2.5)
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fifile 2,5: Corruption Perceptiot lulex 2O l5
sco res lor sele c ted countries

Botswana 63

40
t--&

C,rpe Verde
l-
I Sevchdles

Rwanda

come up with. This is because the contribution of
the private sector in tuelling corruption cannot be
ignored.

2.2.2 Gender Representation

Kenya is a party to the African Charter on Human
and People's Rights (ACHPR), whose key principle
is the recognition that "Every citizen (both women
and men) shall have the right to participate freely in
the government of their country, either directly or
through freely chosen representatives in accordance
with the provisions of the law'l The Protocol to the
African Charter on Human and People'.s Rights on
the Rights of Women in Africa (Maputo Protocol)
also seeks to ensure participation of women in
the political and decision making processes in the
country,

Secondly, the Constitution of Kenya enshrines the
importance of equitable gender representation
in Article 8l(b): the two-thirds requirement for
the National Assembly and Senate. Following the
Attorney Ceneralt request tbr an advisory opinion
on the minimum one-third gender requirement in
the National Assembly and the Senate, the Supreme

Court of Kenya on I l'r' December 2012 ruled that
gender equity as an aflrmative action for women
is progressive in nature and not an immediate
realization. The Court gave Kenya's Parliament up
to 26'h August 2015 to come up with legislation on
how the one third gender rule will be met in the
2017 General Election.

Thirdly, the Kenya Vision 20.30 seeks to
institutionalize genuinely competitive and issue-

based politics. The electoral and political processes

strategy, which is under the political pillar, seeks to
promote inclusion of women and disadvantaged

groups in electoral and political processes.

Out of the 349 members of the National
Assembly, 68 are women and 281 men. The
envisaged constitutional requirement is that the
rnajority gerrder witl be 232 and minority gender

55
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Out of the 168 countries surveyed, Kenya was

position 139 with a score of 2-5 per cent. Rwanda
is less corrupt in the region, coming at position,[4
with a score of54 per cent. Tanzania was at position
I l7 with a score of 30 per cent, being the second
best country in the East African Community. The
Rwandese government has undertaken a number of
anti-corruption measures and these, coupled with
immense political will and public support, have led
to a low impunity enyironment where corruption
is shunned. ln Rwanda corruption prevention
is the responsibility ot every citizen, including
public institutions and the political leadership. The
Rwandese experiences io the zero tolerance against
corruption is that political leadership. and political
will mafters; independent and cr€dible institutions
are important; and citizens' mobilization and
support is central in fighting corruption. It is

mandatory for all government officers to declare
their assets before, during, and after, leaving office.

Under the Rwandese law for preventing and
suppressing corruption, both public and private
institutions are required to set up mechanisms for
preventing and fighting corruption. The private
sector too plays a critical role in fighting corruption
tfuough various codes that the sector is expected to
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ll7. Therefore, there is no equitable gender

representation in the National Assembly at the

moment. Women are also under-represented in

the Senate. In fact, there is no elected female in

Kenyai Senate. However, 18 female Senators were

nominated to the Senate to represent sPecial interest

groups and political padies. The constirutional

requirement is for .[4 maiority gender and 23

minority gender in the Senate.

Kenya is the only country in East Africa that has not

achieved gender equify in its legislature, measured

by women comprising at least one third of its

national legislators (Table 2.8).

Toble 2.8: Rcpresentution oJ *,onrcn in

porlid,nents ifl East A.frico it 2O l5

Kenya 79

empower other state institutions such as the

Directorate of Criminal Investigations, National

lntelligence Service, Efficiency Monitoring Unit,

and olfice of the Director of Public Prosecutions,

among others, to partner with EACC and tackle

corruption. Moreover, there is need for capacity

building (strengthening investigations) in the Ethics

and Anti-Corruption Commission to ensure that it
is able to fight corruption.

The Judiciary and Parliament should develop

a framework working with the EACC and the

office of Director of Public Prosecutions (DPP)

to strengthen the Sght against corruption. Often,

when EACC forwards investigation files for cases

it has investigated, the DPP returns them back to

the Commission due to weak investigations or lack

of sufficient evidence for successfi.rl prosecution of
corruption suspects.

The services ofered under Huduma centres should

be expanded to cover all the 47 counties and to

include a wider scope of services such as issuance

of birth certificates, death certificates, and identity

cards. Expansion of Huduma centres to all counties

would reduce the tendency of public servants

soliciting for bribes from citizens, especially if all

services are digitalized (E-service).

The Executive and National Assembly should

partner with the Senate to Put in place legislation

and measures that will enable the country realize

the one-third minimum gender representation

as stipulated in the Constitution. Political Parties
could, for instance, be compelled to reserve women

seats in their respectiv€ party strongholds. This will
be a meaningful step towards realizing the one-

third minimum gender constitutional requirement.

The National Assembly should partner with other

stakeholders to enact a bill on gender quotas as

one of the ways towards realizing the one-third

minimum Bender representation. Politicrl parries

should provide for specific amrmative action that

increases womeni participation within their Parties,
and thus increased candidacy ofwomen in elections.

2t 58

65

64

30

Tanzania_,

Rr,van& I 42

36 28

58 l6
Burundi 65 35 30

Source,lnst(ure of E(onomi. Affanr (2015)

A realization of womens representation is not only

good for democracy, but also in bringing in womeni
perspectives to bear upon Kenya's political decision

making. In the absence of such equiry women will
continue to be politically marginalized-

2.3 Conclusion and Policy
Recommendations

Although Kenya is implementing various reforms

in government to entrench good governance at

all levels of government, corruPtion and unequal

gender representation are among the critical

challenges.

Presently, the Ethics and Anti-CorruPtion
Commission (EACC) appears to be overwhelmed

with cases of corruption. The Executive should

I
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Social-Economic
Performance

3.I Overview

Kenya is currendy implementing Msion 2030
and its Medium Term Plan II. In these poticy
documents, the social pillar is one of the critical
foundations for sustainable development. Further,
the target of Vision 2030 is to transform the
Kenyan economy to an industrialized economy
by 2030. In order to fulfil this rarget, the quality of
human capital, including education and health, will
need to improve significantly among the Kenyan
population. The government has also implemented
various policy initiatives to meet tle social capital
targets. In the education sector, recent policy
interventions include Free Primary Education, Free
Day Secondary Education, revitalization of technical
education, ard expansion ofuniversiry education. In
the health sector, the government has implemented
various policy reforms, including devolution of
primary healthcare. However, emerging issues
in the education sector relate to human resource
development, including equity, quality and access to
education, and ensuring all eligible children access

education at various levels as a human right. For the
health sector, areas of concern relate to sustainable
6nancing ofhealthcare and effective service delivery
within the devolved system.

This chapter focuses on socio-economic
performance of the Kenya economy with specific
focus on education ancl health sectors. fhe social-
economic indicators are maiorly anchored on the
Sustainable Development Goals (SDGS), which
builds on the MDGs, and emphasizes that the global
community must improve on the their development
goals aod go beyond meeting basic human needs
to promote dynamic, inclusive and sustainable
development.

3.2 Education and Skills
Development

3.2.1 lntroduction

The education sector plays a key role in development
of skills required in actualizing the economic and
social goals of Msion 2030, and transforming
Kenya to a globally competitive country. Kenyas
Constitution underscores education as a social
and economic right, and government efforts to
increase resource allocation and provide incentives
for investment in education are indications of the
importance ofthe sector. The Vision 2030 identifes
quality and equitable education service delivery
as key enablers for sustainable development. The
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recently adopted Sustainable Development Goals

(SDGs), to which Kenya subscribes focuses on

ensuring inclusive and quality education tbr all and

promoting lifelong learning (goal 4). Towards this

end, the Government of Kenya has encouraged

the growth of the education sector by increasing

resource lllocation and providing tncentives for

investment and particiPation in provision of skills

training.

3.2.2 Recent Policy Reforms

A wide range ofeducation policy reforms have been

implemented tr Kenya in the recent past, notably

the introduction of Free Primary Education in

2003 and Free Day Secondary Education in 2008.

'Itese reforms were intended to increase access to

affordable, relevant rnd high quality education and

skills development. The reforms came in tle context

ofobserved inequalities in access to education.

The Constitution of Kenya (Government of Kenya,

2010), Sessional Paper No. l4 of2012 (Government

ofKenya, 20 t 2) and Msion 2030 provide the current

policy directions guiding the provision ofeducation

and training. The Constitution provides guidance

for education policy in several ways. Firstly, it
emphasizes the right to education, granting citizens

the right to goods and services, education included,

of reasonable quality and to information necessary

fbr them to gain fullbenefit from goods and services.

Every child has a right to free and compulsory basic

education regardless ofsocial, cultural, religious and

physical differences (Government ofKenya, 20t0).

Secondly, it recognizes internationallaws that Kenya

is a signatory to. ln effect, the lnternationalCovenant

on Econonric Social and Cultural fughts (ICESCR,

1966), which emphasizes the right to the hiShest

standard of education, is applicable to Kenya.

the ICESCR stipulrtes that education at all levels

should exhibit four interrelated features: availability,

accessibility, acceptability and adaptability.

Thirdly, the Constitution introduced devolution of
goveroance structures ald transfbrmation of key

education institutions/orBanizations to ensure that

all public services, including education, are accessed

in all parts of Kenya. Under the devolved system of

Bovernment, the national government is responsible

for education policy, standards, curricula and

examinations. lt is also responsible for granting of
university charters; and administration of other

institutions ofresearch and higher learning, primary

schools, secondary schools, and special education

institutions. The county government, on the other

hand, is responsible for pre-primary education,

village polytechnics, home craft centres, and child

care facilities. Howevel there are various gaps in the

sector that warrant policy interventions in nnancing,

quality and access.

3.2.3 Financing of Education

Expenditure on education and training by the

Government of Kenya has increased over the years.

Overall, education expenditure increased by 26.2

per cent fiom Ksh 2.t4.4 billion in 2013/14 to Ksh

.308.4 billion in 2014/15 (fable:.t). The increase

can be attributed to government commitment

to provide Free Primary Education, Free Day

Secondary Education, and improved teachers'

personnel emoluments.

Table 3.1 : Public spenditg in educution' 2Ol3/ 11

and 2O14/ l5 (Ksh millions)

Besic Educetion

Recurrcnt +3,631 -5+, t l8
,]l1| 

-

76,756

2!9
502.2

ti.6
7.2; Devdopment 3,676

Total 47,307
t

6t.2 21.7
I

L-E&{4t49cSsEs4 tr"!ry!"sj'
-16,79-1

T 6,r.161

Recurrent s3,782

Ee{
66,+80

16.2 t"7.4

102.7 4.1

Total 43,059 5+.+ 2 t.6

Service Commission

Recurrent 15+039 165,479 7.4
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l6-5,614

Dcvelopncat

Total

cry{rota I u4, 5 308,350 26.2

154,039

I00.0

Data Sour(e: Mlnirty of Edu.anon (2015)

ln ZOl4/15, the share of teachers' personnel
emoluments comprised 53.7 per cent of the total
public spending in Kenya. Development spending
constituted about ll.3 per cent of education
spending. However, the increased spending has nbt
been matched with commensurate ilnprovements in
human deveIopment outcomes.

3.2,4 Enrolment per level and number
of education institutions

The majority of the population in Kenya possesses

low levels of education and training. On average,

25 per cent ofthe population aged l5-64 years has

no education, 52 per cent have attained primary
education and only 23 percent lrave attained
secondary education and above (KNBS-SID,
2014). The effects of low education attainment
are reflected in the labour market, where only 37.7
per cent of workers in forrnal wage sector have

attained secondary education and above (Munga
et al., 2014). This low level o[ outcome is due to
unsatisfactory and inequitable access to education at
all levels of education.

Early Childhood Development Education

Early Childhood Development Educarion (ECDE)
or pre-primary education saw a steady increase in
the number of enrolments in 2014. However, Iack
of prioritization of ECDE by some counties and

weak enforcement ofintegration ofECDE into basic

education, as well as poverty, may have contributed
to low ECDE access levels ir some counties-

There were 40,211 Early Childhood Development
Education (ECDE) or pre-primary education
centres in 2014, with an enrolment of 3,019,866

pupils (Ministry of Education, Science and
Technology, 2014). Enrolment in ECDE in*eased
from 2.865 million pupils (t.41t million boys and
1.454 million girls) in 2013 to 3.019 million pupils
( 1.476 million boys and 1.543 million girls) in 20t 4.
The gender parity index between girls and boys at

ECDE level has been on the increase from 0.95 in
2009 to 1.05 in 2014. Thus, there were more boys
than girls at the beginning of the period, but this
changed to having more girls than boys in 2014. The

Gross Enrolment Rate (GER) increased from 71.6
per cent in 2013 to 76.6 per cent in 2014. The Net
Enrolment Rate (NER) increased from 68.7 per
cent in 2013 and 71.8 per cent in 2014. However,
there were inequalities in access to ECDE across

counties. The National ECDE school size was 84
pupils per school, but varied from a low of39 pupils
for Embu County and a high of 193 learners per
school for Samburu County (Figure 3.1).

There is significant likelihood of inequitable
outcome across counties. Better-resourced counties
have lower school sizes/class size and better
enrolment rates, while less-resourced counties
have low outcontes (Figure 3.1 and 3.2). About l7
counties recorded an NER ofover ilO per cent while
the remaining 30 counties recorded a NER of less

that 80 per cent. Besides, tle national govenrment
did not consider treating counties differently in
resource allocation, a situation that could worsen
the evident inequality among counties.

TIre inequalities in ECDE can be attributed to the
fact that the responsibility for ECDE was devolved
to counties, but without funding. As an example,

the community support gnnt that was used to
finance ECDE teachers in 2012l l3 6scal year alone
was discontinued after the devolution of ECDE
to counties. Capitation grants for materials and

capacity and community support grants for salary

top-up by the national government was also stopped
in 201,3. AJthough the Constitution stipulates that
basic education should be free, and that ECDE is

part ofbasic education (making fees illegat), parents

7.5

0.0

53,7

a
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are still recltrirerl kr p.ry firr l.,CDFl, re'sultinc into lorv

.rc.:ors loTrls obser'\,cd Jcro\s soulc ((rLIntiL's.

Althouqh thc Constitntiort stipul.rte\ thlt llct)E
slrorrl.l be cortrpttlsrrr), trtrdqct alloc.rticrn liont l',oth

thc nationll .rnd crrultt)'q()vetntrltnts rs telltivcly
sm.rll comp.rr..d [o other \cators. l)erh.rps thi' cln
bc attributcLl to tlrt' l.rct th.rt sorttc cottrties h.rve

rot [-rir)ritizcd ECDE.rs onc r.rithc kc'r' erpen.litttre

.ttcas, rcsultrrr( irrtrr l(,$ .lr)(l trrr\.ItlstJ(t(rrv J(L('\\

lcvcls.

'Ihe'rc is conlirsiou over roles lnrl responsibilitics,

cspcci;rlly te !:L'rnilncc anel tlullity ilssLlr.lrlcc .l(ross

the ke1' crlrrc.rtion stakc'holdt'rs. As .rtr,.'x;tttrlrle,

therc is no .llrity on thc roles an.l m.rn.l.rtcs of the
'['erclre'r' St'r'vice (]rrnru'rissrort, tllc n;ttion,ll Nlinistry

of Etlucation, lnLl (-ountt' oliici.rlr in recruitn)cnt

oi llCDL, tcaclrcrs, .rtrtl clu.rlit,v .rssttr.rtrcc. Colttrtics

.1rc thi:r'eti)rc cnrplovint tc.rchcrs rvitlt Iro clcar

tuiriclin.'s on srl.rric,r anrl rtrndlrrls. Thc situ'rtiotr

coul.l h.rve- cr.rntri[rutrr,l kr th,-' in,-'qu;rlitics in EC l)E
pupil tcachcr ratio (l'TR) .riross counticr (F-tgttrc'

3. -l ).

,,\trotrt 16 c(runties rec()rdc.l a I)'fR oi Lrvcr -ll
pupils Pe1 tcacher, u'hieh is .r[.rove thc tlatiorral

[,olic) tJrqcl oi -]t). Perstrnncl cnlolrttlrcnts tirr

ECD ti te.rchcrs icr-oss counties .rrt' .rlsrr trot b.rsctl

r'n \tJr)LlJr(l trll!l.lr1(s. r('ultrnt illtl\ \lSI)lti\.lllt

rirr.tltoD\ rrr l.lCf)F tr.rihcl s.llJrir:\.t(rL,\s Lountr(\.

ln nro,it countics, dcspitt ECDt: telcher s;rl'rrics

bcirrg lorv corrparcel to prinrilry celucatirrtr te.rclrcrs,

thc 1,.r1'nrent is irrcrlulrr bccJusc it tlepen,.ls on the

incorrre rn.l r.,illingncss to p;ry hy p.rr('nt\ .lnd, fi)r

this r..rson, rnost pupils dtr oot st.rf in.rn E(ll)E

Position. Nl.rn) EC[)E tc.rchers nrtrve to becotne

[rritn;r]' school eclrtc.rtors lvlrerc'i.rl.rrics .lre Ill()l'c

o RENl.1 t(Ofro[1 c FEPOtil ]0lb



SOCIAL'ECONOI!1IC PTF FOR ]\IANC E

Iri.qrlc l. lr FCDF l'lR [t.t t.rtunly,2OII

F

B

t60

t.r0

r!0
I00

lit)

.to

20 [,,*,,n llNllllllllilllmlrunmnn!nmnrrrn
i ; ; f i i i, 

j 
= 

3 

# 3 i iii1i !!a ;3 
* iE ! 9i; I i : f I i i 

s j i3 e{ i f ;

soul(c Mrnrtrry ol tdu(anon. 5cien(e and Te.hnoroqy (20r 5)

a

stal,lc and higher. Further, there was n<, clear

ilrdicrtiolr on int€qration of key aspects ol health
ant'l nutrition in ECfrE provision. Priv,rtc sector
provision of ECLIE is higher in urb.rn areas and

infirrmal urbln settlements.

Primary education

Kenya has nrade tremenclous efibrt in expanding
iccess [o primary educ.rtiolr lcross the country
by providinr tiee prirlary education sinct, 200-1.

Prirnary school enrolurent increased fiom 9,tl-S7,600

t,upils (-5,019,700 boys and 4,ti37,900 eirls) in 20 I -1

to 9,9+0,800 pupils in 20t4 (-S,052,,.t00 boys and

4,1t98,400 girls), with over 80.0 per cent of pupils
[reing enrollcd irr public schools. Durinq this period,
primary schools increased trom 2ti,026 institutions
in 201-1 tt.r 29,460 in 201.1. 'Ile Gross Enrohlent
R;rte (GER) decreased fronr 105 per cent (l07.tli'

fbr male rnrl 102.9% for fernale) in 10t,1 to 103 per
cent ( l0-S.6'li' for male and 101..1o0 fbr f'emale) in
20t4.'Ihc Net Enrolment Rate (NER) inrproved
marginllly from 88.1 per cent (89.002o tirr male and

87.4.ri, fbr tcmale) in 201-3 to 88.2 per cent (89.106

fbr malc'and tl7.4o.,o fbr ttnrale) ir 2014 (Figure -1.4,

3.5). The numbcr of candidates sittinc tbr prirlary
school examinations grew by .1.8 per cent fronr
8-19,7,59 crndidates in 201-l to 880,486 candidates

in 201-1.

ln spite of the notablc national figures on GER
and NER, there still regional disparities especially
in marginal rre.rs of Northern Kenya, with NER
slightly incre;rsing from 43.,S per ccnt (45.3% mrle
and 4l .7c6 f'ernale) in 201.3 to .t4.0 per cent (.+7.-sq6

fbr rrirle.rnd 44.2ouo for f'emale) in 2014 (Figure.3.4).

Kericho County recorded the higllest prim.rry NER
of 99..1per cent in 201-+.

Figurc .1.1: Prinw y N(l [rrrolrrrtrrl Rrrle (NER) lryr-oulatr, 20l1
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Prim.rry ctrrnpletiorl rat!, in.rclsed tronr ti3.2 per

cent in 2009 to ll-i.9 per cent (85.8"0 for ['oys .rn.l

ti2.0.\, firr girls) h 201 .3 rnd tlroppcr.l to 79..3 per ccnt

in ?.O14. 
-Ihe re.rson is th.rt tlrc nurrrl-,er oile.rrners in

Stlncl.rrcl ll increlsctl less th.tn thc population lges

l3 th.rt ilre expccted to br' ilt thit cl.rss.

(,-onccr nin{ [,rima11' e,.lucrtion school sizr"', thcre lre
substantial disp.lritics Jcross counlics. Tle prim.rrl'
school sizc indcx vrriecl from 926 pupils 1,er school

in Nairolri C()unt) t() ;r krrl of I I9 ptrpils in llrringr.r
(lount)'. Al)oLrt fl c()untics werc opcratin{.rt lrclow

optinrill rapircity of 32() pupils pe'r school, ;rssutnirtq

.r cllss sizr- ol-l() pupils;rncl eight cl.rsses pcr school.

Figurc 3.6 shou s regional ine'qualities in distribution

of teachers lcrr.rss Prirn;try educ.rtion scht,ols in the

countr'1.'. Alrout 2-i counties thrt recordcd rclativc'11'

lorv primrrv I) l'R ( be lorr 40o., ) are in thc aricl .rncl

scrrri rrid hncls (ASAIs) of tlte courrtr)'. Alrout 21.

c()unties hirl .r I)'l ll oibctuec'n +0 .Ircl l0l.'lhus,
altlrouuh tlre n,rtirrnrl putrlic l)J R oi + 1 .-i sucgests

th.rt Kenya is on tr.rck to achicvt- the' '10: I PTR

tirtlct, most countics n,ill Ir()t lrrect the t.rrget utrless

intervcntions Jr!'|ut i11 pl.rcc to cttsure ldcqtrlte
rr,distribution oi teaclrcrs across antl rvithin ;rll

c0untics.

Secondary

Enrolnrcnt in second.rD school increased fionr

1,10.+,.100 (t,127,697 nr.rlc .rncl 976,-i6,i tem;rlc) in

201 .1 trr 1,,3.1 I,700 ( I ,202,-i2+ rn.rle rnd 1,107,356

tenr.rle) in 201.1 tbr both public and l,rivate sclrt,ols,

$'ith net c'nrolment rri {"1.-i pcr ccnt (+6.2'10 nt.rlt

an.l +2.tiou t-crn.rlc') in 201 -1 ancl -17..1 per c!'nt (-l9.ltji)

rnrle an.l -15.6"o f'enr.rlc) in l0l-l to 5{1.2 per ccnt

(6t).9.\' male'.rnd -i-i..\'\, lcrrrale') irr 2014 (Figute

a

Fi.grrrc .l.6: Prind]'y I'ttpil l ttchtr Rttio ( P I-R ) [-v t rrrrrrtr', ](] I'l

6
F
$

sDUr.c Mrnrsrr!of Edu.nnon.5.!eD.e.ndTe.hnoloqvil0lri

I l l I,l ;l 1l l :l I I .l l l I I I il I rl I I I I rl I 
't 

l I I I I Ilrl I ll I I [ ]l rl l I rl,l il

!i2iittiiiiiii i" I 1i'.2i i"
€l'9.

i

r(FNYA taoNo(11( Rt PoRr tot6



S O C I A L. E C O N O I\I I C P E R F O R [,'I A N T E

3.7). The average school size ranged from a low of
163 pupils in Marsabit County to a high of .38.5 in
Turkana County. These levels are relatively low
when compared to the optimal school size of 480
students, assuming 40 students per class of three

streams.

Overall, investment in education expanded during
the period between 2012 and 2013, with the nr,rmber

of basis education institutions increasing by -1.2 per
cent from 77,197 in 2013 to 79,641 in 2014 (KNBS,

2015). Similarly, tlre total number of teachers in
public primary ind secondary sclrools increased by
0.5 per cent and 20.2 pcr cent, respectively, in 2014.

The totalnumber ofteachers at primary schoollevcl
was 317,477 in 2014. Of these, 76.2 per cent are

in public schools while 23.8 per cent are in private
schools. Out of all the teachers in public primary
schools, 83.-1 per cent are employed by the Teachers

Service Comnrission. This represents a pupiltetcher

ratio of 41.-S:l in 2014. 'Ilre number ofsecondary
school teachers increased from 59,273 in 2012 to
I 18,608 in 201.+.

At secondary school level, the NER is relatively
low rnd there are regional disparities. Using the
most recent available data at county level of 2014,

Mandera Couoty had the lowest secondary NER of
7.-3 per cent, while Tharaka Nithi County recorded
the highest NER (91.4%). [n almost three-quarters
of the counties, secondary education NERwas below
50 per cent (Figure 3.8). The upper proportion o[
the distribution comprises l7 counties with NER of
lretween 60 per cent and 9l per cent.

Secondary education PTR is also relatively low.
ln 2014, about 24 counties recordetl a PTR of less

than 30:l relative to a target of 3-5:t (Figure -3.9).

The average PTR was, however, particularly high

Figure 3.7: Sectrndrlry school size bv r.ourrtl,20l1
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for'l!rkrn.r rnel l\{iilori ctrunttcs cotnprrerl to their

countcr[rrrts.

rcgisterecl instittttiou. 'lhe nurnbcr of sturlcuts

adnritte'd at thc rrnivcrsitl' lcyel has crrntirruetl tr.r

increasc florn l(),611 in 100-S/2006 to 52,6-12

studcnts irr 201 li l0l-1.

Tertiary level

At highcr educ.rtion ler,cl, thc nurrtber oi t,-'.rchcr

trlining collcqcs incrc.rsr'tl 1p l(i rvhih-' the trurrrtrer

of technical .rnel vocltion.rl etlucational trlinint
('l-Vll'I ) institutions r()se m.rr(inilly to 75-s in

201-+. TVET in Ken;-;r is proviJed un.ler vlrious
Nl rrt i.l rr.'', l)(f.rrtrrr(rlt\..tttJ r\tettcic' (I1l)r\s).
1he i\linistr1' oi [itluc.rtirrn, Scieltct' an.l 'lechn,.rlog,v

ofr-r.rtes .rlr()ut -l-l public T\/F.'f institutions
(n.rtional poll'tcclrnics, tccltrtic.rl tr.tinirte collcges,

.rncl t.'chnicll anr.l vocatiou.rl collcgr:s).'lhis nunrL.er

l\ s('l tL) rrJC qtvcrl tlt( r tlrlclrt Irrr)tr.ll)tlr)t ()t

tlcvr-loping 6t) ne\v institutions lrorn the proposcd

l5-l to bc.levelope.l in thr'current Nlccliunr-l'crnt

Expcn,.liturc Fralncrr'ork (Nl'l F.F ) 1,erio.l. In

l,.l,.lition, tlrcre .rre ilrout "00 rcgist('rcd priviltc
'I'\rE'l' institutions. Thc total cnroLrrcnr in TVET'

progrlmnres incr.'.rscd fionr l9,l l"l in l0l()/l I

to l00,tt6l in 20 I .i / l0 1 6. 'l lte nutu[,cl of stur.lents

rcceivrrrt TVL,T [,ursar), increlstcl tiom .l,.1l-S in

20l.1rl()l-{ to 7,()il in 20l.li'1-i.

Universities
'llrere.rrc currently, 22.rccretlite.l pu[rlic universitic's,

nrne ;rtr['rlic Lurrversit] constituent collcues, I l
rhirlcrccl privntc universitics, tivt prir'.rte urrivcrsit)

c()nstituent crrllescs .rn.l l-3 P1lvi1!- l.lnivelsities

lvith l-cttcrs of Interim Atrthoritl .u1d onc priv.rtc

A,,lrrrissiorrs firr scltlspi,nsorerl un,,lcrgraduate

studcnts (SSS), .rs lcll ar .rll post-tradrratc

stutlent\ rt bplh pu[rlic ilnd Priv.ltc urlivcrsitics,

rrc currently han.llc,-l directly .rncl solely b;' tlre
intlivir.lull institutions.'lhe ldrttission Process fbr

Joint AJn:issions llo,rrt'l (JAll) stLrtlents is currently

coordinltccl through the Ken)'.1 Llnivcrsitics Jtrd

Collegcs Centrll I)llct'rrrcnt Scrvicc ( KLtCCI'S).

Thrrt'.r severll ch.rllcnues currentll' ficins urliversiq'

educatiorr in Kcnya. Thesc inclucle inrclequltc

c.lpilcit),k) cltcr fbr thc grorving clctratr.l fbr trtore

pl.rces in the univcrsities; rr)ismiltch betwecn skills

actluirctl by ur)ivcrsity gr.ldunt('s JIrd the dcrn.rnds

ol:the intiustrl'; .rtr inrtrallncc trctur-'r'tr the rrurtrbt'r

of sturlcnts stud)'ing :'ci('ncc lnd lrts-h.rse,l

ct:urscs; qcn.lcr.rtrd re'siotral .lisf.lrities in tcrms rrf

l.lrnissir.rrs an,.l in suhjects anri crrurses undertakett;

.rn.l l;rck of adetlrr.tte househtrld incotrre .rs ;r barrier

to stuclents n,hcT h.rvc qualilie.l ancl adruitterl to

Lr n iYe rs it )'-

Frrrm'l)ble -1.1, thcre ilrr'{ender p.rrities ir) studcnts

fursinc PhD, N[.rsters .rnd diplotrrl coLrrscs, rvitlt

nr.rrc fenlale students I -i, l9 I Pursuillg ruastels

in tlre ycJr l()1.1. I).rtterns ,.ri cnrolntc'trt [.,y le'vel

t(, universitics tcnd to rc'llect increasing ten.ler,
rcqion.rl .rnd socio-cconornic difiercntiation in the

country.'[he cxisting inequllitics in erlrolrr]ent .lt
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Table 3.2: Uniwrsity enrollment by level oJ training

CateSory Male Fernale Total

?0,a,iJDiplme & Othcrs t9,t22L I t,160
Bachelor

lvlrrtera

PhD

Male Fernale

t 10,4-+3 90, t23

l -10, I l -s to7,s1g

'Iotal

30|282

200,-s66 | 53,1,10 I l t,213 264,3-s3

8,980 _s2d t492r
t,570 755

r5r9r
2,32.5 l,514 1,484 2,998

3,460

251,-S54 189,266 143,238 312,504

in using shlls development programmes to help
address issues ofyouth poverry unemployment and
inequality has led to seyeral recent reform efforts
intended to provide skills fbr lobs.

To ensure quality and promote the obiectives
of university education, the Commission for
University Education was established under an Act
of Parliament, Universities Act, No. 42 of 2012 to
address the need to regulate, coordinate and assure
quality in universiry education as a result of growth
and expansion ofthe university sub-sector in Kenya.

Another emerging challenge affecting the higher
education sector relates to skills mismatch with the
labour market. The Kenya labour force was expected
to reach 14.5 million by the year 2015 (KNBS,
2015), meaning that the Kenyan economy would
have to create over 4.5 million additional jobs within
that period. If this additional labour force has to
contribute effectively to economic development,
then there is urgent need to equip the human
resource with appropriate skills. Skills development
should nurture creativiry critical thinking, and
produce innovative and adaptive human resources
with appropriate skills, attitudes and values for
wealth creation, employment and prosperity.

O&etr
Total

SourcerMinisryof Edu(arion,Scien(eandTerhnoloqy(2015)

basic education levels need critical attention as they
tend to be replicated as one goes up the education
ladder. Owing to the challenges experienced by
the marginalized, the poor, and the disadvantaged,
the current environment makes it dificult for such
students to participate in university education.
A.(firmative action should be enforced to ensure
increased participation by female students from
poor and marginalized areas.

3.2.5 Linking education and the labour
market

There is a general concern to promote employability
of graduates as well as incorporate the needs of
industry and national development priorities
especially in the context of the goals delineated
in Vision 2030. Universities play a critical role in
promoting national development by offering skills
required for human capital development. Annually,
about 7J0,000 youth attempt to enter the labour
market but only about l5 per cent are absorbed into
formal employment (UNDP, 2010). Furthermore,
there is a gross mismatch between supply and
demand for skilled labour, along with widespread
underemployment and low productivity in the
informal sector. Pressure to expand and reform
post-basic education and government interests

r+lt2 29r@3
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3.2.6 Conclusions and
Recommendations

Conclusions

The Constitution of Kenya provicles for free and

compulsory basic education. It also institutionalizes

devolution of governance and service delivery to

local units, notably counties. Article 187 of the

Constitution specifies that pre-primary education,

village polytechnics, home craft centres and child

care facilities will be devolved to county level

governments. However, thc' management of the

other levels of education would also be affected

by the expected transition from the system of
provincial administration, which in this case

includes Provincial Education Oliicers and District

Education Oflicers, to the new governance structure.

Universal access to basic education, in particular,

would ensure that relevant education is delivered

to all children, including the marginaliz.ed and

vulnerable groups, while rddressing inequality

challenges that have affected service delivery in

the sector over tirnc. The NER of 7l .tl Per cent for

ECDE, 88.2 per cent tbr primary and 47.4 per cent

for secondary inrply that close to 28.2 per cent of
ECDE eligible children, 22.9 per cent ofthe primary

school-going age Population, and 52.6 per cent of
secondary school age children are not enrolled in

school. Urban informal settlements and arid and

semi-arid lands are most affected by low enrolment

rates, and there are also regional disparities. Low

access has mainly been attributed to factors such

as poverty, insecurity, Persistent droughts, and

retro!{ressive cultural and religiious lreliefs.

Recent refornrs in the education sector entail

devolution of functions from national to

institutional level with the aim of bringing services

closer to beneficiaries. Currently, the maior

interventions include transfer of capitation tunds to

primary schools to purchase instructional nrateria[s,

and the subsidized secondary education ProBramme
aimed at making secondary education accessible

and affordable to households. Otlrer decentralized

secondary educatiot't programmes include bursary

support, whose managetnent was decentralized

in 2003/4 to Constituency Bursary Comnrittees.

More a&ninistrative stall has been deployed

from the Ministry of Education to counties to

enhance education service delivery at local level

School management comtnittees and boards of

management have been given more authority to

provide oversight managetnent support to schools

and ensure quality service delivery. However, there

are access, equity and quality challenges affectilg

the sector.

Recommendations

(i) Education re(brms shoulcl include initiatives

targeting rnarginalized groups, and should

include grants tbr hard to reach groups,

special education schools, and targeted

primary informal schools. To ensure a

coherent approach to education and training

development, the education organizational

and management structure should be

reviewed while decentralizing such functions

as monitoring and evaluation and quality

assurance.

(ii) The governrnent will need to institute crPacity

building programmes to ensure education

personnel and managers handling various

responsibilities have adequate caPacity in

terms of management and faci]itation tools

to ensure effective service delivery. Q.gality

assurance services will need to be strengthened

with a view to ensuring quality in schools.

(iii) Devolution in itselfis not necessarily a cure for

low access rates and lack of equity in access to

education. ln fact, devolution may exacerbate

inequalities ir access if no keen attention is

p.rid to regional differences. The experiences of
other countries, including Gern, any, ArBentina

and Colombia, indicate that a devolution

process that decentralizes tt"r all regions at

once is diflicult to execute successfully if there

o) KENYA E(ONOIvIIC REPORT 1016
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are inadequate capacities. This observation

is particularly relevant tor Kenya, which
lTas regional inequalities in tbrm of unequal
distribution oI human and material resources,

and the existence of both weak and strong
regional infrastructure.

It is important to develop clear devolutiorr
phns that are linked to national development

plans. Other factors that have been found to
be important fbr devolution so that qualiry
equity in access, and cost of schooling are not
compromised are: development of simple

and clear decentralization plans; devolution
of authority, rather than delegation with
experiences across the globe indicating
superior performance models that transfer
ownership and authority; and provision of
specific tools to the central ministry/agency
in charge of education to guard against the
development of signi6cant regional differences

in educational quality, its access and cost.

(iv) Reform of institutions usually results

in coordination challenges as roles and

responsibilities of players change. An importint
starting point to promote coordination,
accountability and avert conllict is to develop

a common vision of refbrm among potentially
conrpeting centres ofpower. A common vision
is essential ifcollaboration, rather than cont.lict,

is to become the dominant force driving
actions. To this end, it is important to initiate
an open flow of ideas and infbrmation among
key actors, including the lninistry in charge

of education (or relevant sector), Teachers

Service Commission, county leaders, political
parties, priyate sector and communities.

v) It will be important to develop and monitor
quality standards, including tbr the devolved
functions both at counry sub-county and

at national levels; and support community
participation, including financial participation,
training, or community involvement. Counties
should prepare capacity development plans

that should be harmonized up to the national
level; develop and harmonize nirtional and

county government priorities and linkages;

and ensure effective coordination between

decentralized and central government

financing. Financial and data management

systems should also be strengthened. Further,
most ofthe decentralized national government
firnctions such as teacher management and

quality assurance will need to be deepened tbr
equitrble and efficient service delivery.

vi) At tertiary level, it will be important to re-

establish mid-level colleges to prepare workers

with necessary technical skills; empower
youth with relevant skills and connect them
to livelihood and employment opportunitiesi
reduce the barriers and costs of education;

provide bursaries/scholarships to encourage

female participation in science and technical

courses; and establish strong linkages between

TVET and industry to address issues of
relevance of training. This may include

attachments, internships, and apprenticeships

fr:rr both students and teaching staff.
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3.3 Health Sector Performance

3.3.1 lntroduction

The government commits to improve the quality
of life for all Kenyans by ensuring equitable,

affordable, and quality healthcare of the highest

standard. This is highlighted in Kenyas Vision
2030 fbr national development under the social

pillar This commitment is also anchored in Kenyak

Constitution as a basic right. The Constitution
further introduces a two tier health system, where

the national goyernment deals with health policies,

national referral hospitals, capacity building and

technical assistance to counties, while county
governments are tasked with county health facilities

and pharmacies, ambulance services, promotion of
primary healthcare, [icensing and control ofselling of
food in public places, veterinary services, cemeteries,

funeral parlors and crematoriums, removal of refuse

dumps, and solid waste management. ln addition
to the Vision and Constitution, health issues in the

country are addressed within various legislative

and policy frameworks, including the National
Adolescent Sexual and Reproductive Health Policy
(2015), HIV and AIDS Preventiolr and Control
Act (2006), National Reproductive Health Policy
(zooz), renya Health Policy (2012-2030), Kenya

Health Sector Strategic and lnvestment Plan (2013-

2017), Education Sector Policy on HIV and AIDS
(20t3), and National School Health Policy (2009).

Despite the ongoing implementation ofthese policy
provisions, there are gaps in the sector perlbrmance.

3.3.2 General Population and Health
Sector Profile

Status of key indicatorc

Currently, the population of Kenya is estimated

at about 47 million, up from -18 million in 2009
(KNBS, 20lS). The population in 2009 by county
is presented in Table 3.3, alongside each county's

proportion ofthe total. It also shows the population

densities in the counties, county fertility levels and

all methods of contraceptive usage.

Population density

The distribution o[ the cr:untry! population across

the counties is uneven. As Table J.3 shows, some

counties have a high population density than others,

but some expansive counties known to be sparsely

populated, such as Garissa, Mandera and Waiir show

high densities, surpassing some known high density

counties such as Nairobi, Meru, Nyamira and Kisii.
These figures are suspect and errors are likely to
have occurred during the last census, leading to
this scenario. Although the population has changed

significantly from 2009, with the 2015 population

estimated at about 47 million, the densities must

have changed in tandem with each county's fertility
trend.

According to the 2009 Kenya population census,

fertility in Kenya declined between 1978 and 2009,

from 8.1 births to 4.6 births per wonran. In 2014,

women in Kenya lrad an average of 3.9 children
(KNBS and ICF Macro,20l5). The national figure,

however, masks huge regional disparities. Rural

fertility is high, with rural women having two
children more than their urban counterparts as

shown in Figure 3.10. Sub-nationally, fertility ranges

from 2.7 children in Nairobi to 6.4 children in North
Eastern. In addition, Kenyan women still have one

more child than they would like to have. This gap

is rnore pronounced among rural residents and the

poor. In 2008, the gap between actual and wanted

fertiliry was 1.5 children in rural areas compared to

0.4 children in urban areas while it was 1.7 children
rmong women from poorest households compared

to 0.4 among women from the richest households
(KDHS, 2009). Kenya'.s current population policy

of 2012 targets a fertility rate of 2.6 children per

woman by 2030.
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Figure 3.IO: Treruls in total Jertility by resiilence,
t989-2014

(5.-s), Turkana ( t0.3), Marsabit ( t t.z) and West
Pokot ( 14.2) are the lowest nationally. This may be
compared to Mrkueni (81), Kirinyaga (80), Meru
(78), Machakos (26), Kiarnbu (z+), Nyeri (zt)
and Embu (70), all with over 70 per cent usage. The
national usage is 58 per cent, which surpassed the
target of55 per cent by 2015 (AFP, 2014). Despite
this achieyement at the national level the counties
with low contraceptive usage and consequently high
fertility levels must focrrs keenly on their resource
base and assess whether they can continue to sustain
the rising population and improve the general
welfare of their population. Bearing in mind that
poverty levels are relatively high in these counties,
they should consider sensitizing the community to
adopt family planning, especially through modern
contraceptive methods, so as to lower f'ertility
rates rnd let it go in tandem with development
levels of the counties. This must go hand in hand
with increased education levels since, according to
McCrary and Royer (201 l), women fertility and
their levels ofeducation haye an inverse relationship.

Age distribution

Figure 3.1 I compares Kenya and United Kingdoms
(UK) population pyramids for 2014. Although
Kenya has a wide bottom and a narrow top, which
signifies a large dependrnt population, there are
slight signs of r bulging youthful population. This is
expected to continue over time until the distribution
resembles that of the UK. This would happen as

the country's development level improves, leading
to better healthcare services, better nutrition
and generally higher standards of living. These

are expected to leacl to longer lives and a higher
proportion of the elderly population, coupled with
a lower fertility rate that leads to fewer children per
woman.
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The relatively arid counties of West Pokot, Wajir,
Turkana, Samburu and Narok have some of the
highest total fertility rates of above 6.0, which
reflects at least six children to a woman. On the
other end is Kirinyaga, Nairobi, Kiambu, Murangh
and Nyeri, all with a fertility rate of 3.0 and below
or at most tfuee childrerr to a woman. It is worth
noting that due to the persistent high fertiliry
Kenyas population is very youthful. Due to higlr
concentration ofyoung people who are yet to enter
their child bearing ages, the country's population is

guaranteed to continue growing fcrr many decades,

even after fertility declines to the replacement level
(2. t children per woman). The African lnstitute fbr
Development Policy (AFIDEP, 20t 2) proiections
show that for Kenya to attain its replacement fertility
levelby 2020, its population would continue to grolv
and stabilize at around 85 million in the year 2100.
It fu!ther proiects that if replacement level fertility is

aftained by 2060, the population would stabilize at
145 million around 2 t 20.

Contraceptive usage shows that most of those
counties with high fertility rates have very tow
usage ofboth modern and traditional contraceptive
methods. Of all married women in the l5-49 age

cohort, the percentages using all contraceptive
methods in Mandera (t.S), Waiir (2.3), Garissa

KTNYA ECoNoMl( REpoRT !o r6 o



MACRO AND 5O(IO.ECONOl\4I( PERFORMANCE

1irlrlt.l..l; Irrrtlrri 1rr;rrrLllirt ,-ltrlililt' a tl .o,,,rrl.c/,lilr rrs. lrt'r'orrrtlt'

I

1

3

l
5

6

f.i

9

t0

tl
l.l
l.+

ls
l6

t'7

l1{

t9

l0
2l
22

23

t-l

25

l6
27

ls
79

.10

3l

Bnritlgo

llomct

BunSomr

Buri.r

Elgeyo Marnklvet

Inrbu

Garissa

flonrr It.r,t

lsiolo

Kr ji.rJo

Kakamega

Kcrirlro

Kiambu

Kilrli

Kirinyag.r

Krsri

Kisumu

Kitur

Kwale

t..rr k ipr.r

Lamu

i\ l.r e h.r lio.

Makueni

Nl.rn tler.r

llrirsrbit

Migori

\{om[,.rr.r

Murang a

N:rrro[-i

Naktrru

N.r nJi

Nartrk

Nyrnrrr.t

Nyandarua

N) tri
' s".brru

Si.r1-,r

'Iaita Tavcta

1,6,10,93.1

+sri,0-5

369,e98

s r 6,l.l l
62-1,060

.,SS,;9I

143,29-l

6$-,.11 l
r,660,6-51

;5 t', i l9
1,621,282

l,l09,i li
528,05.1

l,-i I t,+ll
968,909

I,01l,"r)9

649,931

l0l,s39
I,09S,SS.+

88+,5:.?

l,(115, 56

291,166

l, ri6,l0l
s63,033

9-19.-1:0

9.12,5It I

.i,l.ts, t6r)

r,603,325

-sl,e6.i

850,910

19S,I il
596,26S

oq 1,5SS

223,941

ttll,l0+
284,657

?1.1,I s6

555,561 I82.0

++.-l

"+ I 6.s

l3+.1

-19s.1

723.7'.

{l:.1
360.9

l) 1.6

.196.8

,+01.1

32r,t.l

+-3.6

-176.9

+-r i.l
402.5

IIl.-l
5Il.u
190.I

-r83.2

.l(10.0

371.1

98t{.I'

.145.9

.+l-1.+

513.7

l()5.1

374.5

10.+.0

3.+4.8

+I1.-

459.5

.16.1.+

47 r.6

.13.1.e

413.2

.1tii.9

Modcm

.1-t.l

5().'l

s.1.9

56. i
,13.6

(r:.l

5.5

+5.5

26.3

+s.2

60.,1

56.9

6;.ll

\ t.s

rs.6

62.S

s9..1

-;s. t

-18.2

5l.l
39.S

(.-.i

65.0

I,9

10.9

:l l.

thaditiooal

8..1

'1.+

1.6

09
I I -lr

l..t
0.0

1.4

1.9

+.)

L-l

1.0

t.,'l

1.6

0..1

l.s
.l.l

4.8

.1..1

5.0

-t.;

4.1

i.l
6l

+.9

.+.5

.1..+

+.0

2.7

i.l
t.3

t.:
3.6

-1.9

+.7

-1.:

.1.-1

t..l

3.3

AII

+ L,l

i+.6

5S.5

5:.5

s-i.2

-o.6

5.5

"t6.:

27.0

i4.i
6t.l
61.9

7.1.0

r-l. t

8 t.0

66.1

62.4

41.5

-i9. I

12.7

80.1

L9

ts ).1

0.8

1.5

l..l
2.4

s.I

4.2

l.r|
)1

l.-i

t.5

l.s

0.6

s.0

i.l
5.3

3.0

t.-
3.7

+.()

6.0

,'i.-s

3.-i

6,3

14.6

)s.o

6tt.9

61.6

56.8

tt+. S

47.8

65.6

il. i
22.i

i 5.0

6ri.0

.13.e

+.1.6

63.-l

:lt..l

-i3.5

l8,l
6-1.l

60.4

6-. t

20.0

5l.r)

61.-r

o.7

9..1

l.;
6.1

6.1

li
s.4

.1 +

-1.1

l.l
-1.3

as

2.6

s..1

15,-1

0.0

0.8

-;.0

0.7

I 1..+

5.S

-1.+

3.2

s.+

9,7

-1.-

5.2

6.0

-l.t)

6.6

1.2

1.9

t..l

1.9

2.5

1.6

Li
l.t)

0,-1

l.l.

-l
',

s.l

3l
l.t
.j5

-16

37

It
-r9

+.1

@ KFNYA E'ONOMI( FIPOE I ]C16

o: 3.2



SO(IAL E(ONOT!IC PERFONr\lAN(E

.10

4t

4Z

43

4,+

45

.+6

47

Source. XN85 (1015)

Figure .1.1 l:
20t1
a) Kenya

'faru River

I rf,""aL r.i fri
Trans Nzoia

Turkana

U.rsin Cishu

I,it,8.
W.riir

2+0,07-s

365,330 I
81n,757

0.6 3ri-1.5

i r.,ll
s.8 78.7 20.-i

67-2

-s6..t

l0.l
56.0

56.6

8.2

s08.2

s62! 
I

.12-1.4

136.4 ]

8 r2.t'
3U.4

,isl
63.9

ro.+l
6?..6

I

L

85S,399

894,179

ss4,62? 
I

q6l,e4l

512,690

0.9 3.4

.i.l
6.8

2.t

1.3

,;i
t.1

5.9

-1.6

7.5

orl
6.6

.2

4.5--l

7.8

I
sls i

)l
2.9

2.1

West Pokot r.3

Kerws's in.l UK's ltopulutiotr plrunid population, employment and
demographic dividend

---
l,! t9 

-

l4!a-:

0.0

7.2 t4.2 13.3 0.9

According to UNECA (2012), AJrica has the
youngest population, with youth servirg as its
greatest labour asset. The bigsest problem then is to
provide employment for this youthful population in
the labour fbrce, and this calls for srnous meJsures
to create new )obs and curb youth unernployrnent,
Employment creation for the youth is the only sure
way tbr the country b enjoy demographic dividend.
This occurs aher a country experiences an extendetl
period of fertility rnd mortality reduction, coupled
with enrployment creation to take advlntage of
the grorving youth-tul population, which propels
increased production and economic growth. Tle
education inf'rastructure as well as science and
technology nrust improve tbr skills tlevelopment
alongside )ob creation to ensure that the humnn
resource capacity of the youth is adequately
enhanced to take up new jobs with increased
productivity.

Tablc 3.4 shows growth in employment numbers
by sector for the period 2010 to 2014. Employment
in the privirte sector was increasing by the largest
rnargins, with growth of 106,200 in 2013 being
the l;rrgest. Growth in self-employment was the
smallest but ircreasing despite the srnaller increase
in 2012, with the increase in 2014 of 19,200
people being hrger than that of the public sector,
whose employment qrerv by 17,500 people. This
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is an indication that self-employment is Baining
momentum, and entrepreneurial skills should be

imparted to ensure new enterPrises are sustainable.

Toble 3.4: Employnent grorx,th stotistics hy sector

('ooo)

programmes to be implemented to reduce it. Data

trom the Kenya Demographic and Household

Survey (KDHS) 2014 shows that the level ofunder-

five mortality is 52 deaths per 1,000 births, implying

that at least I in every 19 children born in Kenya

die before reaching their 6fth birthday. The infant

mortality rate is 39 deaths per l,000live births.

Table 3.5: Early chililhood moraality ratesPrivatc sector

7.8 235 l7.s

Self-em loyed

7 t.9 74.7 134.3

Source:XNBS 12015)

Human capacity development

Many graduates with general degrees are not

adequately armed with the skills required in
the job market, and therefore retraining may be

necessary. Among the skills critically lacking are

in sectors of information and communication

technology, engineering, agriculture, 6nance, and

entrepreneurship (UNECA, 2012). Universities

and other tertiary institutions have the onus of
spearheading the development of aPProPriate

skills through research and development, as well

as development of both short and long-term

courses and academic programmes with the right

content, and creation ofbusiness incubation centres

and business clinics that 6ll the gap for budding

entrepreneurs.

lnfant and child mortality

Child health has in the last ten years shown

improvements, even though infant and under-five

mortality rates have remained relatively high at

39/1000 and 52l1000, respectively (KNBS and

ICF Macro, 2015) given the targets in the Medium

Term Plan (MTP II) and that the country is now a

low middle income country. lnfant and childhood

rnortality indicators are the basic indicators of a

country's socio-economic level and quality of life.

These indicators are used in identifying the segment

of the population that is at a high risk, in order for

49.4 49.4 S2.8 106.2 69.6

2.3 4.9 3..l 6.9 l9.l

0.4 22 -19 14

43
r
t60

80
irIu l9

10-14 26 26

Sou(e, KNBSand ICF M..ro (2015)

sl
llt

30

The rates observed t'rom the I(DHS 2014 show a

decline in childhood deaths compared with the rates

observed in the 2008-09, 2003 and 1998 KDHS.

The infart mortality rate decreased to 39 deaths

per 1,000 live births in 2014 from 52 in 2008-2009.

Similarly, the under-hve mortality rate decreased

to 52 deaths per 1,000 live births in 2014 from 74

in 2008-09. The trend implies that the increase in

mortality seen in the surveys conducted in the 1990s

is reyersing. The improvement in child survival

could be attributed to increased use of mosquito

nets among households, imProvement in maternal

health, increase in the proportion ofbirth assisted by

a skilled provider and delivered in a health facility,

and improvement in postnatal care.

Child survival plays an important role in tertility

decline because patents can have few children

because of the assurance tlat the few children they

have will not die prematurely. Child survival has

improved substantially over the past decade. Under-

6ve and infant mortality has declined to 52 per cent

rnd 39 per cent deaths per 1,000 live births as shown

in Figure 3.14, The Millennium Development Goals

Status Report 2013 attributes this imProvement to

high impacl interventions such as new-born care,

immunization, early and exclusive breastfeeding,

r8.8 212Public sector

r06.3Totd fom.l s9.5
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Figure j.l2: Tren.ls h childhood nort ity
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ha-nd washing with soap and water and appropriate
management of common childhood illness,
including oral rehydration therapy antl zinc fcrr

diarrhoea tre.rtment.

3.3.3 Maternal health

Antenatal care

Proper care during pregnancy and delivery is

important for the health of both the mother and
the infant. According the KDHS (2014), nine in
ten mothers rcported seeing a skilled provider at
least once for antenatal care (ANC). Antenatal clre
is slightly more common among rnothers aged 20-
34 compared with those outside this age group.
Coverage was slightly higher in urban areas than in
rural areas (98% and 94ozo, respectively).

The World Health Orgrnization (WHO)
recommends at least four ANC visits during a

womans pregnlncy. About 58 per cent of women
reported having more antenatal visits for their
most recent birth (KNBS and ICF Macro, 201.5).
Urban wornen are more likely to have frrur or more
ANC visits compared with women in rural areas

(68o;; and 5lqo, respectively). Both education and
wealth are positively associated with receiving tl.re

2014

recommended number of ANC visits. Forty three
(43 ) per cent ofwomen with no education attended
fbur or more ANC visits compared with 69 per cent
ofwomen witir secondary or higher education, and

44 per cent ofwomen in the lower quintile attended
tirur or more ANC visits compared with 75 per cent
in the highest quintile.

In Mombasa, Embu, Machakos and Nrndi counties,
ANC from a skilltd provider universals (W..t) and
there are only six counties with less th;rn 90 per
cent cover.rge (Mandera, Wajir, Samburu, Marsabit,
West Pokot and Garissa). The percentage ofwonren
nraking fbur or more ANC visits ranges from a low of
l8 per cent in West Pokot to 7-J per cent in Nairobi;
in l2 counties, Iess than .50 per cent ofwomen attend
the recornmended number of ANC visits (Garissa,

W.rjir, Manderir, Meru, Bomet, Marsabit, Turkana,
West Pokot, Trans Nzoia, Elgeyo Marakwet, Narok,
and Kakarnega) as show in Table.3.6.

1989 t 993 l99a 2003 2008-o9

ll ltlfant mort lity I I Child mortality I I Under -5 rnortntty
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Delivery care

Proper medical condition and hygienic conditit ns

during delivery reduce the risk of complications,

infections or derrth of the tnothe'r and baby. Figure

3.13 shows that 62 per cent of births in Kenya are

delivererl by a skilled provider. A sinril.rr ProPortion
o[ deliveries (61%) t.rke place in health frcilities.

Across counties, as show in Table 3.6, skilled

clelivery attendar:ce and delivery in .r health tacility

varies considerably. All counties in the central

resion rchieved a level ofat lcast 85 per cent on both

ofthese indicators, while counties in Nyanza region

all achieved at least,S,1 per cent. In contra$t, in six

counties, less than one-third of live births in the

past five 1'ears were attended by a skilled provider

or rvere .lelivered in a health fhcility (1hna Rivcr,

Wajir, IvIars.rbit, Turkana, West Pokot rn.l Samburu

counties).

Figurc 3.13 shor+'s the trends in key rnaternity care

indicrtors betu,een 200-l ancl 1014. The proportion
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ofmothers reporting ANC from a health professional
increased between 2003 and 2014, from gg per cent
to 96 per cent. The percentage ofbirths attended by
a skilled provider and the percentage occurring in
health facilities each increased by similar magnitude,
about 20 per cent fronr 2003 and 2014.

Figurc j.l3: Trends in moternal healthcare, 20Oj-
20 t4
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3.3.4 Disease burden

Disease burden remained relatively high in the
country with communicable diseases posing the
greatest burden. Despite the significant decrease
in HIV prevalence rate, co-infection of HIV/AIDS
and TB, coupled with the emergence of drug-
resistant TB strains still remains a challenge. HIV/
AIDS, prenatal conditions, and malaria account fbr
Z+.2, 10.7 and 7.2 per cent causes of disabilities,
respectively. The leading causes of death are HIV/
AIDS (29.3%), perinatal conditions (9.0%), lower
respiratory disease (8.09(,), ruberculosis (6.3%) and
malaria (5.8%).

The country is in also experiencing rising trends in
incidence of non-communicable diseases (NCDs).
Cancer cases ale on the rise, and this is estimated to

cause 21,000 deaths annually. Other NCDs on the
rise include hypertension, heart disease and diabetes.
Major challenges exist in terms of equipment and
experts such as oncologists for cancer

Figure j.l4: Leoding causes ol death in thc past 2O
yearstor Kenya
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The fast rising threat of NCDs is catching up with the
population. Communicable and non-communicable
diseases dominate the top ten causes of mortality in
Kenya fbr the past 20 years as shown in Figure 3.14.
Despite substantial resources directed towards the
control and management of HIV/AIDS, it is still the
leading cause. The country is increasingly faced with
a tast growing burden of NCDs. Changing lifestyle
habits linked to increasing urbanization, unhealthy
nutrition habits, reduced physical activiry smoking
and alcohol consunrption are all associated with the
rise in NCDs. Even as the burden of NCDs keeps
rising, the health system in the country has been
slow in upgrading both infrastructure and trained
personnel to manage NCDs and provide quality
preventive and curative care for the patients.
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Toble 3.6: Top ten leuding caus6 oi ileoth, 20 I 4 3.3.5 Health inPuts

Expenditure on health

Total health expenditure on health has been

increasing, with the latest estimates at US$ 66 6

per person per year. The increases are as a result of

donor initiatives to reduce household expenditure,

specifically free maternity and primary healthcare

services. Nationally, health expenditure as a

proportion of the national budget stood at 6 l per

cent in 2013 and rose to 8.8 Per cent in 2015/ 16'

The allocations are, however, below the Abuia

Declaration of l5 per cent.

As shown in Table 3.7, more funds have been

allocated for recunent expenditure than for

development in the last three year. Howevel witl.r

the onset ofdevolution and the transfer ofsignificant

funds to the county governments, the allocation

for both recurrent and development has dropped

significantly in absolute terms. As a result o[ the

more significant droP in recurrent exPenditure thrn

in development expenditure, the proportion of

the total budget allocated to recurrent budget has

dropped from about 60 Per cent to 5l-54 per cent'

On the other hand, the proPortion allocated to

development budget has increased from 40 per cent

to 46-49 per cent.

Tttble j.7 : ltlinlslrt oJ Hcalth budge, trends

2012/ t3-2014/ t5

,*f
Pneumonia

C)ther Causes

Canccr

1u!pvculosis

Sudden Deerth

Anemii

tl.rt Dis€.se

10.9 21,6,+0

l4,l\
6.2

5.5

.1.3

2.4

2.1
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10,9E6
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+,719
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25 sp3o

Mcningitir

AII Other Ceuses

+,5-s5

45.2 89,6?6

Total

Source: KNBS (2015)

100.0 198,61I

Mortality data presented in Table 3.6 are based on

in-pntient data fiom Civil Registration DePartment

and does not reflect the actual maior causes oIdeath

and the ranking of the causes of death mortality

country wide. Malaria was the teading cause of

mortality with ll.6 per cent of the total deaths

in 2014. This was closely followed by Pneunonia
( r0.9%, HIV/AIDS (7.lqo) cancer (5.5%) antl TB

(4.3%).

Risk factors to health

Risk factors to good health in Kenya include unsafe

sex, sub-optimal breast feeding, under-nutrition,

alcohol and tobacco use, obesity and physical

inactiviry among others. According to the health

sector Medium Term Expenditure Framework

(MTEF,20l5) 5.0 Per cent of all deaths froln non-

communicable conditions and 55.0 per cent of

deaths from cancers of the trachea, bronchitis and

lungs are attributable to tobacco use. These deaths

comprise 19.1 per cent nrales and 4.5 per cent

females among the adult PoPulation 15 years and

above, or about 2.5 million people using tobacco

products in 2014.

Total recurrent

Total Development

96 ofTotal

25,003 12,717

l ratll--rtrtl

5-5,980 18,298

69qt 5996

23,932
-lltl

ll,l l5

3596

37,048110,983 31,075

HIV/AIDS
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Figurc 3.l7: I'otul heahh expenditura tren.ls, 2OO t / 2OO2_2012/ I3
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recognized training programmes. An elfective
delivery of healthcare would require an adequate,
productive rnd equitable distribution of a pool of
trained workers who are accessible.

The Wodd Health Organization (V\+{O)
recommends 21.7 doctors per 100,000 population
rnd 22S nurses per 100,000 popul.rtion. However,
due to sub-optim.rl working condrtions, which leaJ
to brain drain, a conlnton t'eature in the Kenyan
health labour market, the country had 2l dociors
per 100,000 population and 165 nurses per 100,000
in 2014.

The distribution of the rvorkforce tends to fivour
regions perceived to hJve high socio_economic
development,leaving nrargin.rlized and hlrd to reach
areas to a disadvantage, despite the contribution of
Firith-Based Organizations (FBOs) health sector
workers in hard to reach areas. There is a skerved
urban-rural distribution of health workers, with
urban areas having the highest proportions at the
expense ofrural and remote areas, where 70 per cent
of the population Iives. More specialized medical
care is mostly available in urban areas.

2fit /02

Human resources

The health workforce constitutes those persons
recruited primarily for health and relatetl seryice
provision and management in the state and non_
state sectors, who have undergone dellned, formal

2012/t3

I ! Totrl health e+e.diture.s 96 ofnominal GDp
I I Govemmcnt he.ldr exp€nditqe a. * of government totel ry.aditore

Iotal heal6 .4co&ture pcr cepita (USt)

so\rrce Governme^t of xenya l20 I Oj2o I 5)

Analysis of national levet health
budgetary allocations
The Ministry of Health budget allocation for
2014/15 was Ksh 47.4 billion, constituting 4.0 per
cent ofthe national budget cornpared to -1.4 p.r."nt
in 2013/14. The Ksh 47.4 billion budget allocation
included government anil developrnent partners,
contributions ftrr one year. Overall, the Ministrv
of Health 2014/15 budget allocations increased by
3-1.0 per cent trom what rv.rs reportcd in l0 1.1/ l.t.
The developnrent health budget for l0t-li l5
accounted tbr 45.0 per cent of the total Ministry
budget, a rnarginal increase from what was reported
in 2013/14 (4"3.9ol,,). The recurrent health budget
in 2014/l-S accounted ftrr 5S.0 per cent ofthe total
budget cornpr;red with 56.1 per cent in ZOLL/14.
Development partners accounted for 57.1 per
cent of tlre total development budget in 2014/15
compared with -59.8 per cent in ZOl3/ 14.
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Toblc 3,8: Medicsl pcrsornrcl in Kenya' 2Ol3-2O 11
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Lack of essential medical tools and medical and

non-medical supplies in health facilities' and

sometintes unsafe working environment, contribute

to low morale and productivity of health workers'

Other challenges thxt aflect the performance and

motivation include uneven remuneration and

disparities in terms ofservice anrong the same cadre

of staffin the Public sector-

Health products and technologies

Health products and technologies encomPass a

wide range of items that are vital for healthcare

delivery. The scope of areas in which inYestments

need to be made include regulation, production

antl trade, Procurement, supply and distribution

aod utilization. Adequate contribution of

health outcomes would ideally require that such

health products and technologies are available'

nffordable, safe, eflicacious and of good quality 'rnd

appropriately used. The Kenya Medical Supplies

Agency (KEMSA) as a medical lopiistic provider

ha"s heen able to reach the 47 counties and referral

hospitals. The agency has been ahle to register rePeat

ord.r, a,.t.l this is an indication of inproved quality

in service lnd customer satisf;ction The agency

reported the customer satisf'action index irnproving

from 5-3.6 Per cent in 20l2l13 to 62 5 per cent tn

2013/ l4 in 2014/ 15.

Health infrastructure

Health infiastructure relates to all physicirl

infrastructure, non-medical equiPment, transPort

and technology infrastructure (including ICT)

required for ell'ective delivery of services by the

n"tional 
"n,i 

county governments, and other health

service provitlers. The goal of this policy is to have

arlequate and appropriate health inftastructure The

network shoulJ be functional, efficient, safe and

sustainable based on the needs of the consutners

of health services. Diflerent facilities have difi-erent

levels of infrastructure; currently there are 8'401

registered health facilities according to the Health

liormation System 2015' Nairobi County has

the highest number o[ ficilities at 104 per cent'

while isiolo County has the least nunrber of health

facilities at 0.5 Per cent. Public health fisilities

account for 49.0 per cent ofall health tacilities in the

country. Sixteen Per cent (160%) are Private-not-

@ (ENYA EcoNolulc REPoFT 2ol6
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for-protit and 3-1 per cent are private-tbr-prolit. Of
the totrl health hcilities,66.0 per cent are in rur.rl
areas and -34.0 per cent in urban are,rs, Hospitals
constitute 7.0 pcr cent, health centres 13.0 pL'r cent,

dispensaries 46.0 per cent, privrte clinics -10.0 per
cent and maternity and nursing honrcs 4.0 per cent.

3.4 Challenges for the Health
Sector

The health sector has a huae t.rsk in ensuring
provision of the highest attain.rble stantlards of
herlth to the Kenyan populirtion as cnshrined in
the Constitution of Kenyr unde'r the Bill of fushts.
However, the increasing population is placing a lot oi
rlem,rnd tbr health services and, therefbre, the sector
needs to expand its cipacity to provide quality,
equitable and eHicient healthcare. l)evolution of
qovernance requires properly desilinecl s1'stems

of 6scal m;rnagemcnt, c'vidence-based planning,
efective hurn.rn resource planning, .rnd proper
antl ell-ective coordination to ensure eflicient
and efi-ective service delivery through clevolved
governments,

Cornmunicrble diseases account tor thc highest
proportion of the tlise.rse burden in the health
sector. Despite the significant decrerse on HIV/
AIDS prevalence rate, the co-infbction ofthe discase

and Tuberculosis (TI3) coupled with the emcrgencc-

o[ drug-resistrnt str.rirrr ot TR poscs .r serious

problem to thr'herlth sector. [n addition, funding
for HIV/AIDS proBrammes and interventions still
rcmrins donor-dependent.

Non-Comnrunicable l)iseascs (NCDs) in Keny;r
are also exerting irnmcnse pressure to the he-rlthcare

system. Hypertcnsion, hc,art dise'ases lnd dirbetes
are o[ major health concern.

Datl from the Kenya Denrogr.rphic ind Health
Survey 2014 shows that over l0 nrillion Kenyans

sufler frorn chronic tbod insecurity and poor
nutrition, lnd befween one tnd two rnillion Kenyans

require ftrod.rssistance each year. The report lurt]rer

states that ncarly -10.0 per cent of Kenya'.s chiltlren
are undernourished, and micronutrient deEciencies

are witlespread.

Kenya'.s high t'ertility rite is a thrc.rt to the quality
of life ol Kenyan women, their housr'holds .rnd

communities and is;r challenge to the realizatiotl
of development obiectives such rs the Vision 2030
and the Sust.rirrable f)evelopment Goals (SDGs).

Hou'ever, if urgent and cornprehensive interventions
rre initiated to fist-track fertility decline, the country
could henefit from rccelerated economic growth

tlerived trorn its youthful populition. In order to
open tht' wintlt.rw of opportunity fbr derlographic
dividelrd, policic.s need to fbcus r'rrr addressing thc'

challenges thirt havc contributcd to sustrined level

of high tertilitl', including investing in an ellective
and voluntary family planning proqramme, and
improving chilJ sLrrvival to assure pirrcnts to havc

smaller f.rnrilies arrd keep girls in school for longer

The rapi.l spre.rd ofclrug and substirnce abuse is als<'r

a major problem facing the youth in Kenya todry.
Statistics trorr the World Hcalth Organization
(WHO) show that glob.rl averagc consurnption of
,rlcohol arnong drinkcrs age'd l -i years rnd above wls
I 7.1 Irtres hy 2tJ I0. The fuiic.rn rcgiorr rv!'r.rtle w,li
19.-i litres. Average consurnption oIalcohol in Kenya
was 18.9 litres per year in 201 0. l)rug antl substance

abusc is a rnaior conccrn in the cducation and
health sectors lcross;ll the counties,.rnd is rampJnt
imons young people (both rn.rlt-;rnd f-emale) who
rre in and out ofschool at all levels o[eJuc.rtion and
in allagc eroups.

3.5 Policylmplications
'Ihe he.rlth ol Keny,rns is being urrtlerrnined by
thc clouble [Turden oI cornrnunicablc dise.rst's and
tl'Ie emcrBent ancl first risinq non-communicablc
diseases,malnutrition, dru{ .rnd substance alruse,

and weak he.rlthcare sy.'tems. lf thc government
cloes not make incrcased ind stratL'gic investments
to tackle thesc lroftlenecks to health, thc country
will not hirve.r healthy rnd productive rvorkforce

KENYA ECoNoMrc R[PoRT ] 016 @
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necessary to achieve the Vision 2030, nor will it
harness the demographic dividend.

For Kenya to achieve a rapid decline in fertility
levels from the current 3.9 to 2.6 per woman by

2030, the country needs to invest in both short and

Iong-term strateBies on both family planning and

women education. lmprovement of child survival

will also go a long way in reducing fertilty in the

country, especially in the marginalized counties.

Existing policies against early marriages and teenage

pregnancies should be fully enforced. ln addition,

initiatives that have been put in place to improve
child and maternal health should be fully exploited

to address reduce mortality rate.

At the county levels, more advocacy and

sensitization on the benefits of family planning is

needed to create rnd increase budget allocation for

essential commodities and technologies.

3.5 Recommendations

The threat of communicable and non-communicable

diseases, which is increasingly becoming a burden

for both household and the nation at large, needs to

be addressed by all actors. There is therefore need to

balance allocations of resources between comPeting

needs of communicable and NCDs in the country.

The health sector needs to strengthen the link
between policy, planning and budgeting to ensure

the achievement of outputs and outcomes for the

health sector. This requires proper coordination

between policy at the national level and

implementation at the county levels.

@ KENYA E(oNoMIc REPoRT 2016
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PART II

SELECTED
SECTOR

PERFORMANCE

a

This part focuses on the performance of key
selected sectors ofthe economy and infrastructure

development. Specifica!!y, it covers the analysis
of the performance of Agriculture; Extractive

Sector;Tourism; Manufacturing; Micro and Small
Enterprises;Trade and Foreign Policy; Financial
Services; Building and Construction;Transport;

Energy;Water and Sanitation; and lnformation and
Com munication Tech nology
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I
A riculture I

4. I lntroduction

Agricultr.rre has continued to play a critical rolc' in the

econorrric developmcnt of the country. Agricultural
procluctivity has more or less remained the same

over the last .lecrde, and public expenditure has

stagnated at an estimated two per cent of total

government spending. The .rgriculture sector is J

source of enrployment, fbod, raw materi.rls tbr agro-

industries and export earnintrs. With the en.rctment

of the Constitution in 20t0, most of the stctort
functions were devolved to the county government,
with the role. of national government as stipulated

in Schedule 4 being the development ofagricultural
policy.rnd veterinary policy. This means that counties

rre expected to drive the doublc digit rrowth
envisioned in Vision 20-10, in addition to ensuring

fbod anil nutrition security, irr collaboration with
the national sovernment. According to the ll{cdium
Ternr Expenditure Frrmework report for thc fiscal

year 20t.1/l-5, most counties are havins ch;rllenges

in ful6lling their constitutionJl mandate due to lack

of over-arching policics to guide policy fbrmulation
at county level, trld antl obsolete equipment, limited
ollice space inherited frorr the national government,
and dystunctional managerrrent and reporting
systems, among other factors. Moreover, the

national government has continued to pirticipate in
functions that have been devolved to the counties,

rcsulting in conflict of intercst.

4.2 Performance of Agriculture

Over the 2010-201-i period, the agricultural sector

ancl the overall economy in Kenya showet.l almost

r similrr trend (Figure 4.1). The agricultural and

fbrestry growth rate declined from 5.2 per cent in
201I to 3.5 per cent in 2014 (KNRS, l0l5). lhis
was attributed to decline in total marke,ted value

of algicultural production. Thc' crops sub-sector

conrprising fbod, horticultural and industrial
crops, among others, contributed 72.0 per cent ot
the agricultural Gross Domestic l')roduct (GDP)

and about 19.7 per cent of nrtional agricultural

GDl']in 201-1. The livestock sub-sector contributed
about 18.0 per cent of agricultural GDP and about

4.9 per cent of rrational agricultural GDP 'Ihe

fisheries sub-sector contritruted about 0.ll per cent

of the country's national GDP and 5.0 per cent of
agriculturrl GDP (KNBS, 20 I S).

ln 2015, agriculture, forestry and fishing grew by

-i.6 per cent from the 3.5 per cent reported in 20[,1
(KNBS, 2016). Unlike in 2014, the total marketed

value of agricultural production increased by Ksh

37.8 billnrn (11.8%). During thc review period,
the crops sub-sector comprising fbod, horticultural
and industriil crops, among others, contributed
74.7 per cent of the agricultural Gross Donrestic

Product (GDP) and about 22..1 per cent of nation.rl

agricultural GDP in 2015. The livestock sub-sector

contributed about 16.8 per cent of auricultural GDP

I
T

I
I
I
I
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Figurt 1.1: Tretds iu GDP growth rate it Ktrlt..,
2010-20I S

exhibitcd a decline nr.rinlv due to erratic weather
antl poor rainfJll distribution in various p:rrts of
the country such as Central, EJstern ilnd Co.rst.rl
regions, n'hich contritrutc, signific.rntly tow.rrds
agriculttrrll output. For exanrple, during the short
rains ( October-Decenrber) and lt.rng rains (March-
May) period, thc North Rift expcrienced near
norrnll rains, hence rcducing r)aizr" production
(Figure.1.2).

In 2015, the $ector exhibited a continued upward
trend in contribution to GDP by recording its
highest contril.rution to Gf)P at 30.0 pes cent, r 2.7
per cert increasc from the 27.3 per ct-nt observed
in 201+. 'llis is attributcd to 6.2 pqr cc'nt increlse
in thc sector'.\ output vilue addetl at cr:nstant
priccs, coupled with goocl wcather and well spread
abund.rnt rainfill in rnost regions ofthe country. For
exarnple, the short riins wcre char:rcterized by Fll

Nino during the month of Novemlrer.

The lirst ancl sccond quarters o[ 201.S recorded .rn
increlsc' of,1.4 pcr cent and -S.4 per ce11t, respectiyely,
in comparison to tirst ancl sccond quarters of 2014.
This is rnainll, r result oI intproved,/tivoural.rle
clinrrtic conditions, rvhich led to incrc'.rsed growing
.rctivities of mljor crops such Js tnaize, vegctables
and fiuits. Furthermore, the first quJrter of 1,015

recordcd increJsed dern.rnJ and use of fertilizer
base.l on increastd inrport quantities (KNBS,
20l-s).

4.3 Agriculturalproduction

The poor rainftll distribution that atilcted Centrll,
Eastern and Coastal rt'gions contributed to a

marginrl clecline in maiz-e production in 2014 by
4.2 per cent. PrQduction of nraize in the Rifi \tlle1,
region rvirs turthc.r worseneil lry prevllence oiMlize
Lethal Necrosis Disease (MLND),.rs well as by
decline in area under procluction, rvhich decreascd
by0.2 nrillion hectares in 20t4 (ERA, 201-S).

+ 
^.Bis.'q!q 

d.l..rrd

5ou.(e: KN85 i.?Ol6). E(ononr. Sureey

- 
.rebrE\i..c, 5J 6A...

.rnd about.5.0 per cent of nation.rl agriculturul Gf)l).
The fisheries sub-sector contril.rtrted about 0.7 pcr
cent ofthe country's nation.rl (iDP and 2.2 per ceDt
of agricultural GDP (KNBS,20l6).

The agriculture scctor is still the leading source
of employment in thc rural sector, accounting ti.rr

.rn estimirted 75.0 per cent of the labour tbrce,
in addition to accounting for 66.0 per cent of all
nr.rnulactured goods. The scctor'.s contribution to
(lDP increased by 0.9 per cent in 2014 tiom 26..l
per cent observed in 2013. This coulcl be attributed
to the 17.0 and -1.-S pcr cent increase in the sector'.s
(rutput yJlue added at current.rnd constiurt prices,
respectivel)r Crop growing ;rnd rnirnal procluction

Figurt 4.2: Pcrcentuge chnrgc in ugricultursl GDP
by aelitilt,

,

II'i"

5our.e l(NBS (l0l6i. E.onon!( Survey

-\rd 
*!6b.rrarn

- 
rii06. r4a-dto'.
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Figure 4.3: Atrnuul changcs in yidd ifl retdtiol lo pretious vearfor selected crops (lonnes/ho),2013-2011
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The reverse happened in 201,5, whereby rnaize

production incrersed by 9.0 per cent from tlre 39.0

million bags recorded in 2014. Apart frorn the

improved rainfall, this increase in maize production

was also as a result of reduced incidence of MLND.

Production of maize in the fuft Valley region was

firrtlrer improvcd by a 0.05 million hectares increase

in area under production (USDA FAS, 2016).

However the value of nrarketed maize reduced by

I 1.4 per cent tlue to lower process paid to farrners.

fuce production has also been declining over the last

t-ew years. ln 2014, the area under production was

28,390 hectares and, as ir result, output declined by

10.3 per cent. Although wheat production increased

to 228,900 tonnes in 2014, its share is only less than

l-S per cent ofthe tot;rl wheat supply in the country
(KNBS,20l5). Narok County, which accounts for

4,i per cent of the national production, was greatly

aflected by erratic raint'all.

Barley production increased in 2014 by 13.4 per

cent fron, 640,783 bags in 2013. This increase in

production coulcl be attributed to the 2-5 Per cent

increase in area under crop (ha) and expanding

dernand tirr b,rriiy by beer conrpanies through

contractual agreerr-lents, In addition to havirrg a

ready market from the beer industrl', sorghunl has

over the period 2012-2014 been promoted by the

Ministry of Agriculture as one of the Traditional

High Value Crops (THVC), consequently leading to

its progressive increase in Production. This growth

is also reflected in 2014, which recorded a 9.-5 per

cent increase in yield (9okg/ha). Millet production

recorded the highest (37.8-')") increase.1mong the

selected crops, even despite 17.5 per cent decline

in area under the crr:p to 168,291 hectares in 2013

Similar to the trend trom 2010, millet production

is also increasing due to increased awareness and

adoption of drought tolerant, hi8h yield varieties.

The decline in cassava Production shows that

the crop has not yet evolved from subsistence ttr

commercial crop dcspite efforts by the government

to promote it as one of the '|HVC (Ministry of

Agriculture, Livestock and Fisheries, 20 I S ). ln 201-5,

wheat production increased by 4.2 per cent f'rom

228.9 thousand tonnes recorded in 201-1. Coupled

with improved weather, this gro\^/th is attributed to

high demrnd for wheat products during the period.

4.3,1 lndustrial croPs and horticulture

Tea and cofee are the leadrnll agricultural export

earners. Overall, coffee pror'luction increased

in tonnes by 30 per cent, r)uinll duc to better

mana8ement prictices used at e:itJte and

xENYA ECONO['!lC AEPORT ] 016



rl ACRICUTTURE

Figure 1.1 'ltrtrual plr'rcttl .h tgr in yolunc nul tahtc olhortitulturol crops
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cooperatiyc levcls. Tea yields increased under both
estlte ind smallholdc'r sub-scctors by 0.04 and 5.0

per cent, rqspectivt'ly. Irr addition to increasetl .lrca

under production, the incre;rse in tt'a production is

also due to cood rains receivecl in the tea growing
regions in 2014. ln 2015, however, tea lnd coflee

production declinetl by 10.-3 per cent and t6.0 per
cent, respectively, due to excessive rains, coupled
with tir.rst in some of thc tei zone areas, ultimately
leading to a fall in production. Despite this, high tea

prices lravc prevailcd owing to increased dernand

irnd low elol,al production ot the crop ( KNBS,
20r6).

Figurt' .+.4 shr,ws thilt horticultural crops

signilicantly contributed to Kenyals tbreign exchangc

clrnings, thoueh the vegetablc' sub-sector recordetl

in estimited 10.0 per cent clecline liom tl.re 201.1

elrnines, rvhile cut-flowers recorded a 4.0 per cent
increase 201J. During the 201.1-201-S revierv period,
tlre volume and v.rluc. of rnarkcterl exports of fresh

horticultura] produce increased by 8.4 per cent anr.l

7,S per cent, respectively. This is aftributed to better
unit priccs fhr vc'get;rbles and higher volumes of
fiuits exportetl.

2otl 201,1

-- L --.tt -- -,-.--

Figrre 1.5: Anluul chatgcs in atinul numbcrs h relation to prcyittus rttlr.l'or scluted unintdls, 20 l3-2lr l1
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4.3,2 Livestock production

Kr-nyr h;rs verl'diversc livcstock prrpul.rtirrns ,,luc

to its u'i,.le, clirl.ltic .lnd r:e'ophysical vlri.rti()r). l-r(,rll
Figurc -1.,i, grorvtlr u'.rs rxperit'nced irr norninal

tc! nrs in tlrc sector. Whilc thr-'r't' w.rs loncl clttle
lnel pit proclLrction, thc highc-r slro.rts .rncl ;,oultry
production rr',rs .rblc to otlsct thc dilli'rence.
Thc' incre;rse itr shrr.rts rvls also.lue to a shift in
prcfcrcnce fronr clttlc to sho.rts,.rs tlrc lrtter are

Dl()re .l(l.rpt.lblc to clinl.rtc clr.rnge, lnr.rrc rcsilicrrt

.rl(i (lr\c.r\r'-rrsr{t.lnt Jr)Ll c.r\r(r t(r tr.lrli'tir lh)nl
or)c Jrcil to.ruothcr.'lhis is llso observc.l in thc'

0.9 pca cent increJlie in ntrrnl-rcr oi shecP .rncl qo.rts

shurhtcrt'rl in l0l-l irorn 6.()ll million in l()13. A

simillr treDtl wls obscrvc,,l in 2015, tirllorvint .r

6.9 per ccnt increJ\c in thous.rnr'l hea.l .ri shr:cp

.rnel go.rts sl.rurllrtercd. I-iqure -+.-\.rlso shous l ll.2
pcl cerrt norrrirr.rl dcclirrc in shct'p rc:trctl tirr u,ool,

.rn.l this w.rs n)linly.rssoci.rte(l u.ith tlrc incre.rsetl

c()rup!'titi(lrl tionr s) nthctic libru' ( l.RL\, l0 l S ).

f).riry .111i bee'f c.rttlc urrits reducetl duc to tlroLrtht

shocks, hi[h mortulitl, .rnrl .lestocking. Howrvcr,
thc nurnbc'r o[ c.rttle .rnd c.rlvcs sold at alrb.rtoirs

irrcre;rsed lry 9.-i per cent in ]01-i from 10?7.6

tlrous.rrrtl hcad in lttt+. The- popslll;..,,1 trf poultrr'
increascd unclcr all c.rtc{()rics ls sltr'ltlrt in F-itttre

8,000
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6,fi)O

5,000

4000
3,000

2,00o

1,000

0

- 1000

Fresh Water

-1.5. Nlost notcrvortlr) is the irrcrc.rse in indiqr'nous

poultr) or!ing to their ltrcftlcnce lry cortsrtmers, an,.l

lhc,ir low productioll costs in cor)rpari\en to cxotic

[rrecrls. lrrcrcasccl rur.rl-urb.rn mitr.tticlu cotrpletl

rr.ith a risrng ntitl.llc inconte' troup popul.rtiou
!.xpl,lins thc rrr.rr{irral incrc.rse in production oi
l.ryers ancl ['roilers in 2()1-]. Carrrels rerrr.ritr thc

nrain sourcr, oi livelihoorls arrrorr{ plstor.tlists lncl,

.rs the populllipp of p.rstor.rlists incrc.rses, str ,locs

the prrpulatron oi canrels clue to thcir resilierrcc to

.lrlverse welther c()nclitior)s.

l)cspite the fact thlt lorr lrivcs hrve tlrc Jdv.lntigc
oi l,rrr I'rtrrluctr,,n (rr\ti .rn(l r'i\c ()l .rrr\trLl(ti()r)
usint ltrc.rll), .rvailablt' Lrrm rnateri.rls, thc rrurnbcr

of Itcnv,r 'hr1' Blr Hives (K'I'llH ) incrcascrl, l.rrgely

tlue to clrmp,rrative ly higlrer yir'l.l per hivc, anrl duc

k) nr.lrkr'tillg initi.ltives by thc nt.tnul.tcturcrs of tlre

Keny.r lirp B.rr Hives.

4.3.3 Fishery production

1he volunre oi lishery production incre.rseJ by ).i
P(,r cent fr()tu t9+,.5-i7 nretri( tonn!'s in l()l-l to

199,-{ | rrrct[i,. lonrrcr irr ]() l.l ,.lue to ln inerc.rsc irr

arer oi llrnrc,,l fish in thr Irich .lqu.lculturc potcnti,ll
lrc,ls throLrglr incrc;rsccl support tirrm the [iconouric

ll, II

Figure 1,6: Arrtrnttl thrtnges it cupture Jish it relitiotr lo prcvious vcar it nillion lowrcs, 20 I .7-20 l4
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Stinrulus Programme (ESP). Fishe'ries fiom l;rkes

accounted for the liruest irrcrease in 6sh production
i{'ith 2.7 per cent, fi)llowed hy fish firms with .r 2.-i
pel cent increJse. A decline in tnJrinc production
}'as ol,served in 201.1, whiclr cln be rttributr,d
to lack of idequJtc investment in that .rrea. Lake
Victoria, which accotrntcd fbr 1i9..5 per cent of allthe
crpture from lisherie,s, h.rd a 4.2 prer cent incrcase
in production of Rc.strirrcoholr orgtnku (()nrna)
(Ministry of Agriculture, Livestock .rnd Fisheries,
20l s ).

Despite the increlse in 6sh prcrduction, Figure 4.6
shows th.rt the rate h.rs been declining clespite the
governnlcnt havine bc.en promoting aqu.rculture
dc'vekrpment in the countrr,. Arrrong the
developrrents have been the construction of a 6sh
breeding structure with over 2()0,000 brood-stock
cap.rcity, and tlte procurement.rnd distribution of
5.1 Fish Fecd Pellctizing nuchines distributed to
clusters L:rifislr farnters in selecterl counties. This is in
adclition to construction of t.rver 69,194 6sh ponds
by the rovernment since tlte ye.rr 2009 and 22,,170

otlrers hy larmers, o[which investors h.rd stocketl
with over 100 million 6ngerlings.

4.4 Resource Allocation and
Expenditure Review

4.4.1 Overview of budget execution

Developnrent expenditure in tlte agliculture scctor,
wlrich conrprises agriculture, 6slring, forestry
and hr:nting, has been on a stcady increase from
2010,/l l-2014/15 (revised estirnates). Tlre trend on
recurrent e'xpenditure is in tanclem rvith the overall
cxpenditure in the sector, However, lllocation to
the lgriculture sector from tlre total nationll budget
has declined irom -5.4 per cent in 2()10,/l t k) .+.2

per cent in 201+/ t 5. The expcnditure, on the other
hand, has decline'd sirnilarly fronr ^1.-1 per cent to 1.7
per cent (Fieure.l.7).

Ligure 4.7: Shurcs oJ agricultural sector in tha
nalionul budget und expcnditurc (to), 20lO/ I I -
2014/ t 5

A

6.0

50

4.5

40

3J

3.0

t,5

Orli Sou,(e NdLo..l lreneury {V.tnout

r
lrl0/ll fi ltz 70t2lti 20t3/14 lat1/ts

ll Agriculoc slun ofNrtioorl B0dgtad
I t A*ri.rrltlll" rh{r ofN.tirrml Erpcnditurt

t|l,

The sh;rre of spending in the agriculture sector in
the nrtionrl spending has been an average o[ 3.0 per
cent rvhile thit of GDP is nn tr\,ertge of about one
per cent, yet the sector contributes .rbout 25.0 per
cent oinational GDP, on averagr'(Figure 4.tl).

Tht'expenditure analysis shows thlt over the revrerv
period, totil ;lllocation to tlte scctor increased from
Ksh 60,460 rnilliorr in 201 2/ t -1 to Ksh 65,28S
million in 201-3/14 (lt.)r, incrcase) thr.'rr to Ksh
79,.308 million in 201.1/15 (21,',o increase). The
developrnent budqet increascd fiom Ksh 38,,S-11

nrillion in 2012/13 to Ksh 47,41 1 million in
201-l/14, then ro Ksh 6l,l-SS million in 201.1/t5.
Tlre recurrent budget allocation in 2.012/ll was
Ksh 2 1,929 million, which reduced to Ksh I 7,874
million in 201-3/14 and then increased ro Ksh
l8,l-S-l million in 201.1/15. Actull expenditure was
Ksh -51,902 million in 2Ol2/13, Ksh-51,6,11 million
in 201 .l / l4 and Ksh 62,679 nrilliorr in 2014/ Li.
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'Iiblc 
1. 1 : Protnrntrrt slll,-1,,(,g,drrrr! d.\ltc'rditurc rrr,olvsis

Sub-progtamme Approved estimates (Ksh millions)

l0ll'li loll,/l'l l0l-l,1lS

3,369 l).tg' 1,836

Actual expcnditure (Ksh rnillions)

l() I I1l-l
l,l 06

l0 r:., tl
2,78S

l0 t+, l-s

|,447GencralAdministration, I'lanningaod
Support Services

_- 
--)SP 2.t: Land and Crops Development 3,701 1,951 . )'3L6

SP 1.2: Food S..uoty Initiititcs lS0 2,.160 6,09()

SP 2.3: Agric-ulture Exlension Services 6,687 'l'662 5,744

Sl) 1..1: Agriculturrl Rcsc.rrch i, ll9 +,005 l,+ot)

Programme 3: Agribusiness and lrfbrmition 4'0t9 I I,962 4'769

Management

l)roqrrrlnrc +r lrriqrtron rn.l Drrinrse I l'091 15,S9-

lnli r'tru(ltrr('

Progritnme 5: Livestock Policy 23,186 38,2-sl 39,085

Development ard Capecity BuildinS

Programmc

Prortrrnrmc 6: [,rvc\to.li Rrsour(es -,^+9] '1,('-S i 615

/\l.rrr.rgerrrlrrl .urJ I )(l,.1,)f rr I c rr t

ProgrammeT: Fisheries Development and 3,996 2,882 3,218

ManaBement

5.r!..taovernnltn(olKenvJl?ol5lAgrr'ullurt"quold'dL'Ibnho'velopoienl5"IotlABUo)[1'dMrTernr

2,005

169

5,634

-1,8..t -i

_l,9tl

t,616

1,95-(

.1,861

.1,.1t-

9,142

1,902

4,883

1,109

+,663

9,-tr() 9,090

I E,.ts I 30,s66 30,055

-, 111 i,9-l 5lo-

3,517 2,062 3,157

ljigrrrr: {.ll: li'urds i'r,tgrituhun $.Pe,l.diturc os u

l'ttt' ttnl o.l rttitntttl txlirtditu, e a,ul GDP, 20 l0-
2tn1

'Ile ovcrlll aver.rge .r[rsorPti('rn caP.rcity oitht' sector

lbr l0l"l/lS rvas 96,0 Pc'r ctrlt; this eornpriscs

Jbsorption firr re'currctlt Jt 96.0 Pc'r cctlt Jtltl

develo1,rne'nt it 7.+.0 Pcr cL'nt. 'fhL- v.lri.rrlce in

alrsor1tion rate wJs c.luscd [-r,v l.rtc' approvll of
Supplementary ll Estim.rtes, ancl lack oi cxchequcr'

rele.rses .rt thc closurc of linlncirl yelr rcsulting

to pencling bills th.rt tornr the tirst ch,rrge in the

firllorving lin.rucial ;-ear. i\ dctailcd .rn.tlysis of

[)ro[irJlnl'Dc / suI)-progrJmrnc expenditurc is sholvn

in 'Ia['rle 
"1.1.

4.4.2 lrlTEF 20 I 6l I 7 -20 I 8l I 9

In l0l-lr'15, thc Stlte l)cPartment o[ Agriculturc

rcce'ivcd 79.0 pcr cent oI thc resourccs nhile

Livcstock Jnd Fisherics rccciveLl l-i.0 Per cetrt .lt](l

6.0 per cent ofresoutccs, rcspcctivcly (l1RA, l0l5).
This rv.rs rr.rinll' attribtttcd to th!' Ksh ll billiorr

.rlloc.rtion to iI ncw llrogr.lrllrllc in irri{.ltiorr ilnd

drainaqe .rnrl in ft .lstru ctu re. Sittril.rr to 20 l l / l +.

erpcn.liture .tn.rllsis tirr l0l'11 I 5 shol\'s Jrl increlsc

5.00

4.S0

4.m
3.S0

l.llt)
:.so
l.)
r.s0
t.u)
0.50
om l,,hll,,hll

2010 10t I :(r l: ,01 I t0lt

. (;ot{nmcnt Agncultur. dp.Ddlture (\ ol iolal cIP(nJrtuB)
r! Goy.mm.nr AgncultuB rlrxndrrure ($ oiGDP)

Dnla Sour(. Naldr,r Trc.sury lvarrousl
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rn t()t.ll .rll()cJti()n iu thc J{r icu lturJl scetor. (ir.'nt,rlllr;
lbr l0l-1/ I-i, 9() per ccnt of lrtrJret .rlloc.rtion rr'.rs

\P(llt, lr)Lltr.rtrnF.t i.tl Pq1' (et)l |lnlirirte l.nt lr(,nl
l()11,'l-1 period but rtill Iorver tlrrn tlrc'-i.() lrcr ccnt
tionr the l() I l/ I 3 rcv it,w pr.rioel. In 1,0I .1/ I .i, acttr.rl

cxpcneliturc to bucirlct cstint.rtc ritios incre.rscrl
unLlcr ill prollrJnules except urrcler proqrarnmt's I,
'1 .rnJ -i by l1.9, 10.-1 rnri j.0 pc.r cent, respcctivel)'.
Despite thr'l0l'1,/15 rcduction in thc prol,ortiorr
oi butlgetetl iln)ount spent rtn.lrr l.rncl antl cro[.s
Jevclopnrcnt, protr.rtnrrc I still recorclccl ;r 6.S

lrcr ccnt irrcre.lse in tlte t()t.tl sh.rre oi ex[rcnclitur.c
conr[1rrcJ to thc cst itnite(l bLr(l{ct trorn ]0 I 3 r 2(} I 5.
'fh(' \'Jrilnce in a[.srrrptiort r.rt!. u,J\ duo to tJte
.tpprrrval ol tlrc Sufplenrcrrt.rry tl [istirl.rtr's, an,,l

Itck oi erchequcr relclses rt thc closure Lri linanci.rl
ye.rr, rcsulting tcr pc11.li1* lrills that firrnr the ljrrt
ch.trge in the' firllorl ing tirr.rnci.rl 1.c'ar

'litrlc {.1 shrtu,s th.rt within the' prL)(r,rmrnc, !t-op
tlevcloptrrt nt .rncl lrr.rn.ttclrrent sub-1',roqrarrrrne.s,

agricultrrrJl cxtctlsion services crlrcntliture is

il\.erlges -i0.() pe r ce nt oi the progrlurne s bLrekct.

while aglicrrltulll rrscrrclr buLl{et iver.rgcs 10.0

f!'r ccnt ()[ thc budr:ct. AtricultLrla] r-.xtension ir .r

.levolveJ firnction .rrrd, thcrt,forc. it is .lDticipiltcd
lh.rt this cotrrporrcnt rrf the Ptogltrnnre nccrls to bc
realiqne.l.

4.5 Food Balance Sheet
'[he totrl self-suf]icienc1, r.1tio (SSR) ,.1eclinc,.l by
i.l lrer cent irr 101.1 lrrnr S0.() ptr ccnt in i0li.
'lhis trrcrc.rsetl tlre inrport clepcnrlcncv r.rtio b,v

J-i.3 Pc'1 .161, unlikc irl 2()l-1 in u.hieh inrport
.lepcndcrrcv r.rtio h.rJ .leclinc.i. Thr incre.rsc i,l
irlPor t tl,-'[.crrrlcncy r.rtlo 1\'.rs nt.rinly dtrr' to is11p,yr1

of strbstantial qu,lntitics of nt.rizc arrtl uhe.rt .ts a

rcsult of thcir low produclion within thc country
(KNuS, l0l -i ).

'lhe pcr c.tptrt J.rill supply oi c.rlories, Irrotcur.i lrr!l
lits .rll dccline.l Jurinq the \.rrne lr!'ri()rl b1' 1.1, 1.5

lnrl .1..1 per cent, rcspccrivcly, tlrorrgh.rt I loner rlte.
th.rrr in l()I3.x.cpt ii)r f.rt,crirnr. flls rerhrt:tion i\

t'luc to.r significlnt lcductrorr in the supplv oi.rnirnal
products, lirr crlnrplc lorvt'r nrilk production.lnd
less srrpl,ly' of rnc;rt rlue' to lcss slaughtel. of c.rttle
antl pigs. Horvevr'r, .tn incrcJsc rr'.rs obsenctl in tlre
pcr c.rput cllolic cllily su1.1,ly of certals products in
tirrnr oic.rloric ene r{)..

On the contr.rry,.r ().li per cent incrt'.rsc in SSR rv,rs

obscrve(l in l()15, le,rJin{ to lS.3 per ccnt irnp()rt
clcPr'113",,., rltio, rvhich w'as.r rcduction by 3-l per
cr'nt. 'Ihis is rttributcd to the -1.1 pcr ccnt dccline in
impo11. 1,rr food sLrpplies unclcr vegetlblcs, u'hich
rv.rs registcretl rt 3l.i pcr ccnt. Unlikr. in 201-l
rvhcrc per c.rput Ll.rilt-firoJ clicl not incrc.rst un.lcr
(elc.rls, in 201-5 therc w.1s .ln increilsc unJcr all by
caloric cner{).

'frtblL 1.7: Chorge s i,r.looi bdutLt shttt .lor
*ltt'tttl iudicdors. )O 1.1- 20 t 1

I'cr (l.rput
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ssR (1tb)

( rloflr\ '(){}0
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l:.rrs ( ir.rms

Total

\/cgct.rl)l(. I'roJu.t\
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'li,til
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/\r)lulrl IrroJu!!s

Vtgetables Products -

'000 Kcl.

\rtet.rl,lc UtilrlJtioo
(grrrrt.l

Ccre.rls - '000 Kcl.

('er..rl L'tllrT.ltlon
(gr,rnrs)

Animal Products -

'000 Kcl.
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4.6 Agricultural Sector and the
Sustainable DeveloPment
Goals

The agriculture sector goals are in line witlr five

(5) nrain Sustainrble f)eveloprnent Goals (SDGs).

These are:

(i) Goll 2: End hunger, achieve fbod security.rnd

improve nutritiorl, and Promote sustainable

rgriculture

(il) Goal l2: Ensure sustainable consumption and

production patterns

(iii) Goal [3: T.rke urgent action to combrt clitnate

change and its irrprcts

(iv) Go,rl 14: Conserve .rnd sustainably use

thc oceans, seas;rnd m,trine rest>urces tbr

sustainlble development

(v) Goal l5: Protect, restore utd pronrote

sustainlble u$e oi terrestriJl ecosystems,

sustainably mJnage forests, combat

desertilication, and halt and reverse hn.l
degradation and hrlt biodiversity loss

The mlin constr.rint in Kenya in rel.rtion to the

SDGs is the lack o[ resources to linance the related

lctivities. Morer;ver, unfavouralr]e internationJl

trade pructices continue to reverse the 31rins made

in the country. However, Kcnya is still making

considerable effort towards achievement of these

gorls, rs highlighted below:

Recent policy and leg.rl refortns include the:

Agriculture, Fisheries .rrrd Food Authority Act,

2013; Crops Act, 201.1; Kenya Agricultural

Research Act, 201-3; the Veterinary Surgeons

and Para-Protessional Apiculture Act, 2012;

and tlre operationalization of the Nrtional
Land Commission. These are eventually

expected to Iead to sustainrblc land use.

Aquaculture development is expected to

encourage investments llong the vrlue chain,

thus rrahng fish farming a viable commercial

vcnture. The introductiotl o[ Electronic Fish

Nlarket lnlbrnration System assists both

buyers and sellers witl.r data from landing sites,

markets.rnd 6sh larms to a centr.rl database,

which is active on a daily birsis.

Establishrnent of empowerment funds fbr

youths rnd wonlen is well as for soci,rl

protection fund fbr the ;rged to promote

income generation.

Nies Mdru.luku Kenya programme aims at

increasing farm productivity and improving

food security at household level by supporting

community-driven tbod security improverrrent

initiatives, conrmunity nutrition and school

meals programmes, and support to Private
sector tbod security innovations.

Through the National Expanded lrrigation

Programme, irrigation schemes with 3,800

acres of land under crop were operationalized

in 2012, while the thna Delta irrigation scheme

w.rs Iaunched with a totil of 4,6-54 hectares.

The N,rtional Accelerated Agricultural lnputs

Access Progranrme (NAAIAP) Protnotes
sustainable public-private PartnershiPs
through subsidizetl credit and ensures that

smallholt.ler firnrers and businesses alonq

the maize value chain access farm inputs.

The proiect aims to increase agricrrltural

productivity ancl output at farm level (or 2.5

nrillion smallholder tirnrers with one hectare

or less oflan.l in 90 sub-counties.

Construction of abattoirs an.l slaughter

houses to promote Livestock trade in the Aritl
and Serni-arid Lands (ASAIs) to boost value

:rddition in the livestock sectors.

Sustain.rble Land Management l)rograrnme

tirgeting increased productivity in arid areas.
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4.7 DevolutionandAgriculture

4.7.1 Background

Schedule 4 of tlre Constitution identifies the
functions that the national and county governments
will perforrn. County functions were clarified
through legrl noticcs (range No. 100 147) sent to
rcspective counties and datc'd 9'r' August 201-3 on
transfer lunctions. The functions transferred to the
county governments are:

I Crop husbanclry including:

(i) Providing agricultural extension services or
farmer advisory services.

(ii) fleveloping arrJ implernenting progrimrncs in
the tgricultural sector to address food security
in the county.

(iii) Constructing grJin storage structures.

(iv) Enforcing quality control regulations rnd
standarcls tbr inputs, procluce and products
frorn the agricultural sector.

(v) Availing farm inputs such irs certified seeds,

fertilizer and other planting rnaterial such as

cirssava cuttings or pot.rto vines to farmers.

(vi) Developing prograrnmes to intervcne in soil
and water managentent, and conrerving the
natural resource base fbr agriculttrre.

(vii) Promoting market access for agricultural
products.

(viii)Providing infristructure to prornote
asricultural production and marketing as well
as agro-processing and value chains.

(ix) Enhancing accessibility to atTordable credit
and insurance packages [or fcnners.

(x) Managing agricultural training ccntres rnd
agricultural mecltanization stations, provided
that their management shall be transt-erred aher
six months, to enable the Transition Authority
to put in place the requisite structures lnd
rnechanisrrrs.

(xi) Providing land developnrcnt services such ls
construction of water Lrans fbr horticultural
production tirr food security.

(xii) Formulating and reviewing county-specific
policies.

(xiii) Developing and enacting legistation anr"l

regulatory tranreworks tbr county-specilic
policies.

(xiv) lmplementing national and county-specilic
policies and legislation.

2. fuiirnal husbandry including livestock
extension services to deliver husbandry
technologies to livestock farmers and
pastoralists, through farrn demonstrations,
f.rrnrer field days, farmer field schools,
.rgricultural shows, individual farm visits,
fanrrer training courses (residential ancl non,
residential), barazas, lirmer tours, posters,
brochures or leatlets.

3. Plant and animal diseasc control, including
carrying out, coordinating and overseeing:

(i) Communal dipping and spraying operations
and vaccination cimpaigns.

(ii) Control of plant pests, diseases and noxious
weeds that are specific to counties.

4. Fisheries, including:

(i) l)roviding lishcries cxtension services.

(l) Up-scrling sca weecl, fin 6sh and crustacean
culture.

(iii) Maintaining county fish seed-bulking units.

(iv) Carrying out on-farm tri.rls.

(v) Providing fish health certification.

(vi) Developing and maintaining 6sh-landing
stations and letties, fish auction centres and
leq'ing 6sh-landing t'ees.

(vii) Denrarcatina all fish-breeding areas and
fencing ofEsh landiDg stations.

KTNYA t(oNoMt( REpoRT to16
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(viii) Licensina fish tr.rrle ancl fish-movcment

pcrmits.

(ix) Collecting strtistics on fish production

statistics.

(x) Enforcing 6sheries regul.rtions and complianct'

with nranaqement tDelsures.

(xi) lnrplcmenting lisheries policy, tisheries

manalienlent measures, and re{ulatint1 and

Iimiting rccess to tishing.

(xii) Carrying out fisheries monitorin{, ct':ntrol antl

surveillance.

(xiii)Zoning aquaculture cor.rnty-spc'cific tlisersc

cclntrol.

4.7,2 County budget allocation and
exPenditure review

Eighteen (ltl) counties have restructured their

Ministrl' of Agriculture to rccotntnodrte the

Deplrtments of Agriculture, Livestock and Fisheries

rr'hile other counties only have Deprrtment

of Agriculture alone. Some counties have also

integr.rted firnctions such .1s irriSatiotr, lands, atrd

even cooper.rtives, and thus the county analysis

beltxv accounts for all thr'se vari.rnts and is cornpiled

fiour the Ollice of Controller o[ Btrclset (OCOB)

reports. 'Ihe county analysis for the recurrent

budcet and expenditure fbr 201'1/2015 shows

thrt Bungoma had the highest recurrent lrudget

Tlrhlc 1.3: Absorptiort rlJlc by c.tuntv 20lli lS

allocation o[ Ksh 377 n.rillion while TritJ T.rYqtn

hacl the Iowest with Ksh l5 million. N{ur.rrrg'.r

h;rd the highest recurrent expetr.liture oI Ksh 6tlS

nrillion rvhile Lrikipi.r had the lowest recurrent

expencliture of l(sh l.t million. Despite havins the

Iewest recurrent budget alloc.rtion, Taita Tlvetr h.rd

the highest recurrent budSlet absorption rate while

Kisunru had the lorvest.

Jhe lnrlysis of development bu,lget .rnd

expenditure fbr 2014/201-i shoq's that Turk.rna

had the highest developnrent budget allocatiorr of
Ksh 970 rnillion while Kisunru hacl tlre lowest rvith

Ksh l0 nrillion. Kitui had thc highest developtnent

c-xpenditr,rre of Ksh 675 million whilt' Isiolo l.rad the

lorvest tleveloprnent expenditure of Ksh 9 rnillion.

Overall, Kisulnu had the highest lbsorPtion rlte of
dc'velopment budget rt l-S0 Per cent while Narok

h.rd the lorvest developmettt alrsorption r.rte at Ill
per cent, This variation in resource alloc.rtion .urd

rbsorption rates has far reaching inrplicitions on the

county ftrod and nutrition sc'curity stiltus.

All counties continrre to develop policies, legislation

.rntl aclministrative procedures to fircilitate the

delivery of rgricultural services. IUost couDties

rcportcd that only a few of the policies ,'leveloped

b1,the Executive h.rd heerr 6nalized and rpproved

by County Assemblies. Most of the bills were

either being developcd by the Executive or had

been submitted to County Assemtrlies fbr dcbate.

Very ter+' of these trills had been enacted into liw.

Most counties reported thirt they hrd put in place

structures that facilitate tlre decentralization of

Cou rr t/
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Figurc 1.9: Absorplion rdte br.aurrly 20l4/ 15
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service deliyery tiom county to warrl levels. It wls
also reported that the Divisional Oflices of the
Ministries of AgriculturL', Livestock and Fisheries
that existetl before devolution had now been
converted to county ward oftrces.

4.7.3 Underlying issues regarding
devolution

Various counties are experiencing a number of
challenges regardirrg devolution. These include:

(i) Dysfi.rnctional management and reporting
systenrs: Stnff absorbed from the nationrl

Sovertunent often do not recognize the
authority of the county governments, and in
some cases get instructions from the national
government'.s Ministry of Agriculture,

-300 ,r0O

Pcrcartatc

- 
R.cun€rt ab.o.ption rrt (96)

5@ 6{10

Livestock Jnd Fisheries without reference to
county authorities.

(ii) Insultrcient number ofserviceable equipment:
Most of the machirles, equipment and vehicles
inherited from the fbrmer LocalAuthorities are

old and dysfunctional. This has forced county
governments to invest in rep.rirs and purchase
of new vehicles, agricultural nrachinery and
equipment. This has been quite expensive for
county governments.

(iii) Inadequate omce space ind equipment: Most
of the oflices that belonged to the Ministry of
Agriculture and Livestock prior to the 201,3

General Elections were inaclequate for the
needs of the county governments, and need
rehabilit.rtiorr and upgrading.
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(iv) Difference in interpretation of functions:

There is a challenge in the interPretation of
some comPonents of the agriculture function.

National corporations are PurPorting to

perform functions which, according to tlre

Fourth Schedule, are under the iurisdiction
of county governments. For example, Bura

lrrigation Scheme and Hola lrrigation Scheme

in Tana River County are managed by the

National lrrigation Board and Tana River

Development Authority (TARDA).

(v) Most of the policies developed at counry

level are still work in prr.rgress by the County

Executive: The slow pace of development of
policies is due to lack of national over-arching

policies, inadequate technical personnel,

Iirnited time for policy developnrent, 6nancial

constraints and differing priorities of the

many activities being undertaken by county

gove!nments,

4.8 Forestry and Logging

4.8. t Overview

Forests play an important role in Kenya"s socio-

economic and environmental well-being. Forests

provide important services upon which rural

communities derive their livelihood directly or

indirectly. Mirny perennial rivers supplying wrter

tor domestic, irrigation, industrial and hydro-

power generrtion llow from fbrest catchment

areas. Further, protected forests provide habitat for

wildlife, upon which the tourism industry thrives.

Forests also provide important regulatory services

such as climate and diseases control; suPPort

nutrient cycle aod crop pollination; and general

well-being through recreation. Close linkages

berween forests and other economic sectors such as

agriculture and food security, tourism, enerpiy and

water implies that changes in forest conditions affect

sectors and households elsewhere in the economy

through reduction in the value ofregulatinB serYices

(UNEB 20l2).

Broadly, forests in Kenya are categorized into

natural and plantation forests. Natural tbrests mainly

comprise indigenous tree species, unlile plantation

forests which consist of exotic and ftst-maturing

species. Trees plantecl on farms, though not fbrests,

have increasingly become an imPortant Part of
the sector, as driven by adoption of agro-forestry

systems. Forests can further be classi6ed as public,

community or tree on private farmlands. Public

fbrests are gc,vernment-owned and are managed

to provide goods and services such as water hom

natural forests and comnrercial rnd subsistence

requirements of wood frorn the plantations.

Community forests are owned and managed by

respective communities and county Sovernments.

lt is estimated that forests comprise 7.6 per cent

of Kenya, of which natural forests account tbr 77.0

per cent, public natural forests ltt.0 per cent, public

plantations -1.0 per cent and community Plantations
2.0 per cent (World Bank,2013; Government

of Kenya, 20134). This means that most of the

country'.s forests are found within community lands.

Public natural forests are tbund in protecter'l areas

and are managed for provision of environmental

services, although mininral consumption h tbrm of
wood tuel collection by fbrest adjacent communities

is allowed.

Gazetted forest ilrea covers 1.24 million hectares

(Government of Kenya, 2013b) ancl the

management is vested in the Kenya Forest Service

(KIS) as provided in the Kenya Forest 4ct,2005.

4.8.2 Resource allocation and sector
Performance

Forestry falls within the environnrental Protection,
water and natural resources of the Medium Term

Expenditure Framework (MTEF) sector. ln

2Ol3/14, allocation to the tbrestry sub-sector was

14.8 per cent of total sector allocation, but this

declined to 9.8 per cent in 2014/15 (Government

of Kenya, 2015) as shown in Table 4.4. During the

same period, actual exPcnditure in the sub-sector
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,lecline'd frr',nr Ksh -i,6lt0 million to Ksh -i,.itiO
nrillion. Invcstnrcnt wits conccntr.ltetl ilr irrcreasinq

tre. covcr, Lrronlotior) oi high valuc ot't,i.rrnr trcc
(PCr tc\. .lt1(l susl.trn.rl'lr' tcelrrrolo{rcs.
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l0ll to .{.S per ccnt irl l0l I .rnd tlrtlrt'r to .1.2 pcr
cent iD 201-1 (liNBS,20l-i). Forclt cncror.hlrent
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\t.r rt oil0l-i.

Forc\t reve nue tl,tta obtaincJ tionr KFS (Tlble -1.-i )

shoh' .rn in.rL'ise o[ l ll.3 pcI ccnt [rct$ ccn 2() I J .rntl
201J, rn.rinly clrivc'n b1,.ln incrc.rsc in rcvenur'fiorrr
I.rntl .rssesrnrent tt,es.rrrJ lc.rscs. I.l.tlnin(s liorrr ecr.r,

t()urisr'r1 siles, rL'sitr .Utd nrovcntcnt ft'c rccorcled .r

n.'g.lti\.e growth.

Ovcr.rll, Keny.rs fbrests c;rnnot nl.-'et tl]c incrr,.rsirtrl

.lenr.rnd ti,r firrcst [rrotluctr. J]rc tlelicit on rvoo.l
firel is 10.-l rr)illi()n rn' .tri\int tjlrrr J potcntiJl oI
.ll.-t nrillion rnrlgilinst a rr.ltiorr.rl dcnr.rn,,l ol-11.7
orillion nr'. Although titnlrer rectrrtlccl .r [ri{ incrr'as.'

bctlvccn l(ll+ .l!rd l0l-S, currerrt pr()duction is

un:lblc to rrrcct the countrl:s tlcnrlnd. As slt()rrn in

Firlurc -1.10, Kcnyr h.rs.r dcticit in poles, rvhilc tht,rc
is sttrplus irr tucl rvooel lncl ch.rrcrr.rl productitrrr.

'lhc'rL'ficit i,r tinrl)er is nre't tlrrotrgh irnPe115 1111"t

neighborrrinq countfl ('s oi'lan7.rni,r, ill,rlau'i .rncl

Democrltic I{cpLrtrlic ol Crrnuo.

5our.r k.hv,) lorairy \.,!r.e 1l0l !)

Iri.grre J. t(): \tttrtl irr Jtnatl ori sryplt ttl ktt tinbtt ttrolutls

ldI r .rrr
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A 20 years tbrecast shows a 20.0 per cent increase

in supply and 21.6 per cent increase in demand by

the year 2032, which signilies a gradually increasing

delicit.'flris can be covered through supplies trom

public forests ( 17.60.,0), forests on land manrged by

county government and private farms (2-3.0%), and

firm trees (-59.4o,t,).

Besides tirrber, tirrests provide charcoal used as

a source of energy. It is estim.rted that over 70 per

cent of Kenyans, rrrainly in urban areas, use charcoal

,rs their primary energy source. The nost rec€nt

corrrprehensive study showed that close to 700,000

people:rre employed in the charcoal industry, which

generatcs about US$,127 million (IUPPRA, 2010).

However, this contribution is seldorn captured in thc

national accounts because the industry is intbrrnal

and there is no sulficient data (Nlenga et a1.,2013).

The chrrcoal industry, however, is unexploited due to

low compliance to existing regulations, widespread

use ot' rrnsustainablc production technologies, and

hck of trrnsparency .rlong the value chain.

4,8.3 Policy developments in forestry

Policy r:etbrnrs in the forest sector stirted long

betbre the pronrulgation of the Constitution

in 20t0. Tlre reforms were spearheaded by the

Forest Policy of 2007 and the Forests Act 2005

aimed at enhancing the contribution of forestry

in socio-economic developnrent and in providing

environrnental goo.ls anJ servict's (Govertrtrrent

of Kenya, 2007). Specificatty, tht' retbrnrs rimed

to address forest loss, poverty, and unemployment

anrong forest communities. The refortns provided

for Participatory Forest Management (PFM) as

a nrodel tbr increased conrnrunity particiPition,
equity.rnd beneEt sharing, and over.rll inrprovement

in forest eltrciency (Mogoi et al., 2012). Under the

reforms, forest .rdilcent communities were allowed

to establish Community Forest Associations (CFAs)

to enter into co-management of certain tbrests with
the State-

The CFAs were expected to register with the

Kenya Forest Service (KFS) and be granted some

responsibilities and use rights in line with sustainable

forest nranagement goals. Section 47 of the Forests

Act delines the functions of the CFAs to include:

protecting, rranaging and conserving forests;

formulating and implementing fort'st programmes,

consistent with traditional tbrest user rights and in

accordance with sustainability criteria; protecting

sacred groves and protected trees; assisting KFS in

enforcing provisions of the Act; with the approval

of the Board, entering into prrtnership with other

persons or organizations in rnanaging the fbrest;

helping 6ght tbrest fires; and engaging in any other

ict consistent with efficient conservation. DesPite

implerrrenting tlre reforms, [brest loss has been

rlarming, witlr about 12,000 hectares being lost

annually Iionr expansion of agriculture irnd human

settlement (KFS, 20 I 0).

An important policy in firrestry is the requirement

for a l0 per cent tree cover as provided in the

Constitution. Thc Ministry of Environnrent and

Natural Resources h;rs promoted Programmes
towards attainins this rmbitious goal. Particular

emphasis has been given on strengthening the

protection of gazetted forests, and promoting

commc'rcial plantations. Other measures include

mobilizing investments through programmes

such as Recluced Emissions frorn Defbrestation

and Degradation (REDD+) and System tbr Land-

based Emission Estimation fbr Kenya (SLEEK),

which generate data and model emissions and

liink capacity of the greenhouse g.rses from land-

based sectors. lmplementation of the proiect will
enable the country participate in the carbon market,

besides fulfilling her obligation under the United

Nationri Framework Convention on Climlte Change

(UNFCCC). More needs to be done befbre these

rneasures yield the desired outcornes. In particulal
attaining the l0 per cent target will require various

incentives tbr farmels to .rdopt tree farminS.

Participrtory Forest Management (PFM) is

hampered by weak incentive systems. fn areas
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where CFAs have been established, the cost and
benefit to the CFA members is not known. Benefit
sharing has remained contentious because the rules
that govern beneft sharing are not well set out
(Agrawal and fubot, 1999; Koech et a1.,2013), and
tends to benelit the State more. There is, theref'ore,
likelihood that communities bear the greatest cost
while the State, through KFS, receives the greatest
benefits. Generally, CFA members are allowed to
access non-timber forest products that have low
income but are excluded from otier timber products
through stringent conditions by I(FS. h: addition,
community scouts recruited from the community
to monitor illegal tbrest activities lack the necessary

incentive to effectively discharge this function, and
are often in conflict witlr tbrest guards.

Although the reforms in general and PFM in specilic
have been piloted in nany parts of the countrl',
awareness arnong stakeholders is low. For example,
maiority of [orest neighbouring comnrunities who
are central in the success of PFN{ are ignorant on
its obiectives and implementation process. This is

particularly so in areas where CFAs have not been
established and civil society organizations do not
exist. The early stages of implementing the reforms
were characterized by dillerent expectations. For
example, Ongugo (2007) observed that some CFAs
expected that forests woultl be converted to provide
land fbr agriculture, a fact that slowecl the uptrke of
PFM.

The process of establishing CFAs is slow, and
so far r:nly a few have been created and are

operational (Osumba, 20ll; Ongugo, 2007). The
process is further limited by the requirement fbr a

management plan prior to their registration with
K-FS, a requirement which is beyond the tecl.rnical
capacity ofrnany CFAs.

Since the promulgation of the Constitution, there
has been little effort to clarify forest governance
in light of devolution. The functions, linkages,
coordination and partnerships between national
and county governments hinder the participation of

the county government and limit overall efliciency
in tbrest management.

Increase in illegal forest activities in public forests is

a maior threat in the sector mainly due to the weak
capacity of the K.FS and weak coordination with
other agencies such as the Kenya Wildlite Service,
and Water Resources Management Authority, both
of which have a stake in forests.

In some areas, benelits derived trom forests
constitute tn important source of income for the
communities. However, lack of nrarkets coupled
with inforrnation gaps on supply and demand means
that the benents cannot sustain local Iivelihoods
(Gathaara, 2014). At the same rime, poor linlages
between CFAs and timber industry, low application
of forest products processing technologies, and low
adoption of international standards tbr certincation
alTect the forestry market.

These challenges and the need to align forest
governance to the Constitution are central in any
amendments to the Forests Act.

4,9 Policy Directions

4.9.1 Agriculture

Increase investments in aBriculturei There is need
to increase investments in the sector, especially
in agricultural research, science and technology
and development of rural infrastructure (feeder
roads storage and markets). Public spending to the
agriculture and rural development (ARD) sector
has averaged at about 2.5 per cent per annum of
national expenditure tbr the last tbur years. lt is

therefore critical to mobilize financial resources
to tl're rgricultural sector in order to tackle the
infrastructural cleficit facing the sector and increase
its supply-side flexibility. lnvestments should target
irrigation, drainage systems and promotion of small
scale value adding practices. Counties need to
ircrease their spending in the sector.
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Reduce duplication of functions between national

and county governments: The national government

may need to realign its budget lines to reflect the

functions that are outlined in Schedule 4 of the

Constitution and develop guideline to compel

county governments to allocate funds to the sector.

Strengthen/increase the capacity of the counties

to irnplement their constitutional obligations:

Agriculture is a devolved function, and thus the

growth of this sector should be driven by the

counties.

4.9.2 Forestry and logging

Achieving sustainable fbrest management will
contribute to the attainment of the Sustainable

Development Go.tls No. l -1 and 15.

Clearly, the reforms implemented so far have

not yielded the desired results. 'Ihe rate of forest

Ioss through illegal activities, weak institutional

franrework and inadequate community ParticiPation
are some of the tactors that hinder Kenya's optinral

management of forest resources. Lack o[ data on

fbrest stock, and values of forest services frrrther

constraio sustainable managemcnt of forests. Weak

mechanisms for Kenya Forest Service to collaborate

with the county goyernments constrain the scale-

up of best forestry practices to areas beyond the

protected forests.

The contribution of tbrestry in sustainable

development could be enhanced through bener

regulatory regintes, increased community

participation, and use ofeconoutic incentives. Thus,

measures to incentivize 1:rmers to Plant more trees

will be particularly usetul towards attaining the l0
per ceDt tree cover.

)
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C Iehapt

Extractives Sector

5.1 lntroduction

The cxtractives industry involves the processes

th,rt deal with the extraction of raw nrlterials from
the earth to be used hy consumers. The operations

involved help in removing metals, minerals and

aggregates fiorn the earth. The extractives processes

include oil and grs extraction, mining, dredging, and

quarrying. The extractives industry is a rnrjor player

in the economic landscape of many developing

countries. The proceetls from the extraction of oil,
gas ancl other minenls contribute substantially to
public budgets, although with l variation from one

country to another. For exanrple, the cxtr.rctives

industry contributes 20 per cent of Nigerials GDP
rnd 65 per cent of budgetrry revenue. In Kenya,

the extrictives sector is snrrll and under-dcveloped;

contributing only about I per cent to GDP However,

recent discovery of mineral deposits and oil reserves

presents considerablc untapped potential o[ the
sectorl.

During the global boom in oil ancl gas, Kenya becanre

in import"rnt frontier lbr exploratiorr activities. On-
shore oil exploration was spurred by significant

finds in the fuft Valley, particularly in Western

Uganda. Howcver, prior to the discovery oitit.rniunr
.rnd coal, artisanal (small scale) mining r-lomin.rted

the extractives sector. Maior gas discoveries oll-
shore T.rnz.rnia and Mozarnbique encouraged ofl'-

shore exploration along the Kenyrn coast. To date,

sorre 600 million barrels of crude oil deposits have

been found in the South Lokichar basin ofTurklna
('l-ullow, 2015). Further field deposits have been

found in North Eastern Kenya, and offshore Kenya'.s

coast. There are prospects for further oil finds in
south-r+'estern part of Kenya around Lake Victoria.
Kenya is already mining titanium in Kwale, coal in
lower Eastern Kenya, and gold irr Western Kenya,

arrrong other minerals. This mineral entlowment
will havc value tbr Kenya in the tuturc, even though
exploration has slowed down significantly in the

curreot downturn ofglobal cornmodity prices.

Kenya'.s Constitution explicitly recognizes the

neetl fcrr sustainahle exploitation and utilization of
natural resources (Article 69). It contains provisions

tlrat enrphasize good governrnce, transparency,

accountability and public participrtion in the

management o[ nrtural resources. The national

blueprint, Kenya Msion 20-30, through Mediunr
Term Plan (N{TP) Il, has also prioritized oil, gas

and other nrinerlls as the seventh sector with
high potential to spur the countryi economic

growth and development. There is a general

recognition, however, that the extractives industry
will only contribute to improvins the well-being

of Kenyans if there is good resource utilization and

management, equitable sharing, effective policy
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di.rloguc, ippropriite lerlislation, strong oversight

instituti()ns lud communitit's leeling the be'nelits of
th(' extrrctrves scch)r (l EA, l0 l +).

ComPirqd rvith othcr rest.rurcc-rich dcvcloping

countries, Kenyl has rclitivel)' good !'cononlic
indic.rtors, institutiors and p,olicics in pl.rcc ttr
tlke ldvantate o[ mincr.rl and cnergy reseurc!-s.

Thr: bir qucstiorr is whcthcr Kenya'.s politics will
[re' ;[rlc' to harness recent discovcrit's of oil, gas

.rnd othcr mine'rals fbr developnrcnt and conflict
tr;lnsfbrnlition, given the' history of conflicts lround
general electir:r]s, rvhich ottcn tt'ntl to disrupt
Keny.ri socio - ccrr nonr ic anr'l politicil t.lbric.

'Ihcrc is cvitlc'nce' th.rt sub-nrtion;.rl rcsource rr:vcnue

trallslcrs mJy intensify rathcr thrn resolve re'srrurce'

conf)icts (Arellano-Yrnguas, 20 I I ; Schultzc-[..-ratt,

2013). Horvever, this cln be rvoi.l.'tl if thc're are

signifi,:.1nt institutionJl rctirrms. The prepar.rtion of

various legislrtions (though in lrill tirrnr) such as the

Mining Bill 101.1, N.rtional Sovereiqn \{c.rltlr F-und

Bill 2014, C()nrmunity L.rn.l Bill f 0 I1, Evictions

.rntl Rcsc-ttlcment Bill 20l+, Nlininrun and

M.rrirntrm L.rrrd Holding Acrc.rgr-' Bill 201-i, EiVtCA

A,fiendrrlent llill 201+, Energy Bill201-+, Iretroleun'r

Bill 201-5, and the l)revention.rnd Lbntrol trIMrrirre
Pollution Rill 2014 are expected k) Irrovide bc-tler

environment tbr thc extractives industrl hr thrive.

5.2 Sector Overview

5.2. I Performance of the extractives
sector

Table 5.1 shorvs the perfbrrn.uce oi tl)c extractives

sector.'Iht \ector rcgistL'red the highest percentige
qrowth ol 1.1.2 per cent bct\\,ccn 20ll and

2014 (KNBS, 201-i), rrr;rinly .rttributcd to the

con'lnrenccmcnt of titaniLrrn orc' mining by Base

1lt;rnrurrr Lt.l in I..w.rlt' ( our)t\ ((on)Fri{inr1

llmenite, lLutilc ,rnd Zircon). The 6rst export
corrsignrncnt s,ls shippcd in Fcbruary l0l.l, and

nrore or less otl-sct .leclines in Pro.luction oi nrost oi
thc other rrrinc'rrls. Incre.rscd contrilrution to (]l)P

fiom extrirctives is eviclent in 20t,1, rthere the sector

contributed 2.-1 pg1 cg,'11 cnrnp.rrgd to - I.5 per ccnt

in 201-1.

Tuble 5,1 : Extroctires seclor perfonnonrc 20 l3-
2011

Sc.t()r.ontribution kr (;l)P l0l f l0l.l
14.2

Ch.r rrge

I Percentage change (sectot

ie*$)
Sourccs ot growth oi (l l)l)

Percentage conttibution to
GDP

(lon)lcnsitir)n of
rrrl'L'1ccs ( K,ih mrlliorrs)

Value added, groar (Ksh

millions)

23.1

1.1 1.8

0.8

,i8.-l

38,77 t 42,5+3 9.7

9

8

-8

0. 0.0

r68s !)()s

i

L

Sour(e A! l hor, ..rl. ul.r|o,rt b3ied on KN85 il0 r 5)

lhe cornpe.ns.'rtion to employr'es grerv by -iS per ccnt

betrr'een 201-l and l0l.t, notably trom increilsed

.](tivities in exploration in'llrk.rn.r, Rift V.rlley .rnd

North Eastern, and mining in Krvalc. 'Iht' overall

v.rlLre addc'd to the econoflry grcn'by 9.7 pcr c('nt,

in(lic.rting the potcnti.rl olthe, sector to contrihutc tr)

de1'glopmr'nt.

As shtrwn in T.rble -i.2, thc olerall valuc of nlincral
productic.rrr rose try 6.0 per ceDt to Ksh 20.9 billion
tionr Ksh I 9.7 billion in 2013, nr.rinly orr account of
prolluction of titanium ore. 'lle vllue rrl fluorspar

increase,d to Ksh 1901.0 nrillion in 201.1 rvhilc that

of s;lt increasecl sulrstantially fiom Ksh 71.6 nrillion
in 20 I.l to lish I 73.-5 million in 20 t4 ( KNI]S, 20 l.i ).

'Ile totll qulntity of rrrincrll productiorr in thc

countr), rose [r)' 16.7 per cent trom .rbout l .S million
tonncs in 20 l3 to l.ti rrrillion tonnes in l0l + ( l'ible
5.2). lvlost minerals recordetl declines in 201-1,

e\cept tbr lluorsplr .rncl salt. Tte production of
gcnlstorres droppc'd signilicarrtly by 3.i.0 pcr ccnt

bctwe'en l0l J .rnd 201+. Sinrihrll gold prodrrctitrn

dcclined by ovcr 90.() per cent in thc same pr..riod.

l'he Jecline in production nt {cnrsttrncs and golcl

l dicator \, chenge/
growth
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Ttbk 5.2: Valut of minertl production, 20 l3-2O t4

Minerals Value (Ksh millionr) quantity io Toooca

Sode esh (MT)
Fluorspar (N{T)

I sat <r"rrl
(lnrshcd relinecl sod.r (MT)

Ca6on drride (MT)

Dr.rttrnrite (MT)

cold (Kg)
(;cmstones (KS)

Titrniun Ore

2011 % (lh.rnqc

z,e+o.o[ .rrr i

l 901.0 6.6

-ls.q L
ss.l

l0l.l 2t)l-l ,)|. ( hrnge
l-t

46q11s.01 ,r0e,84s.0 I -r 2.s

- l,9Si.0 9-, l)6.0 .1S.0

n|,1
8,865.0

t,:s3.0

t-

I

ni7 ln.sl ---r+z.r
r I 

-.6.11.9 -i6li.-l . t().0

8,895.0 18,936.0L*il
10.09.1-,r)-.1 0 S-i l,gtlO U

il66.o

69.6 10.2

7,43

{11.0 .26t.r,

I

Y,mrol- r

t.0.i-+.0

5,069.0 - 12.8

It'ti.0 S-l.l

-90.6

l-_ i r-
-1,697.0

4,085.2

,.,-l q{
s6-1.0 l'lt.-l

-m.s
l

s6 I

r

Iln)rrritr

-TRutile ]
Zrrcon

100.0 28

,qE[_ 5

l, s.13.0

2,465.O

l(10.0 +().1ll.l 100.0

5o0r(e AuthoB cakulalrons based on (N85l70l5)

rvls nrainly attributcd to los' prices in thc'export
mlrkcts.

Durins the s.rrne period, the country produccr.l

2tt l,-S4-1.0, 52,-16,5.0 and .10, 123.2 rrrctric tonnes

of ilmenite, mtilc.rnd zircon, respectively, valucd
at t(sh -1,697.0, 4,0t15.2 antl 1,281.2 nrillion. "Ihc

dcclinc in thc quantiq'of sor.lr.rsh by ll.6 pcr cent

tiQnr -l6tl,2 l -5 rrc'tric tonnes in 201 .1 to 409,84-5

nrctric tonnes in 2014 was,rttritruted to the closure

ofsodr ash premium grarle pl.rnt due k) hinh cost of
energ)'.

5.2.2 Employment and job creation

ExtrJctiYe industries lre not labour-intcnsive.
and complains :rbound ovcr short.r{c ol skills.

Enrployment is sornewh.rt concentriltcd in the

conlitruction plr.rscs of crpit.rl projects, l.rtrt less so

during explor.rtion, on-going operition, ln.l closc-

down phases. ln addition, extractiyc iDdustries

cln have negitive impact on jobs elsewhere in
the econony. Moreover, thr' skills deficit in the
L,xtrJctives sector tr'nds to trc exacr-rlrated by the

high prc'rriunr paid to skilletl workcrs in nrodern
cxtrirctive sectrrr tmploylrrcnt, to the extcDt th.rt it

cttuld crodc the ellectivt'ness of tlre public sector

lnd otlrcr scctors, since there would be an it'lcr'trtivc
firr stlll to lcave f-or nrorc lttractivc opportuniti('ri in
the extrictives inclustrie-s.r Loc.rl jobs lnd L'usiness

opportunitiL's alonr: thc supply ch;rin, e,specially

during the constnrction phlse of extrilctive proiccts,
.rre criticll t() ensLlring the "rccornrrrotlation oi sutr-

natiorr.ll irrterests.

ln 201.1-lt)14, overall waee enrploynrent fbr Kcnyals

cxtractivcs scctor qrcu,by -1.8 per ceut mainly r.lriven

b1' the priv,rte sector, rvhich contritrutecl 40.2 per

cc'nt rvhilc the public sector tv.lr:e entploynrcnt
tleclinetl by 1.1.3 per cent (Tablc -s.3). The srowth
in the private sect()r wage enrployrrrent (rrr Lre

attributcrl to irrcreast'tl cxploration activities tirr oil
in Turkrn.r lnd othcr parts oi the countrl', .rnrl thc
comnl('ncL'mcnt of tit.rniurn mining in Kwalc.

Tot.rl ulge paynrent fbr the privatt, sector {rr'rv
by 62.2 pcrcent c()trrp.rrccl to the public sector it
0.8 per ccnt, irrdicatirrg the potentirl of the private
\ect()r to (iny(' the extr.rctives. 1lrt. .rvcr.rge r'.trrrrrrq,i

per emplo)'ee tbr thr-, private sector incre.rsetl lry
lS.-i perccnt cornfired trr the' pulrlic sector .lt 8.1

per cerrt.
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Table 5,i: Employnenl in lhc tttractives seclor 20l3-2o11

20l -1lndicator 2Ol4 % Changc

I

Wegc Eruployment

Payment

Employment (priv.rte sccbr)

I e-pt"y-*t 1p"Utl. *.t"4
'lotal wrge errrploymcnt

Average wagc earning pcr cmployee (private)

Averag€ wiSecimint pcr employee (publid

11,700

700

2,1.8.1,100

12,200

qqoi
2,3?0,200

.10.2

-t4.3

-1.{t

Total rv.rgc pr)'ment ( Ksh nrillion per .rnrrum) Priv.rtc 2,5tr?.9

t 97.3Total wage payment (Ksh million per annum) Public

Total w.rgt' lr.ryrnent ( Ksh rrrillion per .rnnu m) AII I , 17.1,9-1-i.9

.+,196.5

I 98.9

l,l t5,812.0

0.8 
l

12.0

1.11.891.9

307,348.0

62.2

l-s.s

8.1

llqc9Earning

t

sour.e: Authors <al.ulatrone based on (NBs (2015)

zwzz+.o

5.2.3 Training and capacity building

Engineers and scientists are criticll to the

development of the extractives industry. Kenya still
has an acute shortage of engineers, whose number
at Iess than 8,000 fbr a population ofover 40 million
is far below the UNESCO recommended ratio of
engineers to national population ( l: 2,000). There

is a worldwide shortage of mining engineers, with
Kenya having her lirst few indigenous mining

engineers trained abroad (in 1970s in Romania).

It was not until the year 2005 that Kenyr began

trJining n)ining rnd nrineral processing engrneers

locally, beginning with a low number ofonly six.

The training programme is ongoing at the School

of Mines and Engineering, Taita Taveta University
College, a constituent college of Jomo Kenyrtta
University of Agriculture and Technology
("TKUAT). The average number of graduates from
this programme has risen to 50, and is expected to

rise alter the quali6crtion of the institution in 2016

as a Centre ofExcellence for Mining, Environmental

Engineering arrd Resource Management
(CEMEREM), under the Kenyan-German Centres

of Excellence Brants initiative nreant to support the

tr.rining oi prletice-orrented resources enBineers

and resource manlgers for the cxtractives industry.

Kenyatta University started adnlitting students

to the IlSc (Petrcleum Engineerirg) pro8ramme

more recently in 201l. Kenya'-s Ministry ot
Education, Science and Technolory and the

African Development Bank hlve laid out plans kr

start supportin[i local trainirrg in 2016 rt MSc and

PhD level in Mining Engineerine at Taita Taveta

University College, and Masinde Muliro University
of Science and Technology in colhboration with
Curtin University of Technology, in Australia. Thr

German Academic Exchange Service (DAAD) is

also sponsoring in-country training in MSc (Mining

Engineering) and MSc (Mineral Processing) at

Taita Tavet.r University College honr 2016. A ioint
proposal by the World Bank and the Inter-University

Council o[ East Alrica (IUCEA) for the 'Africa

Centres ofExcellence fbr Eastern & Southern Africr
Programme (ACE II)" holds sirrrilar promises

for training in applied resource managcment for

the region. This notwithstanding, Kenya requires

professionals at a[[ levels in the extractives value

chain to prepare the country for mining ol the

minerals discovered so f.rr, with tlture discoveries

anticipated.

5.2.4 Benefit sharing

The i-rnpact of oil and minerals on economic

diversification and inclusive growth depends

on how governments mannge the revenue trtlm
extractive industries. When allocated effectively

rnd equitabl, revenue flows from extractives
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industries can finance public goods and seryices
such as education and training, he thcare and
infrastructure, all of which ultimately contribute to
expanded economic opportunity lbr host country
citizens. However, this type ofindirect contribution
is not automatic. The mismatch between revenue
generated antl local benefits is due primarily to issues
of governance, trinsparency, and accountability in
funding allocation, as well as weak administrative
capacit). in some governments. There are also
environmental and sustainability challenges that are
to be addressed.

In Kenya, the Natural Resources (Benefit Shrring)
Bill of 2014 establishes a systern of benefit sharing
in resource exploit.rtion between mining comp.rnies,
the national goyernment, county governments
and local conrmunities. The Bill applies to the
exploitation of petroleum, natural gas, minerals,
forest structures, water resources, wi[dlitc resources
and fishery resources. It also establishes a Benclit
Sharing Authority, wbich has the power to extend
application to atry other natural resource. The
Authority also has the power to determine and
review the amounts of royalties payablc.

There is some legal uncertainty about revenue
sharing. The Mining Bill of 2014 states that royalties
payable are to be distributed to the national
government (ZOv") and to the county governnrent
(20%). The rematning l0 per cent is to be distributed
to the con.rmunity where the mining operJtions
occur. ln contrast, the Energy Bill of 2014, Clause
I l2(3) stipulates tl.rat the royalties received by the
national government frorn fluid produced through
renewable energy shall be apportioned between
the national government, county government
and the local community as fbllows: S per cent
to tlre local community, 20 per cent to the county
within the boundaries of which the licensecl areas

or geothermal resourses are or were exploited, and
7.i per cent as national revenue. Thjs uncertainty
needs to be addressed or else no investor will
agree to venture into mining in Kenya i,ith thl.
legal loophole. There is also a challenge in terms of

royalties rnd taxes collected by the govcrnrnent.
This will depend on the method used to value the
mineral proceeds. Initirlly, royalty payments used
to be determined based on the revenues/profits by
investors. When this is the case, there is a weakness
in the law because nrost investors under-declare
profits or even declare losses so that the proceeds
become negligible. This also needs to be adtlressed.

5.2.5 Gender and inclusivity

There hrve been gender disparities in errrployment
in the extractives secto! over tl.re years. For
instance, onlv 15.6 per cent of timalcs worked in
the extractiyes sector in 2014 compared to nrale
(84.4%), while the percentage change in wage
employment tbr females was only 17.6 per cent
compared k,40.3 per cent for male between 2013
and 2014 as shown in Table 5.4.

Table 5,1: Gender partieipatiot in extrsctieas
seclor

\4'age employmc'rrt
(Male) '000

I 
w.g. 

"-ploy-"n,(Femde) '0oo

W.rge ernploynrcnt
(All) ooo

10.8

( 84%)

.10.1

2.O
(r696)

,*1

( 82'r. )

9.4
( r00%)

12.8
( lo0%)

,16.l

sou,ce RNBS (201tl

A context-specific untlerstanding of gender
dynamics within each county and Iocal community
is needed for the extractives industry, so that the
government can then develop e$ective strategies tbr
gender inclusion and benedt shrring. Differences
in status betrveen women (for example, due to
age, marital status, educational attainment) need
to be recognized, fbr example, in benefit sharing
igreernents between extractives compJnies,
communities and local government (Keenan,rnd
Kemp,20l4).

change

lndicator 2013 20r{
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The emerging literature on Kenyas extractives

industry is beginning to develop a nuanced gender

analysis ofthe distribution ofrisks and oPPortunities

between men and women within the different

categories of actors it national, county and local

community Ievels. For example, IEA (20 l4) analyses

statistics on women! particiPation in various sectors

of Kenya'.s economy and maps Potential benents

fbr these women along the extractives sector value

chain. They 6nd a very low level of participation

of women in the extractives sector and conclude

that without policy intervention, the growth of the

extractives industry is unlikely to benefit womeo

directly (lEA, 2014).

5.2.6 Role of national and sub'national
levels of government

An inrnrediate and signiticant impact of new

discoveries of 'point-source' minerals, oil and gas is

that it changes the dynarnics between the centre of
power and the region where these linds are located

(Bebbington, 20t 5 ). This includes relations berween

national and sub-national levels of government, as

well as business actors in the commercial capital

and remote regions. In addition to constitutional

decentralization, the Natural Resources (Bene6t

Sharing) Bill 2014 26(a) provides for sharing of

royalties and fees fron petroleum, natural g;rs,

mineral and other natural resource extraction. The

proposed formula for revenue sharing is that 20

per cent is placed in the Sovereign Wealth Fund,

and 80 per cent shared between the national

(60%) and county (4o%) govelnments where the

extractive operations rre located. At least 40 per

cent of the county'.s allocation will be transt'erred to

locll community development proiects controlled

by a local community benefit sharirrg forum and

agreement. At counry level, a county benefit sharing

committee is establislred to oversec the funds, and a

county benefit sharing agreenrent is to be reached,

with all opemtors paying royllties and fees within

the county.

This proposed new law tbllows the current thinking

in resource goven'trnce policy about Ilow to balance

the developmental custodian role of national

governments with the rights antl expect.rtions oI
local actors inrpacted by extractive industries. The

critical issue is whcther devolution of power and

revenue transfers to sub-national elites will work

as mechanisms to contain conflict risks around tlre

extractives industry and pronrote local economic

development. The evidence from resource-rich

developing countries such rs Peru, Nigeria and

Indonesia suggests not, although the experience of

benelit sharing agreements in Papuir New Guinea is

more encouraging.

The lesson for Kenya at this stage of its PreParation
to regulate oil, gas and rnining revenue is not

so nruch whether to transfer a portion back to

the resource-rich counties, but how much to be

transferred. The BeneIit Sharing Bil[, which is

befbre Parliament, could not be radically amended

without raising alarm bells aborrt the comnritment

to decentralizatiotr of government, The issue is how

to implement revenue sharing etfectively to ensure

that it fosters tangible developnrent outcomes for

a broad ran11e of stakeholders, and does not cause

conllict. Arellano-Yanguas (z0ll) argues that the

weakness of some of the local governments in l'eru

and their poor spending decisions have been the

primary cause ofprotests in nrany local conflicts. In

Kenya, the inclusivity and quality of the county and

local comrnunity agreement-nraking process and

oversight bodies will theretbre be vital to the success

of Kenya'.s extractives development model,

While some county governnrents have attemPted to

assert authority over the n.ranagement oflocalnatural

resources, the national government has insisted that

it has the 6nal say over the control and use of these

resources, especially in the mining and oil sectors

(Khamadi, 2013). DesPite institution-building

efforts, such as the creation ofan inter-governmental

relations structure aimed at addressing some of the

pitfalls ol devolution (lntergol ern-ental Relations

Act, No. 2 of 2012), scePtics continue to doubt
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the current min.lgentent competL'nce ol county
governnrents. For cxanrple, Kuria (201.1) notes that
the failure ofcounty governments to ernbrace public
participttion in planning processes and policy
fbrmulation has led to poor dcvelopment, even in
areas where natural resources clearly contributc'to
the well'being ofthe conrmunity.

The inrportance of sound managemenl of resource
revenue at national levr'l is also clear tiorn the
Iiteriture. For example, Poteete (2009) attributes
Botswanas dilmond tlevelopment success to
strong political control over the revenue at central

B()\'ernment Ievel. E.rst Trmorls use trf .t sovcreign
wealth tund to regain stability within its fragile
political settlement atier 2006 is aho instructivc
(lngrarn,20t2). Kenya is on the righr rrack rvith its
phns fbr a sovereign wealth fund, but the stabilizing
effects of this centralizccl tuntl and the revenue
transfers to counties lnd locll conmunitic's are still
sorne yeJrs away.

Bill 2014, Natural Rc'sources (Benefit Sharing) Eill
2014, and more recently the Petrole'um Exploration,
Developmcnt and Production Bill 2014 propose
dift'erent rt,gimes o[ benefit shJring between the
two levels of government and local cornmunities.
'l-[re confirsion should be clarified to avoid conflict
in areas rvhere different comntunitieri get difl-erent
sharcs.

5.3 Prospects and Optimal Output

5.3.1 Mining

ln prospect, I(enya's extractives industry is expected
to grow, aided by the new rnineral discoveries.
Howeveq volatility in global oil ancl cornrnodity
priccs ce.rulcl particularly posc I challenge to the
sector. Another risk is the delay in p.rssing legislrtion
tor oil and gas sectors. lhe N.rtional Energy PolicT
the Energy Bill, and the N:rtion.rl Mir.rerals and
Mining I'olicy renrain as rlrafts.

Value io
US$ billions

Value in Ksh
trillioirs'

Value in Ksh Differ€nce (20t6
trillions r - 2013) - Value

in Ksh trillions
62.4 s,30[ 6.365 l.06l

Thc ncg.rtive envrronnrent.rl ctle. ts ne.'d to be' otlset
by the i.vestor whire ensurins il;;;;;; lll':.t:' 

shows tlre various sccnirri.s tirr thc

stirr anracrive, but orr.refting 
', 
;";;.,,;'";;i;;;; ;;Tl..I:i:Hiff';il:'J::,:'.::':il #.;;ilunJerrtandinq what th!'s(' benefits are and hol they

can bc sharecr our eq,,it.bly 
"n,ong 

,t.*il ;;. ;: ili illi;, |1,'..]'I"'1,;: f,::,:'::J[r::_*]1"';
proposed bills, such as the Mining Bill 20l4,Energy i.r, ,i.,i, trrllion (i[ the exchange rate was to

nfib 5,5: Value oJ Kenyu's extraetiee rcsourtcs rtt difierent dollar erchtnge rate

Rare E r&
lfin"d"
Niobium

l'0-4O m.lllion tonness

I 0-i nrillion tonnes
l

Oil (Tlr*ana)' 600 milllon barrels

-1-i

a.il

!.q41,";;r,-t, I
L l-l nrilliorr tonnes 2-296

_ r.@tL
0.59-i

1.132

l.s:
6.793

Trtaniunr

llmeaite 0 !o{-d - su.] o0l,
0.039Rutilc 0.195 0.21.1

0.089

N.t Loss,/Gaia

Thcon 0.42 million tonnes 0.01s

20t 3 20t-3 zot6Type ofResource Estimated Reserve

5ou(o. Va riout i,ourcerAurho.s (dl.ulal,on

0.874 o.o4
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pcrsist throuBlrout the extrilction rnd Drining lite

of thc minerals). In contr.tst, if the exch.rnge ratc of
2013 u'as used, rnd the ratc sust.lined throughout

extraction period, the countrl' t'truld lose

approxim.rtely Ksh 2.85.1 trillion! fhc imPli.ation

is tlrat rvith varf ing exchange rrte .rnd prices of the

minerlls, the proceetls fiom the extrJctiv!-s industr,Y

rvill vary tiom one period to another.

5.3.2 0il
For the period 1,01-i-20 16, increrserl momentum

and rctivity in Keny;r'.s extrJctives industry (oil,

g:rs and other rrinerals) is expcctcd in the mecliutn

term. Recent c'xploits saw the disct.rvery of between

600 nrillion and I billion barrels oi crude' oil by

the Tullow Oil in 2014, significant reserves abovt'

rvhat Ken1,.r currently intports. 'Ihe implic;rtion is

th.lt Ken)'a could beconre .r nct expr,rtcr oi crude

oil. However, thc consideratiotl for a scenario iI
Keny.r'.s rest'rves rcm.rin .rs they .lre \r'ithout furthcr

discoveries means revenues c'f LISS 2.1 billion

similar to what (ihana receives rvith approximately

98,000 barrels per dalr

Tablc 5.6: Estimoted qnnuol oil ru,urues it
billnrrs (U.SS) bascd on cstirruttcd resertcs

nrillion (Ksh 6.60 billion), USS 790 rrillion (Ksh

7.02 billion) tbr 60 .lollars and LIS$ l.S billion fbr

100 dollrrs a barrel prer 1'ear.

Fronr tht'se estinr.rtes, it imPlics thlt ifthese reserves

rcrrr.rin the s,rme, thc extractives sector woultl fbr

the next 25 years m.rke:l signitic.rnt colltribution to

econonric grorn'th cornplred to the paltry I Per cent

the sector currently contrihutes. Relatively high oil

prices rlould mean a boost to {ovcrnlrent rcvenur'.

While, admittedll,, thcse oil revenues h.rvc' the

potenti.rl to bring wcalth to thc nation, tlre

expr'(tations of the lrrcal communities in tetlns tlf
revcnuc shlres and e'mployment crc.rtiotl 111.1I llot

be crsill. nret. Issues of environment.rl degrad.rtion,

.rnd corruption, could contribute to the eupheurisrrr

of the "resource curse'l Moreover, as disctrssed

earlier, oil price volrtiliry could hl'e tletrimcntal

irrrpact on mining cotnpany'-s pro6ts as u'ell ,rs slurnp

in revenue for the country.

5.4 Risks and Opportunities
'Ihe oil and grs discoveries have rlised .rpprchension

that conf'lict rnry tre exlcerbirted by cornpttinu

interests in tlre sector. Tlre cvidence drawn from

literJture review is tlr.rt this apprehensiotr is well

fbunded. Oil loc.rtetl in retnote zones of we.rk strte

control is asseciJted with insureency.rnd civil wlr
in the resource conflict liter.tture, rJther th.rn witl'l

the consolidJtion of st.rte power en.rbled I,y tnore

proxim.lte discoveries (Le Billon, 2()01 ) Most

of the regions in Kenya where tninerals, oil ;rnd

gas are tbund are not only in.tritl areas, but are

largely uncler-developcd due to historical ncgllect

by successive qoverrments. With the discovcry of
res()urces, thcse are.rs rcmtin suscePtiblc to Potential
violence;rnd rmetl cr.rnilict, just 'rs h.rs happenetl

elsewhere on the continent. Conflicts tuelled

by land grabbing practices antl revenue sharing

Jisrgrecrnent anlorlq comtnunities, coullty and

rrxtion governrnents, ctluld hlve potentirl negative

imp.rcts tirr the country. Compounding ths qur-stion

r'rl'historical in)usticc is tht' prcscnce of an unusually

Oil llcscrvcs

Oil barrels per

I <tay (p/d)

Lrs$ -10.00 bbl
(oiltLicc)

us$ 60.00 bbt
(oil price)

uss r00.00

'600
illiorl

i roo,ooo i

lbarrels/d I

Ksh 0.66

billion

I Ksh 0.79

lbillion
Ksh l.S
billi(,n

"2.9 billion "l.l billion

230,000

barrelsld

Ksh l.l
billion

Ksh 1.8

billion

Ksb'1.1

trlllion

I l3o,ooo

!bayetsl{
Ksh 0.+.+

hillion

Ksh I.0l
billion

Ksh l.-l
billront,bl (oilprice)

sour(. IEA 2014 and iuthor'! compula|on
'prov.n.eso,vee _Enrnraled reterlet

As irrdic.rted in Tirble 5.6, threc oil 1'rice scenarios trf

oil revenue proiections indicate thlt rvith current oil

r.'serves (2t)t 5), and .r pcssilnistic lrrice rrf'10 dollars

a barrel, the resource rvould {encr.rtc USS 660

2.J16 Diffcreoce20l5
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high number ofillegal weapons in the new oil rreas.
Kenya is a neighbour to countries with histories
of armed contlict and, as a result, small arms are

regularly smuggled across the borders. Currently,
the proliferation of arms teeds into ethnic conflicts
and cattle rustling. Ihe discovery of resources

could, thus, make matters worse especially if local
comtnunities are not persuaded by the distribution
of the attendant rents. For exanrple, in early
November 2013, local residents in Turkana fbrced
a rwo-week shutdown of Tullow Oil'.s operations,
expressing dissatisfaction with Tullowi 'failure to
employ enough locals' (Ataka, zot,l).

Despite this tinderbox of problems, the mineral
discoveries could be a stabilizing factor it, for
example, they expand livelihood opportunities in
Turkana where oil has been found, and change the
region's historically marginalized status (Johannes

et aI.,2014). What is nrore, the political settlements
framework of analysis theorises that grievances
over exclusion alone do not account for conflict
destabilizing a political settlement. Going forward,
successful planning of a mining operation is to view
it from the perspective of the entire mining lif'e

cycle/value chain, which includes the rehabilitation
of the mining area after the mine has closed. Kenya
must ensure that local communities see long-term
development benefits, and that mining activities do
not damage the environment.

5.5 Policy Development

5,5.1 lnternational scene

Recent debate at the global, regional rnd national
levels has been centred on the post-2O15

development agenda, where the environment
has been given prominence. Focus has bcen on
the establishment of a proposed set of goals,

targets and indicators to replace the Millenniulr
Development Goals (MDGs) after 2015. At a

fuo+20 Conference in 2012, all UN nrembe r states

agreed on commencement of a process to develop

a set of Sustainable Development Goals (SDGs) to

succeed the MDGs. There are l7 proposed SDGs,

out ofwhich live are environment-related.

Going forward, stakeholders in Kenyas extractives

sector will need to phce primacy on issues of
transparency and accountability. An important facet

ofthis persuasion is to join global initiatives such is
the African Mining Vision and the anti-corruption
Extractive lndustries Transparency Initiative (EITI)
to ensure that its practices encourage openness and
thirness, which are critical elements in building trust
between elite actors and ordinary citizens. Kenya
has already started coming up with a country mining
vision in line with the recommendations of the
African Mining Vision report.

5.5.2 Domestic scene

As mentioned earlier, Kenya's Pa iament has come

up with various bills for enactment in line with
the constitutional requiren:ent. The challenge is
to secure the stakeholders'consensus as well as to

fast-track the enactment of these bills by lobbying
Parliament.

5.6 Conclusion and
Recommendations

5.6. I Conclusion

Compared with other resource-rich developing
countries, Kenya has relatively good economic
indicators, institutions and policies in place to
take advantage of new-found oil and gas, as well
as valuable minerals. With careful planning, the
extractive industry could boost economic growth
without distorting the political economy into
the well-known patterns o[ tle 'resource curse]
However, there are issues tiat require attention in
order for Kenya to gain from extractives.

Most regions in Kenya where minerals, oil and gas

are found are not only in arid areas, but are largely
under-developed. With the discovery of resources,

these areas remain susceptible to potential violence
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and rrmed conflict. The discovery of resources

could, thus, make mafters worse especially if the

resulting revenues are not managed transparently,

and inclusively. Moreso, gender inclusivity is central

to attaining developmental outcomes fronr the

extractive industry, and deeper research of gender

dynamics within local contexts is needetl.

There are serious risks ofconflict associated with new

mining, oil and gas operations and inftastructure

proiects. An important finding hom internationil
comparison is that sub-national resource revenue

transt'ers may intensity rather than resolve conflict.

Implementation of the Natural Resotrrces (Benelit

Sharing) Iaw should thus focus on the political

aspects o[ agreement-making at county and local

levels, in addition to institutional capacity building.

These include supporting participation, negotiation

and mediation where needed.

Any political settlement will be limited in how it
can respond to major global and regional security

threats and economic crises. Kenya faces unique

constraints of history and geog;raphy that cannot

be overcome by applying generalized 'good

governance' prescriptions. More informed decisions

may be made, though, with a better understanding

ofthe relationship between political settlements tnd
extractive inclustries to steer the country towards

inclusive development and away from conflict.

Unpredictability of election results and development

potential of oil discoveries encourages short term

thinking by political elites. The overt influence of
ethnic politicians and business leaders could fuel

corruption and exacerbate perceptions of ethnic

exclusion from resources. Oil and gas is expected

to similarly attract close involvement between

business and political elites. Long-term planning

fbr extractives-led development needs stability and

consolidation of Kenya's post-2008 constitutional

political settlement.

Contrary to expectations, transf'erring increased

proportions of resource revenues to counties has

been linked to increased incidents of localized

conflict, Js has been the crse for Peru (Arellano-

Yanguas, 20ll; Bebbington, 2015). For Nigeria'.s

case these transfers have not sesured any merningfi.rl

strbility in the region. The implication is that much

as the resource transfer to counties is imPortant,

there is need to ensure that institutions charged witlt
this role are strengthened and systems to ensure

equitable share of resources are strong and able to

detect rnd prevent contlicts.

Kenya'.s proximity to warring neighbours also poses

a risk of conflict especially to rrew mining oil and

gas operations and inf;astructure. The risk from

radicalized youth runs from exclusion to historical

margrnalization. However, this does uot mean that a

political settlement thrt excludes this sizeable group

ofKenyans would improve the security situation.

The volatility of comnrodity prices makes uncerttill
predictions for oil production in Turkana county

to commence in 2020 (Tullow Oil,2015). 'Ihis

is a long time, both in Kenyan politics and global

commodity markets. The challenge tbr the ruting

coalition in the interim is to strengthen the caPacity

of sub-national governnlents without losing their

consent in the political settlement betbre the

revenue begins to flow.

Overall, the timing ofextractives developrnent could

be better, since the commodities price boonr looks

to be over before production and revenues have

begun to flow. Global markets are unpredictrble

and preparing to extract maximum value frotn a

non-renewable national asset can never be a wasted

efiort. The challenge is to persuade all stakeholders

to plan fbr the long-term rather than chase after

short-term gains.

5.6.2 Recommendations

The foundation ofresponsible rnining is the presence

of comprehensive, credible and internationally

recognized legislative framework, policy and

institutions. There are areas that require policy
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attention for Kenyi to draw mJximum benefits fronr
tlrc ertrlatives-

There is need to expedite the proposed prolicy,

legislltion anrl institutional tianrervorks essentill
to viable exploration, exploitation ancl sustainable
resource manilgement in thc extractives industry.
MTP Il of Kenya Vision 1030 has alrc'.rdy outltred
the policies, Iegislations, and institutions that need
to Lre in plxcs 6y 2017 to re.rliz.e this goal.

The Mininc Bill yet to be signed into law has criticll
gaps that need to he addressed. For onc, it lacks a

provision prolribiting illegal .rrnretl groups, militias
or mernbers of the national .rrmy frorn benefiting
tiom rnining,.rnd there is no requirelnent to consult
witlr local cornmurities over security. SeconrJ,

the law lacks sateguards lgainst corruption in thc
bidding process ftrr rnininc concessions. Thirdl1,,

the larv only contlins a requirement to publish dre

very large mining contrJcts, rlising fears thlt the
governn)ent of the day could reverse the widely-
praised decision in 201.1 to.rllow public access to
alnrost all mining contracts. Fourth, the larv tloes
not require conrpanies applying fbr rnining licenses

to publish their real owncrs, which is a key way to
prevent corruption and conflicts oIinterest.

There exists inaclequate local caprcitl, to provide
technical support rntl specialized services to the
mining, oil lnd gas industries. To ensure prrctice-
oriented specializition, the training of engineers

and scientists fbr the extractive sector rhould take
on J more specialized rpproach, so that graduates

can be produced [or specific are.rs especially in Mine
Surveying, Mining Engineering, Minerrl Processing

and E-,<tractive Metallurgy, Petroleum Engineering,
Environmental Engineerinfi, Rehabilitation
Enliineerinq, and Geology ancl Ceophysics.

Endnotes

l. ArellancYanguas (2Ot l),'Aggregating the resource
(urse: De€entrdllrng mining and conflict in Pefu.'
Joumal of oevelopmental 5tudi6, 47(4)::61 7-638.

Schultre-Kraft M. (20t 3), Nig€ria3 pon-1999 potitkal
settlement and violencc mitigation in the Nlger Delta.
Evidence Report No. 5, UK lnstitute br Development
Studie5.

3. f.5h 85 to the Dollar (March 2013)
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6. Tullow oilwebsite
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Tourism

6. I lntroduction

ln the last three years, global tourism has been

affected by geopolitical challenges such as the

Middle East conflicts, increased global terrorism

attacks, as well as global pandenrics such as Ebola.

While these challenges have only adversely affected

some countries, tleir persistence, compounded

by the decreased economic Browth in developed

and emerging countries, greatly impacts the entire

tourism sector.

Kenya is one of the adversely affected countries.

Overall, in 2015, there was decline in tourism

performance indicators. lnternational touristarrivals

declined by over 15.0 per cent largely due to travel

advisories enforced by foreign governments for
non-essential travel to Kenya for a better part ofthe
year. Government initiatives to generate imPetus fbr

the sector are yet to contribute to meeting the Soals
of the sector. Hotel closures, which led to lay off of
employees, declining passenger numbers leading to

airlines withdrawing fiom Kenya, and the terrorism

attack on Garissa University in April 2015 as well

as subsequent travel advisories have continued to

undermine Kenyas tourism investment climate rnd
earnings.

Despite these challenges, the tourism sector

continues to play a key role in Kenyat economic

development in terms of job creation, and the

industry's support to many key sectors such

as accommodation and transport as well as its
contribution in revenue generation. Although

the medium tenn prospects look relatively

unpredictable, there is still oPportunity for growth

if Kenya could prioritize and inplement some key

policy interventions for the sector.

6.2 GlobalTourismSector
Performance Review

The global tourism industry has continued to grow

despite various economic challenges that have been

witnessed across the world. lnternational tourist

arrivals grew by 4.0 per cent in the first half of 201-5

(UNWTO, 2015). Thls increase was largely driven

by economic recovery in Europe. The number

of tourists travelling the world over increased to

810 million lrom 7i9 million in the previous year

(uNwTo,20ls).

Preliminary figures provided in the 6rst three

quarters of 2015 indicate that regionally, the

Caribbean and Oceania led in growth in arrivals at

7.0 per cent, followed by Central Europe, Eastern

Europe and Central America at 6.0 per cent,

respectively. Europe, Asia and Middle East recorded

5.0 per cent growth in international arrivals. The

)
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growth in Europe was attributed to a recovering
economy and steadily growing cruisL'tourism. The

Americas region glew at 4.0 per cent in the first
three quarters (UNWTO, 2015).

The number of international tourists to A-&ica in
2015 decreased by 5.0 per cent as a result of travel

advisories related to terrorism threats and attacks,

and Ebola outbreak in West Africa. Travel advisories

have long ternr effects on tourism markets even alter
they have been retracted. The situation for Africa
was worsened by decelerated economic growth in
the region due to dependence on export and other
oil commodities, whose prices in the last year have

significantly declined (UNWTO, 2015). Despite
the decline, the World Tourism Organization
predicts a positive growth tbr Africa at 5.0 per cent
in 2016.

Figurc 6,1: Irfiurrtttion.tl tourisu rcceipts in 2Ol S

(eanrings in LLS$ tlillioas)

6.3 Performance of Kenya's Tourist
Sector

The total contribution of tourism to GDP in 2015
was 10.5 per cent, and directly contributed 3.5 per
cent to total employment. The sector accounted
for an estimated 9.0 per cent of total tbrmal
ernployment, creating 14,000 and 71,700 jobs in
the public and private sectors, respectively, in 2014
(Ministry of East Africa, Commerce and Tourisnr,
2015). Leisure and business tourists (inbound and

domestic) generated 62.-5 per cent and 37.5 per cent
of direct travel and tourism in 2014, respectively
(World Travel and Tourism Council, 2015).

6.3.1 Tourist arrivals and earnings

Tourist arrivals and subsequeot earnings decreased

in 2015. This decline can be traced to way back in
2012 when Kenya recorded l.7tll million tourist
arrivals down from the highest level of 1.823 million
achieved in 2011. Tourism earnings in the samc

year fell to Ksh 96 billion from Ksh 97 in 2012.
Thereafter, tourism earnings marginally dipped
in 2013 and 2014 to 2.1 per cent and 7.3 per cent,

respectively (Figure, 6.2). 2015 was no difterent and

saw a decline of Ksh 2.5 billion in earnings down
from Ksh 87.1 billion in 2014. Not;bly, Kenyas

tourism earnings signiGcantly vary as WTIC
estimated tourism earnings in 2013 at Ksh 160

billion.

6.3.2 lnternational tourist arrivals

Kenya receives the bulk of its international tourists
by aia with a marginal numher of cruise visitors
coming by sea and visitors from neighbouring
countries by road through border entry points.
Tourist arrivals to Kenya in the last three years have

fluctuated due to insecuriry travel advisories and

global 6nancial challenges, with negative eFects on
tourisms key indicators as shown in Table 6.1.

Although the visit lry tlre President of the United
States, Barack Obama, kr Kenya in July 2015,

l,
E16
t,*
irt
rl0

i:t;
0 lllt I It t-

lrrrE&"f. ,{irrad *: Amkr MidLEr
k&

UNWIO (20r 51

With respect to tourism expenditure, Chin.r spent
the highest amount of US$ 165 billion in 2014.

China remained a top source market travel forJapan,

Thailand, the United States and various European

destinations (UNWTO,20l5). Countries such as

India, South Africa and Egypt h;rve also increased

tourism expenditure, as well as European countries
such as United Kingdom, France and ltaly with 4.0
per cent, I 1.0 per cent, and 6.0 per ceot increase in
tourism spending, respectively.

r+.r
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Ttble 6.2: Donrcstic tourisrt bed nighls, 2OO9-20Il

Kenyr rcsidents ('()00 )

' Totd hotel bed nightc occupied ('0OO)

Share ofbeJ nights try Ken),r rcsidcnts (\)
Sour(e KN85 (201s

other historical sites increase by l -5.4 per cent. parks

and reserves continued to experience a decline,
receiving only 1,953.8 thousand down from 2,164.6.

6.3.3 Domestic tourist market
Domestic tourism lras been critical in driving
the industry amidst decrease in international
tourist :rrriyals to Kenya. In 201-5, the sub-sector
contributed 58.1 per cent of direct travel and
tourism, and tourism revenue (Wn'C,201,S). It
therefore helped cushion tlre efl'ects of terrorism
that advcrsely alfected international arrivals.

In 2015, Kc'nya had.rbout,5.9 million betl nights
occupied, which was a decrease tiorrr rbout 6.6
million the previorrs year (Table 6.2). tn the last
three years, the share of bed nights occupied by
Kenyans rvas ofl average at 4-S.0 per cent. Howevcr,
this increased to 46.-3 per cent in 2015.

600

500

t00

300

)fr
tm

0

directive by the government fb! Stnte departrnents
and agencies to reduce nteetings and other events
in local hotels rnay afiect the sector in 2016. On the
other hand, the infrastructure trip,rrtite agreement
betwcen Kenya, Rwlnda .rnd Uganda and the
subsequent introduction ofan East African Tourism
visl could f.rcilitate travel by tourists to the three
countries, and Kenya night bene6t from an increase
in regionrl tourists.

6.3.4 Key tourist source markets
The key source market that reduced significantly
in 2015 was Europe by 80,900 visitors while the
A,merican nrarket has continued to grow to reach
about 169,600 visitors up from the previous year
that had about 168,400 visitors. On the positive side,
tlre African and the Asian markets have contirued to
grow. African market increased lry 8.9 per cent. Some
non-traditional markets such as India perforrned
well, moving to become among the top five tourist
source markets. Other markets such as Poland have
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While donrestic travel spending was expected to
grow by 5.5 per cent in 201 S b Ksh 2.13.9 billion, the

Figurt 6.3: Deparaing visitors by country ol origi,r. and purpose o!visil (,OOO),20t4
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grown by 180 per cent since 2007 to become the

fourth largest source market to Mombasa.

Regional market share analysis of Kenya's inbound

tourists in 2015 indicates that EuroPe still accounted

for majority of Kenya'.s tourist arrivals, with holiday

tourism forming the bulk ofarrivals (Figure 6.3).

Africa and Asia regions follow in terms of arrivals,

indicating their growing imPortance as a regional

source market for Kenya! tourism. APJrt from

Australia and New Zealand, business tourists from

Europe, America Asia and Africa also increased. The

month o[ February, which is usually a high season

month, witnessed considerable drop in terms of
tourist arrivals. However, the seasonal nature of

some of key source rnarkets such as Europe shows

a decline of tourist market share during the low

season months of April, May and June.

Additionally, the fact that international tourist

arrivals in August 2015 fell by 25.0 Per cent

compared to the same period last year, despite it

being the peak period due to the annual wildebeest

migration in the Maasai Mara (KNBS, 2015),

indicates that seasonality remains a maior challenge

for the industry, contributing to the persistence of
seasonal unemployment and under-employment.

6.3.5 Tourist arrivals bY air

The international visitor arrivals through Moi

International Airport (IvtlA) in Mombasa decreased

to 126,900 in 20lS compared to 220,400 in 2014.

The declines were experienced in all months except

November, which showed a slight increase in the

numbers from 7.2 to 7.7 thousand in a similar period

last year. The cumulative decline in the arrivals was

due to the travel advisories against travellinS to the

Kenyan coast in April, and the withdrawal of 25

chartered flights frorn the airport in the last couple

ofyears (KTB, 2015).

The Jomo Kenyatta International Airport (JII.IA)

registered a 1.6 per cent increase in Passenger traffic.

The numbers increased in the last quarter of the

year due to the Pope's visit as well as Kenya hosting

the World Trade Organization (WTO) ministerial

conference..

The total number of visitors who flew into the

country through the two major airports made 63.4

per cent of the total visitors in 2015 compared to

58.7 per cent in 2014, underscoring the imPortance

ofair travel to the tourisn sector.

Whereas 20l4 saw declining arrivals at JKIA, both

airports accounted for the largest share of arriving

visirors in the last livc yeirrs (KNBS, 2015). As

indicated in Table 6.3, cross border arrivals are

increasingly becoming significant entry Points for

regional visitors.

Table 6,3: Number of lourist arrivals dt anlry

points ('ooo), 20to-20 t{.)

Entrt
polny/

JKIA/ 1,171..9

MTA

Cross
border

20t I fr12 7.414 20,tl

l,t7l.9 t,l07.l 861.+ 7.1S.8

sso.o 475.3 +r2.4 ,+89.0 431.8

s.ur.e XNBS (2010r 2015)

On the other hand, domestic tourists significantly

increased by 9.0 per cent on the JKJA-Mombasa
and JKIA-Malindi routes trn account of increascd

hequencies on lov,' cost carriers such as SAX

Aviation and J.rrnbo -[et.

6.3.6 Conference tourism

Conference tourism is slowly growing in terms of

absolute numbers, with the local conferences held in

the country rising by 7.4 per cent and the number

of local delegates increasing by 2.5 per cent. The

number of fortign ,ielegates iciiirre,l tu 71,620 in

2015, down {iom 77,84tt in 2014. Despite the nixed

perfbrmance in local and intenrational cont'erencing,

the total percentage occuPincy renrains low at 2.0

2013

)
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Ttble 6.4: Nrlrrber oJ conJeretccs hcld in Renyu, 2Ol O-2O14
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per cent tbr international delegates and 9.1 per cent

fbr local delegates, which is still a decline conrp.rred

to the previous year. However, with the devolved

Bovernment, the demand fbr confbrerrce facilities
is expected to increase, and this cor.rl.l help c,tution

the contrilcting internationtl market in the short
term. Kenyr hosted, for the lirst time in Africa, thc.

WTO ministerial conference with .rn estinited
7,000 delegates.rttending. lt was also proiected that

the conference woul,l earn Kenya an lmbitious Ksh

2.1 billion (Klngethe,20l5). These conferenccs are

expected to help boost the sector, ancl it is hoped
that there will be g:rins in the corrring yctr.

6.4 Hotelaccommodation

Acconrmodation and restaurant sub sectors account

for key indicators of perlbrmance in the tourisn'l
sector. Table 6.5 provides strtistics indicatins that

the accommoclation and rest.rurant sector contiuued

to contract, reachint a negative 10.6 per cent at

the end of the third quarter, with hotel occupincy
declirring to 1.9 per ccnt. However, in terms of the
percentage decline compared to the previous yeirs,

there are inclic.rtions tllJt thc scctor is recoverirrg.

Tnble 6,5: Gross domestic product bv
.tc cotn fi oddti o n dnd re sl aurtnI

20.6

2

-II l.i..l
ll.l

..1.6

4

. !tals
2014 t

2

t,
Totelr

20t5 I

2

-1

4

Source: KN85(201 5r. Ouarterly GOP

,19..1

l- .zosrl
.16()

-14.1

-t7.2

-ri

+

13,538

tw2e
I2,1U8

. 
-0.8 

,

-ro.o I

Regionally (Tatrle 6.6), the co.rstal region srw a

declinc in hotel bed occupancy as a result of travel

advisories and the curfen, imposed in Larnu by the

government f<rllowing insecuriq,. The occupancy

rate is high during the tourist season but low
during the oll-peak season. For exrrnple, Maasai

Mara occupancy rates in April to AuBust when the

wildebeest rrc migr.lting are usually high. Other
regions that cxperienced declines were Nairobi and

centr.rl region. Maasai land and Nyirnza basin have
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remainecl unafl.ected, witlr the occr,rpancy incrersing

despite the travel advisories that rvere issued.

The western region saw -3-6 pcr cent increased

occupancy, but the most significant and largest

increase was in the northern region at l?2 per cent.

Tlris trend slrows that tourism is steadily growing

Figurc 6.4 Compar.ttive uirport to,rcs ir US dollars

outside the traditional areirs, and perhaps we should

look into the counties as the fiontiers of the sector.
'Ihe fact that these growing ireas.rre relatively rural

and have minimal terrorist atlacks is why they are

perhaps considered saf'e to visit. The growth in the

northern region can be explained lry the conttrued
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expansion of the conservancies, wlricl.r have their
own marketing str.rtegies. Laikipia is also knorvn fbr
its abundance of wildlife.

6.5 AirAccess

Robust inlrJstructure is fund.rrrrent.rl to.r thriving
tourisnr industry. Airports provide irccess to the
country especirlly for internrtional tourists rvho

fbrm the bulk of tuurist arrivlls. f)estinations that
adopt open sl1, policies have witnessetl increase ilr
tourisnr nurrrlrers.

Kenya is a region.rl lercler in lraving advlncecl air
access infrastructrrre. The JKIA was initially built to
lrold a nraximum crpacity of 2-5 million prssengers

per year. Currently, it is rankcd the thirtl busiest

airport in Afiica, hardling in excess of 6 rnillion
passengers and is projected to have'an cstirnJted
18.5 million p.lssengers per year by 20.10 (AFDB,
201-S). ftc airport is underroing expansion and

modernizition to acconrnrod.lte this grou'th.

Despite the amount oi traflic Jt JKIA, Kenya

lags behinr"l in air liberalization- According to the
lnfrrstructure Consortium lbr Afric.r liberalization
index, Kenyals 7.7 index ranks lowest in conrParison

to tourist conlpetitor countries such as South

Afiicl and Tanz.rnia at I l.(r .rnd I 1.4, respectively.

Liberaliz.rtion would mean ldopting an ope'n sky

policy and where.rs Kenyr sul'rscribes to the policy,
it is yet to be adopted rt the N{orllrrsa International
Airport. This nrc.rns th.tt thert- lre verl,fi'w chartcrecl

llights fionr.rround thc worl.l to N,lonrlr.rsa.

On the other h.rnd, .rviation taxcs and regulltory
costs in thr. country;rrc not conrpetitivc as shorvn in
Figurc 6..1. Ilesitlcs Accra, which chrrge's;ln irport
tax of US$ 50, Kenyr and Entebbe rank second in
having the highest ta-res in t[]e rcsion (MEACT,

201-i ).

6.6 Tourism Training

Tcrurism is a l.rhour-intensive sector lnd hc.rvily
relies on Irurnan capit. to rptly provide quality
services to the inclustry. The jncrelse in destination
competition has, nore than ever [retbre, compelletl
the industry to look fbr professionally traired
perstrnnel to rneet high industry standarcls. [n

Keny:r, tourisrrr accounts firr atr cstimatcd 9.0 per
cent of tot.rl f-orrnal warr- cmployment ( KNBS,
2015). Vision 2030 tarscts -10,000 trained staff
lbr tl,e industry, whcre, it is cstirnatcd thit two
professionllly trained stati are required pc'r bed
(Governnrcnt of Kenya, 200t1).

Figurt 6.6 Dtsircd qudifictlions iu lhe tourisnr induslry
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Retresher courses lrlvc alwlys rrrade the mljority
oi the trainee rn the industry but thc' ligures fiorrr

Utilii College indicatc thrt the numbers hirve lreen

on r continuetl declirre tionr 9-J6 trainees in 201+

to ti 13 in 201 5. However, the rirte of .leclinc has

rerluced .rs to l -1. I per cent comp.rre to .15.{ per cent

the previous yerrs. It is not.rble thit the demrncl fbr
short courses hls riscn in the sanre period, Overall,

the clecline in the demand for c.rursc's rvas l.l per

ccnt but rn inlprovement compared b the 21.7 per

cent the previous yeJr.

Tublc 6.7: Nu,llber oJ gruluates -lrorn louris,n

related courses from Ulalii Collegc, 20 l2-2015

I zorir+ 
1 
z!r+lr{ 20t5/ t6 ,

2..i 2.1

However, stiltistics from thc'sarne survey inciic.rte

thrt nrore than 70 per cent o[ the tourism and

hospit.llity industry investors preti'r birclrelors

elcliree hc.rl.lers for top ntrnagcnent (Figurr" 6.6).

Interestingly, fbr middle and lower level io[.r caclrt's,

nrost employcrs pret-er certi6cate hoklers.'Ihe le;rst

prcferruJ .rre lhosc t'n.thc.ioh tr.rrnirrt.

I'igure 6.-ir.\orrccs o.l lruincd cn4rlrtt'cc-r irt t[r:
lourisn ildustrt ( ",')

I tlonmc(rJ <ollcs.r

I K.nyr Utrh cou.s.

I N,.onrlYd6 s.s.(

! on 1ot' nlruns

I rolifthn'rt

I unt$!r'c

Nunrbr'r r,f 2,9-0

!irrduatcs

3.001 2,:r.i0

sou,o KNB5t20l2. 2014),t(onom(5urvcy

The stxtistics on the declir, ing nunrber of grlduates

is indicxtion that industry demrnds for professional

stlf] arc not being met. According to,l survey

conducted h 2012 by the Kenya Utalii College
(KUC), Kenyals first lrospit.rlitl ind crterinit
trainin{ school, the bulk of protessionals in the

sector Jre' employed through trn-the-iob training
(Figure 6.-S).

The survey rlso found th.rt the laruest proportion of
those currently employed in th!'tourism industry

have done so through on-the-job trlining (Figure

6.6). This irnplies thrt while enrployers lerst prcf"er

to traiD on the iob, they:rre t-orced to do so and this

nray corrrprorrrise the lcvel oI service delivery in
the industr),. This rlay explrin why there hrs bccn

5our(. Xrlnyr Ulnl'r Colleqc r20ll)

Figure 6,7: Tourisn narkcting ctpentlilure Jor selctted tountri,rs in US$
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'I'tbb 6.tl: Iludgettrv ullocttiols to tht toutisnr stetor in Ksh nrillions (20 l Lt I 2-2Ol.f/,t.S)

Tourism
Promotion and

Marketing

Njchc'fourisrn
l)roduct
l)cvclopnrent
ln,l
Divcrsilic.rtio,l
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lnfrastructure
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Tourism
'It.rining.rnd

(lipJcit)'
tluilding

Total
Prognmrne

2012r l3 
.
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an increase in expatriatc employnrr'nt irr the sector, constitutlon in 20l0 Despite st'rrting ofi lvithout a

especially tbr lotr roles in spa therrpy, rrrix.,logists cle'rr tr'rnrcwork fbr inrPlementing t(''urism f unctions

a[d chef.s (MEACT 201-5). 
o it county levcls, couuty govcrnnrents have now s('t

up tourisrn depiutments tnd .rre c'levcloping policies
rnd regulations for the sector at the sub-nationrl

6,7 TOUfiSm and FiSCal level. The' key challc.nges, however, fbr countl.

DeCentfaliZatiOn tourisnr develcrprnent is stafl c.rpicity, as each countl,
is rcquired to conduct its ou,n recruitrnent tbr

Tourisnr dcve.lop[]ent is one of the functions thnt employment in tourisnl dcp.rrtments. AdditionJl),,
rvere cle'volvecl following thc promulg;rtion ol the inadequate tunding for county tourism (as counties

Fi.grrrr 6.,11; Budgctort allotatiofi ltt lht tourisu scctor.lor courttv t!.rr,lrr[''!drrl-{
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lack capacity to generate revenue) could irnpede

county dc'velopnrent outcomes in the tourism

sector.

6.7, ! Resource allocation and
expenditure review

Kenya'.s tourism industry contribution to economic

growth has continued to decline due to decrease

in international tourist arrivals. Sirnilrrly, the

sector'.s exchequer funding as r percentagc' of total

government budget has been on a decline. Between

201ll t2 and 201-3/l4,I.,udget allocation to tourisnr

as a share ofthe national budget averaged at 0.19 per

cent ('lhble 6.tl).'Ihe most significxnt allocati<rn was

in 2014/l-5 of Ksh 3.2 billion, with 25.0 per cent

going into both local rnd international marketing

campaigns geared towards raising Kenyas profile as

a competitive destination given dwindliltg tourist

arrivals. In the same year, Kenya spent only about

Ksh t 20 million on marketing, which was quite

mcager compared to othcr conrPetitor countries

( l"rgure 6./ ).

Tl.re least budgetary allocation was in tourism

training and capacity building, while there was no

inclication of any t'unds allocated towards policy

and research development (Table 6.8). Ellorts to

incre.rse caprcity oftourisnl trJining institutions saw

expenditure of Ksh 8l1.4 million on construction

of the Ronald Ngala Utalii College. Although all

fhnds were fully absorbed, the college is yet to be

completed. Tourism training and capacity building

funds were also fully absorbed, implying thirt

challenges o[ industry gettine prof-essional staff as

well rs institutional capacities will persist. In thc

f}l5/2016 linancial year, the State Depirtrllent
firr Cornnrerce anri'I'trurism received the highest

allocation at Ksh 7.8 billion for development

expenditure. By the end of the second quarter, the

absorption rJte was at 48.4 per cent.

At the county level, figures for expenditure to
the tourism sector are yet to be provided. This

notwithstanding, county governments with highest

proportions of budgetary rllocation to the tourism

industry in 2013/14 allocrted an estirnated Ksh

"12 billion (Figure 6.8). Mornb.rsa and Kakamega

counties collectively allocated to the sector

approximately Ksh I billion. ln the financial year

2014/20t5, most counties had alloclted oroney to

the sector, with the bulk of the allocation going to

the developnrent of the sector. Kakanregla, Narok

and Turkana counties were among tlre cr:unties that

allocated mort' than Ksh 400 million to the sector.

Laikipia .ind Murangh counties had the lowest

allocations of the recurrent expenditurc.

6.7.2 Revenue collection

Tourism is a dive'rse sector encornP.rssing many

,rctors includingl airlines, transport comPanies,

hotels and otl.)er sub-sectors that suPport the

industry.'Ihus there is potential for the government

to collect substantive revenue tiom the sector. Due

to the rnultifaceted ncture o[ the tourism industry

with other sectors, taxation and revenue collection

begins from the point rt which a visitor sets foot

into the country, fiorrr larrr.ling ['ees, deParture taxes,

VAT and various tourism-specilic levies for using

public utilities. Tourism-relrted businesses ;tre faced

rvith the burden of conrplying and paying various

taxes (Table 6.9), and the governrnent the task of
collecting these revenues.

Toble 6.9: Sumrnsry laxes ond levies paid by a

ttpical hotel

C.lterinq.rrrd tourism
developnrerrt levl

2% per

visitor
Ttrurisnr Fund

Wtldlife Service 4.096 IGnyeWl<llift
Service

Scrvice ch.rrgc on tiod
,rrr,l eccommodatron

7.0'lo

Scrvice &ergc on 5.596

VAT

I lAuthority
Sou(e Mrn,it ry ot Eatr Afr(., Commer(e and Ir.de MEACT(1015)

-1
I6.t)'i. Kenl'aRcvenut
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l-rquor Iiccrrsr,

I)ue, to llck ot r.ltionaliz.rtion of tourism dcvolvecl

firnctions, f'ecs and Iicenses continue to be paid
to lroth rution.rl and county goyerntrrents. The

nrultiplicit)- of licenscs does not lessen tlre' t.rx
burclen lor tourisnr buriiness either. T.rble 6. I0 gives

.r conservitive s u nr rn.1r), of Iicenses, in excess of I(sh

600,000 .rnnually, thrt one rvoulrl rcquire to p.ry tL)

run l three star hotel.

'fobk 6.10: Licuscs rcquirtd lo opct'slc i threc
slur lnlel

KAMP.PRISK National

Soverrunent

County
g(,venrment

National
government

NtiM A

Annual 45,000

An n u.rl

Count),

Sovellrment
County

{ovelnmr'nt

20 I .l-20 lll. The nation.rl strategy hrs bcen critical in
prioritizing sLrnre kcy policy initiatives.

Thr' Tourism Regulatory Authoritl wrs estrlrlished
in 2014 to reculatc the intlustry and stre.rrnline

industry stanr.larcls. Curr('ntly, tlrere is ln eflort
to classify and standardizc tourism f.rcilities and

services in th!'countrl to nrcct the cleadline sct by
thc East Aliic.rn Comrnunitl, of _lune 2016. In late

201-S, the Authority' conclucted a classific.rtion lnd
{rJding cxercise for tourism .rccommtrcl;rtion lnd
citering lacilities ir.r South fuft, Central ar.rd Upper
Flastern Kc'nva tourism circuits. Horvcvr.r, thc results

.rrc yet to be shared. The ncw classitic;rtion will assist

Kenya to cornpetitivcly pficr- its tourism products
ls wcll as bctte'r rc'gLrlirte sonte of thc tourism sub,
scctors, such is Iromc stilysr.

C)tlrer initixtivcs in the pipelint'include sefting up of
the tourisrm tribun.rl, t<lurisnr protectitrn service and

the tourism research.rnd nronitorinq institute.

Thq clecentralization of power through devolution
providc-s a fianrcwork fbr the transfer of tourislt')

tirnctions as well as funds fronr the natit.rn.rl
government to cou|ttl [ovrtrnnl('nts. This rrreans

thlt cour-tty govcrnnlents rvill h;rvc .rutononry in
how the1, .rllocite resources fbr tlevelopment r.ri thc
tourism sector u'ithin their zones. Besidt's the inter-
g<lvernmental transf'crs, the' inlnTediate potentiJl
fbr sorrre courltics t'or revenue collection frorn
tourisnl is signiiiclnt. The regulltorl, tramework
tbr the colkction of thesc revcnues h.rs, however,

becn marred by multiplicity o icenses p.rid to botl')

uational and county govcrnmc.nts, aflectin{ thc cost

oidoing business irr the sector.

The enfirrcr'ment of an East AJiican Tourism visa

tirr Kcny.r, Ru.rrrcl.r .rrrtl Ug.rn.ll w.rs Jn irr)pcrJtiv(.
policy tlirectiorr. The single tourist visa, rvhich rllows
one, for USli 100, to nrake r:.rultiplc' trips an.rong

the threc cor,rntrics should incre.rse tht nunrber of
totrrist .trrivals in the region, tbr lroth Icisurc .rncl

businrss.
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6.8 Policy, Legal and lnstitutional
Reforms

ln the last couple of years, policy irnplcmentrtion
.rnrl refonns in thc tourisnr sector h.rvc l-reen qt'ared

towarcls reviving thc' sector. The T<rurisnr Act
20tl prescribes that a Nrtional Tourism Strrtegy
should he .levelopetl rltc'r evcr1, 6r.c ye.rrs. Its
implerncntiltion is currently onuoing tirr the periorl

I(ENYA ECONOMIC REPORT .'O]6
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The eflbrts towards enh.rncing policy developrr:rent

fbr thc sector notwitlrstJlrding, tourisru colrtinues

to miss key tJrscts, such as the three rnillion tourist
arrivals envisaged in another I,S years by the Vision

2030. lhe challenge is thereforc to prioritize

implcrrentation of these policies lmidst changing

glotral tourist trends, terrorist thre.rts and glo[.ral

econonric slowJown.

6.9 PolicyRecommendations

(i) Prioritize irnplenrentirtiorl of the Tourisnr

Act 201 I and prrticularly dcvelop and

operationalize a specialized security agency

to address insccuriq' that has aflected

perform.rnce of the tourism sector as proposed

ilr thc Act.

(ii) Prior to issuing trrvel advisories, f'oreign

governments should, in consultation with the

national and county governrnents, prepare

J corlnunicltion strategy that caretirlly

considers sp.rtial rlimensit.rns of which .rreas

the advisories should be communicated and

inrplementcd.

(iii) As county governments enb:rrk on cleveloping

county-specific tourisrn policies and legislation,

there is need tbr clcar .quidelines in the s€'ctor

in relation to devolved tunctions tbr eflicient

delivcry oItourism, as rvell as ;t county-specific

monitoring ancl evllultion tramewc,rk that will
track key tourism perfbrmance indicltors. Thc

use of County hrtegrited Development Pllns
(ClDPs) to infbrnr the monitoring tranrcwork

worrld be trsetul.

(iv) Expeditc thc' adoption o[ opcn sky policy fbr

Mombasa Intern.rtion,rl Airport to encour.rgc

ch.rrter tlights trom Europc rnd consequentll'

incre.rsc tourist rtumbcrs to tlre cttlst region.

Relaxin{ air access restrictions associated with
lir travel will be imper.rtive tbr attr.rctinrl more

international viriitors-

(v) A rr'view o[ the' regulrtory ti;rmework is

recomrnendecl, especially on issues of VAT,

trxes and licenses. Kc'nya has onc ofthe highest

.rviation taxes in the world,.rnd a revic'w of
iirport tixes would bc iDrperrtive in lroosting

the econonry. Additionill)', multiplicity of
licenses is a burden for tourisnt businesses,

especi.rlly in the accommodation sub-sector.

(vi) lirst-tr.rck completion of the Ronald Ngrla

Utalii College to incrr.-ase tlre number of
students qraduating to meet industry demands

ofskilled p ro f-ess io n,rls.

(r'ii) lncrease budgetrry allocation to the sector,

slreci6cally in rrrarketing, tourism training ind
capacity buildirrg, ;rnd policy developrnent.

Endnotes

Data from January&ober 201 5 for visitor arivalt
through MIA and JKIA.Forthe same p€riod in 2014
tourist anivals were 727,766.

Homestay refeB to a tourist who during visit opts to
stay with a host family, in th€ir residential horne, wlth
th€ aim of interacting wlth the'local culture, lifesMe
or language' usually for reagonable accommodation
rates (Pusiran and XiaO20l3).
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C e Ihallt

Manufacturing

7. I lntroduction
-Ihis clrapter rcview's the perfbrmance of the
rnanufrcturingr sector in 201.1/201.i rvith regard

to contribution to (iI)P, scctor grorvtlt, exports
perfirrmancc and enrployrnent. Trends in prolluccr
pricc intlex lnd business environntent rankinq .tre
also reviewecl to highlight the ciynanrics oi cr'rsts

oI pr.rtluction. The ch.rpter also revietvs policy
tltvrlrlpnlcnl5 sglgyint to thc sector.

lle rnanuf.rcturing sector, on average, acctrunts firr
66.0 per cent oi the inclustrialr sector'.s re.rl (lDP
and l().7 per cent ofnational (lDP (KNlls,20l6).
1hc Kcny.r Vi:'ion :01() rt'cotrrizr's rnanuticturing
rs orrc ofthe kcy scctors tirr realizing the 10.0 per
cent econornic growth and gener.rte ;rdditional
enrplovnrent opportunities. Furtherrrrore, the
Unit..i N,r, iorls Sustainable l)evcloprnent Go,rl 9

prirrr:tizcs ,:ilicieut use ofresources.rnd doubling oi
industri.rl scctrrr corrtrilrution to Gf)P in t'levclerping

coulri( ! (llnited Nations,201-i). Ttc convergerlce

tretu'ct'n \rsion 20-10 and Sl)(is in prioritizin{
inclu.trillization in devc'lopmcnt process prcsents

Kenyl rvith in opporturit). to concurrcntly work
to\t'ar,l( rc.rliz.ltion,rt thc t!!o poli(ies.

o[ devc'lopment, manufacturing accelerates

eonvergence of loll' irrcorrre countries to advlnced
economics (Lavopa and Szirmai, 20l2). Secontl,
countrics th.rt export high v.rlue manut-acturer.l

goods such as c'lr-'ctronics, ntachinery.rnd chemicals
gain more from international trade tharr rountries
ttr.rt export commoclity exports (Hilusnran et al.,

2007). Despite the importancc of rn,rnufacturing
in econornic tlevelopnrent, the sector growth in
Kenya ,rveragetl atrout .1.0 per cent between 201I
.rnd 201 5, with tlre share oi mrnuf.rcturr.,tl qoods

in merclrantlise exports at 36.0 per cent (KNllS,
201-Sd). The sector growth unfav<rurably conrp.rres

rvith Vision 2030 t.rrget of 10.0 per cent rnnual
m.rnufitcturing sector growth. Complementary
policies lre therefbre required to enhrncc. growth
ancl expctrt pt'rfbrrnance of rn.rnufaeturing in Kenya.

7.2 Sector Performance

7,2.1 Contribution to GDP

N{.rnufhcturing sector contribution to CiDP slowed

drrwn fiom l0..1 per cc'nt in 201-l/ l4 to 9.3 per cent
in 2014/l-5 (Figurc 7.1). -[te sector share in CDP
rrntivouabll conlpires to that of l(orea at -10 per
ccnt, Jll.rl.rysi.r.rt 2-1 per ccnt, Miuritius Jt t6 per
ccnt, anrl Sor.rth Af lica at l -1 per cent (World Brnk,
20 t 6r). The tlctors that have contributcd to dccline

The .Jsc frir rnanu l.rctrrrir,11

lcveliri.nrer.t enranitcs trtrnr
of ernpiri.:a) literlture. [- irst,

ln

strlnJs
levrlsat lou,
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in the pertbrntlncc of Kelrya'.s !n.rnuf;cturilrg sector

during the year elnanated tiorr both domestic and

external tlctors. f)orrrestic.rlly, gnrwth o[ credit to
the sector sloweri fiom 2-1.0 per ccnt itr 201 l/ l'1 to

20.0 ptr cent in 201-1/ t5 (Ccntr.rl Bank oi Keny.r,

201-i), which may lr.rve idversely rB'ected sector

investments. [n additioo, the Kenyl Petroleum

Rctinery, which stoppcd oper:rtions in Septcrnber

20[-1, continues to adversely .rll-ect the sector

output. With the closure of the petroleum relinery,

Kenya now imports rctined petroleum products.

lhe shift tionr inrportation of crude oil to reincd
petroleum protlucts has significant intPlicatiot'rs,

qiven that proccssing of pctroleunr Products wJs

signiicant to the Kenyan cconomy, accounting firr

ll per ccnt ot nrrrruf.rctrrrirrg G l)P in l0 t I ( KN BS,

2015d). Further, althourth thc cost ol ('lectricity

fell fiom 20 cents per kilowatt hour to l'l cents per

kilow.rtt hour in 201-1, it remained highcr conrpared

to those of competitor c()untries such .rs China

.rnd Ethiopia at 7 and 6 cents pcr kilow.rtt hour,

respc'ctively ((iovernmcnt of Kenya, 20I,Sa). Other

challengcs ticed by thc' sector inclu,,le informal

sector competition, ind constraints in iccesstrg

finance c.specially by r:ricro ancl small enterprises

(World Bank, 2013).

Exterrrally, LIs,rnd,r'.s minuf,rcturing scctor recordcd

a higher growth rrte of ll.0 per cent in 201'1,/15

(Uganda Br.rreau of Statistics, 20 t 5 ), possibly ptl5l1q

compctition to Kenya'.s nrrnutictured exPorts in the

EAC rr.rrrket. Tle chalL-nge is firrthc'r conrpoundcd

by che;rp irnports into the EAC nrarket liom China

and lnclia (World Bank, 2014). Dur ing the ye.rr

undcr revierv, the Kenya shillinu.lepreciat!'d aqxinst

the US dollar fiom 87.77 in July 2014 to 9?.70 in

June 20 1 -i (Central Iiank of Kenya, 20 l -5 ), adversely

;rtfecting the cost o[ inrporterl intern]cdiate inputs.

With imported inputs irccounting tbr.rbout 50.0

per cent of costs of r;rw mlterials ftrr Kenyan

nranuthcturing lirrls (KNBS, 201.1), dcprccirtion

of thc shilling ine'vitably anpli6cs the cost of
production. Other international .lynanrics include

reductiolr in cost o[prorluction es;recially in thc US

as a result oI increasecl oil prtrJuction (Celirsun, et

al.,20l-+). Since Kenyr inrports refined petroleum

products, the berrelits ot pass through of reduccrl

cru,.le oil prices were net proportionite to rL'duction

in crurle oilpriccs (Energy Regulatory Ccmrnission,

2014).

7.2.2 Manufacturing sector Srowth
Manutacturing sector real Gf)P incrc'ased tiom
Ksh.ll7..1 billion in 2013/14 to Ksh 425.9 billion

Figure 7.1: I tnuft.turitg sector glowth o'nd ,r'tributittn to GDP (")
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in 2014/ 15, yielding a growth rate of 2.0 per cent
compared to 5.5 per cent in 201-j/ 14 (KNBS,20l6).
The growth of the manufacturinB sector in Kenya
is driven mainly by manufacture of fbod, bevcrage
and tobacco, which between 2010 and 2014 have
been growing at an average rtte of 6.7 per cent
comp.rred to non-lbod sub-sector, which recorded
average growth of 2.6 per cent ovL'r the same
period (KNBS, 2015d). The growth of rhe sector
compilrrs unfavourably to the 10.0 per cent annual
growth envisaged in Vision 2030, and also to the
averagc sector growth for developing and ernerging
industrial economies rt 6.2 pe.r cent (L,NIDO,
2015). Moreover, it also conrpares unfavourrbly
with regional econonries such as Ethiopia and
Tanzania, which have recorded sector growth in
excess of 10.0 per cent and 6.0 per cent, respectively,
between 201I and 2014 (Worltl Bank,20l6b).

7.2.3 Contribution to employment

Formal employment

The manuthcturing sector nccounted for I t.9 per
cent (295,400 iobs) of the 2.-i nrillion formal sector
employment in 201-S compared to 12.l per cent
(287,400 iobs) of the 2.4 nrillion formal sector
employment in 20t+1 (KNBS,20l6). The sector
thus recorded employment growth of 2.8 per cent in
201-S. While manufacturing sector employnrent has

been increasing in absolute terms, its share in formal
employment has been declining marginally in
recent years. The decline in the sector contribution
to fonnal employment can be explained by its
slower growth rate rehtive to service sectors such ts
infbrrnation and communication technology (lCT),
which in 2014/15 recorded employrnent growth
oi 12.5 per cent while finance and insurance, and
wholesale and retail trade all recorded employment
growth rates in excess of 6.0 per cent (KNBS,
2015b). In terms o[ sub-sector performance,
maiority of the employment occurs in the food and
beverage sub-sector, which provides 136,788 iobs
followed by textile and apparel with 79,106 jobs in
2014 (KNBS,20l5d). With regard to sub-sector

errployment growth, textile and apparel recorded
the highest growth in 2014 at 8.8 per cent followed
hy electrical, rnachinery and motor vehicles at
4.-S per cent and chemicals at 4.2 per cent (Figure
7.2). Higher enrployment growth in textile and
apparel can be explained by positive efli'cts of the
African Growth ind Opportunities Act (AGOA),
which enabletl impressive growth of 22.6 per cent
of textile exports to the US in 2014/2015 (Export
Processing Zones Authority, 2015). The improved
performance in textile and rpparel sub-sector also
reflects prioritization by the national government
through allocatior of Ksh -3 billion nr the 2014/ t 5

budget (Governrnent of Kenya, 20t4). lndeed the
quantumr of rnanufacturing production fbr textiles
rnd wearing apparel sub-scctors increased by 2.8 per
cent and 4.8 per cent, respectively in 2014 (KNBS,
2015b), an indication ofpositive change in output.

The sub-sectors that recorded negative employment
growth include the reproduction of recorded
media,' .rnd leather, which shrunk by 2.9 per cent
and 0.2 per cent, respectively, in 2014 (Figure 7.2).
The employrrent decline in recorded media can
be aftributed to evolution of new media solutions
such as higher bandwidth speeds, which facilitate
digitil downloads and internet piracy (lBlSWorld,
2015). Some of the factors contributing to weak
pertbrmance of the leather sub-sector include
imports of low cost footwear from China and
lndia as well as imports of second-hand imported
footwear (Government of Kenya, 2015b). Kenya
exports 89 per cent of leather in semiprocessed
form (Government of Kenya, 20I5b), which further
rxplains weak pertbrmance ofthe sub-sector.

lnformal employment

About 89.6 per cent (2.5 million jobs) of
manutacturing liector errrployment is in the informal
sector (KNBS, 2016). A numbcr of factors such
as avoiding payn,ent of t,rxes, and registration
and regulatory costs explain the choice to renlain
inforrnal (Bigsten et a1.,2004; World Bank,20l3).
While the infirrmal sector provides enrployrnent
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Figure 7.2: Sub-scctor enploynrcnt tul ernployme growlh,20l3ond2oll
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opportunities to those lacking formal employment,

it is dominated by small scale activities with limited

opportunities tbr value addition. Manuthctr.rring

infonnal employment increased from 2.4 million

persons in 2014 to 2.5 rnillion persons in 2015. The

BroMh in infolnal employment, however, slowed

ftom I1.3 per cent in 2014 to 7.6 per cent in 2015

(KNBS, 2016) probably as a result of increased

imports of cheaper competinE nlanufactured goods

from China and tndia (World Bank, 2014).

7.2,4 Contribution to exPorts

Manufactured exports declined by 20.3 Per cent in

2014/15 compared to a declirre of 3.1 Per cent in

2013/14 (Central Bank ofKenya,2015). The influx

oIimports into the EAC market (World Bank,20l4)

and rebound ofthe manufacturing sector in Uganda

(Uganda Bureau of Statistics, 20 I 5 ) pose challenges

to Kenyals manufactured exports. The EAC market

remains a maior destination lbr Kenyals exports,

accounting for over 60.0 per cent of manufactured

exports (Figure 7.3). Kenya'-s manutacturing

I I No. cmploy.4 20 la a Sub-rcaor growrh ( 96)

performance is therefore sensitive to dynamics in

the EAC market due to high concentratiou in terms

of export de:itinations. This calls for diversification

of the exports market, especially given that EAC

countries demonstrate similar manufacturilrg

structure.

Figurc 7.3: Shares o! Keryt's tlaanuJiclurul goods

in export narkals
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The Export Processing Zones Authority (EPZA) is

mandated to promote and facilitate export-oriented
investments. The garment sub-sector accounts for
53.1 per cent of EPZ exports (Export Processing
Zones Authoriry 201.3). The performance of EPZ
is critical in taking advantage ofthe Atiican Growth
and Opportunities Act (AGOA), which provides
duty-free access to US imports of apparel and other
selected items from eligible Sub-Saharan AFican
countries, including Kenya. In 2014/201-5, exports
under EPZ increased by 10.2 per cent to stand at Ksh
52.5 billions (Export Processing Zones Authority,
2015). Over the same period, exports under AGOA
expanded by 22.6 per cent while investments in
manulacturing enterprises under EPZ increased by
10.9 per cent (Export Processing Zones Authority,
2015), which may explain the positive performance
of exports manufacturing enterprises under EPZ.
The extension of AGOA legislation in 2015 by
a further term of 15 years creates incentives for
investment in EPZs-

7.2.6 Ease of doing business

The competitiveness of Kenya s manufactured gootis
is stifled by high costs ofproduction (World Bank,
2014). Electricity ind access to finance have been
identified amongst the top five constraints flacing

micro and small manufacturing firms in Kenya
(I^hrld Bank, 2013). lhe manufacturing sector is

both electricity and capital intensive (KNBS, Z0l 3),
making it prone to related cost dynamics. In the
2016 World Banks Doing Business rankings, Kenya
was ranked among the top 10 economies with
improvenrents in reforrrrs. Kenya's ranking irnproved
from position 129 in 2015 to position 108 in 2016
due to reduction in delays to electricity connection
ancl improvements in access to credit information
(Worltl Bank, 2015). Despite the improvements,
the costs of electricity and credit remain high
compared to competitor countries. Enhanced policy
ellorts targeted at reducing the costs ofproduction
rre therefbre imperative.

7.2.5 Producer price index

The producer price index (PPI) txcilitates
monitoring of price inflation through different
stages of production (tlUf, ZOO+). The ppl has
important implications for private sector enterprises
as it aids their operntions, such as long terrn sales or
purchase contracts to accoullt for changes in costs
(Bureau of Labour Statistics, 201-i). The Kenya
National Bureau of Statistics collects PPI data on
quarterly basis as at l-5'h of February, May, August
and November (KNBS, 20t5e). The ppl inllation
increased fronr 0.8 per cent in 2013/14 to l.-S per
cent in 2014/15, mainly driven by input costs of
food rnd beverages, textiles, and chemical products
(KNRS, 2015e). Depreciation of the Kenya shilling
against the US dollar may also explain cost dynamics
in the food, beverage and chemicals sub-sector due
to reljance on intported materials.

7,3 Review of Policy Developments

7.3. I Sustainable Development Goals

In 201-S, the United Nations launched the
Sustainable Developnent Goals (SDGs) that
comprise l7 development targets that UN menrber
states are expected to use to frame their development
agendas over a period of 15 years (United Nations,
201-5). SDG Goal tl calls tbr policies that pronrore
value addition in labour-intensive sectors, while goal
9 calls for inclusive and sustainable industrialization
anchored on ellcient resource use with the goal
ol doubling the industry'.s share of employment
and contribution to GDP in developing countries
(United Nations, 2015). The thernes of SDCs
align with Kenya'.s development plans such as

Vision 2030, and the industrial transformation
programme rvhich aims to transform Kenya into an

industrialized economy, The congruence betwc'en
SDG and Vision 20-10 in industrialization agenda
and poverty reduction provides Kenya with arr

opportunity to concurrently implenrent the two
policies. It is imperative to note that the SDGs
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underscorL' eficient use of resources in ellbrts to

promote sustainable developnrent (Unite.j Nations,

201-i), which individual UN member strtes lre
expected to realize.

7.3,2 Kenya's industrial transformation
Programme

The industri:l transfbnnation Progrnnrme launched

by the Ministry of lndustrializatiou rnd Enterprise

f)evelopnrent prioritizcs labour-intensive sub-

sectors such as agro-processing, textile and leather

,rs a strategy fbr employmerrt creation irnd exports

growth (Government of Kenya, 20l,Se). The

convergcnce between SDCs and the industrial

transforrnJtion programme in promoting labour-

intensive sectors is a boon fbr Kenya in tacklir.rg

unemployment challenges. To realize the policy

goals of enrploytnent rnd exports growth, the

industrial tr:rnsformation Programme nims to
increase tbreign direct investmcnts 6ve-tbld, and

inrprove Kenya'.s ranking in the Erse of f)oing

Business to top -SO economies (Governruent of
Kenya, 20 t 5e). To expedite implementation of the

industrial flagship proiects, i Steering Committee

headed by the Presidential Delivery Unitn has

been established as provided tbr in the industrial

transtbrmation programme (Governnlent of
Kenya, 2015e). The Steering Comnrittee is

expected to meet the presidency every six months

rnd provide quarterly updates on Programme
implementation. Each partner ministry involved

in implementJtion will consider ioint Proiects in

individual performance contracts. The programme

therefore aims to pr ioritize sub-sectors that are

labour-intensive, and inrprove coordination among

governrnent.rgencies involved in rmplementatton of
industrirl projects (Governntent of Kenya, 20lSe).

7.3.3 Budgetary allocations

Both the second mediunr tcrm plan of Vision 2030

(Governrnent of Kenya, 2013) and the national

industrialization policy framework (Government

of Kenya, 2012) recognize lirnited budgetary

allocation is a constraint to inrplenrentation of
industrial tlagship pro)ects. In the 6nancial year

2015/2016, the governtnent prioritized intlustrial

transform.rtion as one of the six thematic areas fbr

realizing resilient economic growth, diversifying

exports, and generatiog additional employment

opportunities (Cove rnment of Kenya, 2015d).
'forvards this end, the government rllocated Ksh

-l billion for industrial developnrent and Ksh

13.2 billion tbr geothermll power development

(Governnrent of Kenya, 2015d). lnvestment in

geothernral energy is aimed rt lowerinq the cost of

production.

Ttre impact of the lunding allocation fbr industrial

development can be enhanced through selective

allocatiorr based on policy outconres such as

employment, poverty alleviation and sector

growth. lf the policy goal is to generate adclitional

employnrent, emphasis should be on sub'sectors

with high baclsr"'ard linkages that otten source

intermediate inputs locally (National Economic

and Social Council, 201 I ). If the policy goal is to

increase scctor growth or contribution to Gf)B
high value manufactures such as machinery and

electronics would enhance the impact (Alakaiye and

I'age, 20t2). [n recent years, the government has

continued to invest in manufacturing sub-sectors

such as leather and textile (Government c,f Kenya,

20lSf), which will likely imPict on employment

outcome. With regard to energy, the share of
geothermal in total electricity generation has

increased fiom -13.8 per cent inJuly 2014 to 47.1 per

cent in June 2015 (KNBS, 2015f). Consequently,

fuel levy fbr electriciry reduced fronr Ksh 7.22 in

July 20l4 to Ksh 2.31 inJune 2015 (KPLC,20l5).

Thus, additional investment in geothermaJ energy is

expected to further lower the cost oI electricity for

industrialuse.
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7.3.4 Progress under second Medium
Term Plan

'lhe progress towlrds thc. secontl medium ternr plln
is sr.rmrrrarizecl in Tatrlc 7. l. A ntrtlble .rchievcnrent
is the enactrnerrt oflegislation on Speci.rl Economic
Zoncs (SEZ.s), t,hich rvill provitle tirms opcrirting
in thesc areas various 6scal .rnd infi.rstructure
incentivcs to ittrJct investnterrt (GovefllmL,trt ot
Kenya, 2015c). Onc ofthc challerues t-irccd by Export
Processing Zones (EIrZs) in Kenya is the exp.rnsion
of thc tlonrcstic mJrket to inclutle the EAC nrarkct
(Export Proccssing Zoncs Authority, 201_3), thus
cr,rrt.riling ('xport potetrtiJl in .rdtlition t() gcnL,r.lting
conf]ict rvith Vision 20-10 goal of incre'.rsing Kcny.r's
sharc ol' manuf.rcturcd qoods in the flAC nr;rrket
fiom 7.0 pcr ccnt to 15.0 per ccnt (()overnnrent of
Kenya, 2013 ). 'flre. SEZs pr(rgratnnles .rre cxpcctr.d
to overcolle this chlllenr:e as thcre is no re,strictiorr
on sJIe to donrestic m.rrkcts. Howcver, while SEZ,s

havc success histories in Asir, particularly Chin.r,

'loble 7.1: Progres-s forr,ords s e coul Muliunr Tcrn plo,t, targets

i 
zotzT tl p.ogr"r"

L

, l-ln.ifr()lilcd in [-.1n)u

arrrt Kisurnu
. Fin.rl SliZ lJrll .rnJ

Iollcy w.ls prcp,lrcJ

the results.rre u)ixed in Su[r S.rh.rr.rn Atiica (Zene,
2015). To re.rlize thc policy ro.rls of technology
tr.rnsfer, firrcitn direct investments antl export
grou'th associated rvith SE7-s, policies shoukl ainr
.lt lrovidinq J (()rnpetitivc busrrrcss cnvrronrnent,
stritegica ll)' position ing SEZs to ilccess intcrnltional
rrrJrkets, sct clear golls in terrns of ct,ntribution to
thc eeononl), anr,l enr[rr.rce etlicient prr.rduction
techntrkrgies that rnininrize' negative extern;llities
(Farolc', 20ll; Ze'ng, 201.i). T'he SEZ Act No.
l6 of l0l -S crnpowcrs the C.rtrinct Secretrrl, fbr
industrirlization to r..stablish the applicrtiorr criteria
lnd conditions firr entcrpriscs th.rt will operlte
within thc zones, throu{h regulrtions. 'Ilis ofltrs
Jn (')pportunity fbr defininn the critcria ainre,d at
.lttrJcting investntents ind pronroting tcchnology
t rans fi,r.

I)rogrcss t<rrvards the sccond rrrediurn tcrm plans
h.rve l.reen hrrnperecl by r'.rrirrus challcnges,

l' l3l14progress 2014/15 ProgressSecond Medium Term Plan
Thrgets
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. 
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including lengthy process of land identilication

and transfer, delays resulting fiom stakeholder

consultations, funding constraints and inadequate

training facilities for industrial skills (Government

ofKenya,20l5f).

7.4 Conclusion and
Recommendations

7.4. I Conclusion

The manufacturing sector in Kenya is irnproving

in absolute terms with regard to indicators such

as sector value added and employnlent. However,

its contribution to GDP and employrnent are

marginally declining due to both internal and

external factors. The external factors include

competition frorn cheap imports, and rebound of
manufacturing in regional countries such as Uganda.

On the internal front, the cost ofproduction relating

to electricity, credit and comPetition from informal

sector pose ch.rllenges to Srowth of the sector.

Nevertheless, the government has made significant

investments in energy in recent years, with costs

of electricity easing in 2014. However, relative to

competitor countries such as Ethiopia, the cost of
energy is still high. Further, with high dependence

of the sector on intermediate iInPorts, dePreciation

of the shilling against the dollar rrray have amplilied

the cost ofproduction. Progress towards the second

mediunr terrn plan has been hampered by various

challenges, includingl the lengthy process of lanrl

identification and transfer, delays resulting from

stakeholder cc,nsultations, ltncling constraints and

inadequate trlrning facilities tbr industrial skills.

With regard to policy developments, the Sustainable

Development Goals (SDGs) launched in 2015

underscore prioritization of labour-intensive

sectors, elficient use o[ resources and doubling of

inclustrial sector contribution to employment and

GDP in deveioprng countrics. Dornestically, two

notable policy de* elopments include the enactment

oithe Special Economic Zones Act No. l5 of20l5,
and the launch of the industrial transtbrmation

programme. Special econonric zones are aimed at

attracting industrial investments through 6scal and

inkastructure incentives in designated geographical

areas. The industrial transformation Progranlme'
on the other hand, aims to address unemPloyment

through investments in labour-intensive sub-

sectors such as textiles, agro-processing and leather

in addition to providing a fiamework for [ast-

tracking flagship projects. The congruence betwcen

SDGs and Vision 2030 in industrialization agenda

and poverty reduction provides Kenya with an

opportunity to concurrently inplement the two

policies.

7.4.2 Recommendations

The following recommendation could be considered

tbr the manufacturing sector:

(i) Enhance policy efforts to lower the cost o[
production with regard to energy, credit and

industri,rl land. This is imPortant teciuse

electriciry tariffs ilre still high compared to

competitor counlries. Witll regard to JCcess to

industrial land. there is need for a framework

for stakeholder engagement, including county

llovernnrents, for identification and seanrless

transfer oIland for industrial development.

(ii) Diversifyexports destination fbrmanutictured

goods. Tlris is especially necessary because

the EAC markct acctrunts fbr 60.0 per cent of

Kenya's manufactured exports. With tJgandas

manufacturing sector on a rebound, and

with cheap imPorts fron China, tlris region,rl

market will continue to shrink.

(iii) Glven that the manufacturing sector is

highly dependent on intermediate inrports,

depreciation ot the shilling amPlifies the cost of
production. Enhanced policy efforts targeting

exchange ..tt: st.tl';lia rri 'r' is thereftrrc'

imperttive.
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(iv) Develop SEZ regulations ainred at attracting
investments and promoting technology
transfer. This is especLrlly critical as Kenya lacks

a national tbreign investrrrent or technology
transf'er policy.

(v) Finally, there is dso need to address

infbrmality in the manuficturing sector/ given

Endnotes
l. l,?lnuhcnlrint inrclE phylical or drenricel

tanctomEdoar c, raw rmtlrbls ifio ndv prpdoct.

2" OdEr componsrB of the lndu$rhl seclon are
construadon. mining snd gurrrylnt, The avlrag!
poribrtmnce Iehrrud to covers ths period 20lG
20 t.t.

Erploymrrt daa .rr ry.lhblc only 60r ol€nd.r Fr
JanerpDccanbcr.

,t, Quamlm index rerreab chrnge in qurndry of toods
nnnuhcurred.

the competition it poses to tirrmrl sector
enterprises. Thcre are also risks associated

with infonnal sector. Given that urost informal
enterprises operate outside the larv, they are

likely to relax st.rndards.rnd quality provisions,
herrce posing health and satety concerns, Some

of the approaches th.rt can be considered to
address inforrnality include reduction of the

cost of registration rnd operations.

3

5. Undf l$C R€r{sion,l code lS20dedncsReproducdoo
of rccordcd mcdh to ircluda ruprEdrcdon from
mastar coples of traflrophgna rEcord$ compoct dEcs

.nd apes wldl mu3lc or othcr sound r8cordlngri
rcprgducdon from rmstr coples ol records, cmprct
dls.s and trpos wtd| modon ptc'a1ru5 rnd odlcr vld€o
Bcordings; and rcproductiga frqm lmfiGr coplc! o{
rcftnrare and dra on dircs rnd apcs.

5. The Ptrsidcndrl Delh€r, Unit monilorr pro$Et orl
behrlf of the PresHcn
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Clurlltcr

Micro and Small Enterprises

8.1 lntroduction
'Ite Micro .rnd Srnall Enterprise (MSE) sector is

an importJnt source of goods and serviccs and

enrployment in Kenyr. In 1999 r,r,hen the last

courprehensive survey was conducted, the sector

accounted [or 2.-3 rnillitrn people, which rL'prcsents

over 50.0 per cent of the working population.

Although majority of MSEs in Ketrya operate

intbrm.rlly, there are over -1t,000 fbrrnal MSEs,

ernploying ovcr 42.0 pr:r cent of the working

population (KNBS, 20 1 2).

ln this analysis, MSEs are define.l as cnterprises,

u'hether fbrrnal or inftrrmal, which employ l -50

people.

8.2 CharacteristicsofEnterprises
in Kenya

Kenyr'.s business cnvironnlent is largely dualist in

rrilturr', wrth .r p(rrtror) operlting tirrnr.rlly (nttrdcrn

estiblishments) and others operating infbrnnlly.
lntbrnrality in this context ref-ers kr establishments

thJt do not have business registration ,rnd do not
n)ect other business st;rtutory obligations. Tlris

rlualist vicw ol Keny.r'.s business environtttsnt
rvas evi.lenced in the 1972 lnternational Labour

Organiz.rtion (lLO) ernplol,rnent mission to Kenya,

rvhich higlrliqhted the informal sector (lLO,2OO2).

The infbrnral sector enrerqes as a result of linrited

fbrmal yob opportunities, slow economic growth,

and high population growth (Chen et al., 2004). To

date, enrployment opportunities in the f<rrmal sector

hlve not nroved in tandem with market necds, rnd
thtrs the intorrn.rl st'etrrr has beert grou'inq.

ligurc 8.I: Emplotmenl in different segrnents irt
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Figure 8.1 shorvs that maiority of the rvorking

populrtion in Kenyr are engagecl in the infirrm.rl

sector. OI tlrose engaged in nrorlern establishments,
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.ll,(l per cent are in nlicro and small enterPrises.

Further, rnaiority o[ modern establi$hments in

Kenya are nricro or snrall in size'. About 75.0 pcr cent

ol all modern enterprises, for inst.rnce, are MSEs

(KrPPRA,20l4).

A large proportion of those employed within MSEs

operate in the service sector as shown in Figure 8.2.

The trend in employment among moclern lvISEs

shows an increase in most sectors, especially those

in services. Only one sector, agriculture and forestry,

experienced .r decline in employment tigures, while

real estate.rnd accommodation and t-ood services

re.nrrine.l Iareely unchanced over the periotl under

review.

MSF. start-ups otten tice challenges thJt limit thcir

growth, and in some instJnc!'s contribute to their

eventual closure. ln fict, 50.0 per cent of Il'[SEs irr

Kenya, .rs established in a study by Licdholn ( 2001 ),

closed within the lirst three years of operation. This

hirh mortality is also expressed in Sessional P.rper

No. 2 of 2005 on t)evelopment of Micro and Snrall

Enttrprises tirr Wealth and Enrploymc-nt Creation

lbr Poverty Reduction.

Figure l).4: Employmenl in tht inlonnal sector

Wholesale, retail trade, hotels and restaurants

Manufacturing

Community, social ard persond services

Others

Transport and communications

Constnrction

Dara eource KNBS (20l5al

8.3 lnformality within the Sector

lhe st'rvice scctor engJges a larlie proportion oI

the population opcrating irr the sector, as shown in

Figure 8.4.

It is interesting to note thit businesses oper.lting

ir.t wholesrle, retail, accomnrodation, foocl servicc

and motor vehicle rep.rir are' m.rinly eitlrer MSEs

or informrl enterprises. As much Js these sectors

present less trusiness entry ch.rllenges, they

experience survival clrallenges. A study by Liedholm
(2001 ), f'or inst.rnce, est.rblishes that ,10.0 per cent oI
MSEs operating in retail trade in Kenya are likely to

close within one ye.rr.

Despite the iniorm.rlity of MSEs in Kenya, a good

number have at least i business pernrit or license.'

County governrnents such as Nairobi County have

specilic Iiccnces directed to inforntalscctor traders.

--I
-
E
o a 64

Pcrroas 16 cn .gcd (mflltone)
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and tailorsL

Table l|.1: I;ees and churges lor inJonn scclor
oparators in Nairobi

Smallbusirress

infbrmal scctor
Ksh 200 per month

r nforrna ary a-rr".

constraint experienced by the formrl enterprises
sampled (World Banl, 20 l -l ).

There is evidence that informal sector workers
experience higher risks ofpoverty (ILO, 201 I ). The
infornral sector is further associated with poverty
or underground activiry and some previous policy
interventions have been airned at encouraging
formalization of such enterprises. lnterestingly,
countries with a large proportion of labour tbrce
in the infonnal sector are rlso the countries with
Iower income per capita nnd high rates of poverty.
Data from lLO reveals, for instance, that tie lowest
perccntage of informal enrployment is in European
countries (ILO,2012).

I g.l Formal MSEs

The Ir'lSEs operating formally are either registered
as a business narre, partnership or company.,The
Conrpanies Act No. I 7 of 20 I 5 was assented into law
in 201-S. The Act will be operarionalized in phases,

and application of certain sections of the law lras
already come into operation following publication
in the Kenya Gazette.r Strrting .3t', January 2016,
incorporation company documents will be on
the format prescribed in the 20l5 Companies Act
(Musau,20l6).

The government'-s efforts to enhance the use of
ICT in business registration has led to two key
developments, first of which is the recognition
electronic means, including electronic addresses,
electronic form, copy or documentation and
electroni.- signatures. Additionally, searching
and reserving business names is done real-time,
electronically either at Huduma Centres located
around the country, using the online E-Citizen
platfornr, or through a mobile phone service offered
by Safaricom Limited.( These are bound to lower
transaction costs especially for MSEs.

I r"h tso3oo-p...ontb
| (depending on level ofincome)
I r.r', -roo..loo p"r.n th 

- 
j

(depending on level of incomc)

L[&q.o..'ql, - I

Ksh 500 pcr nronth I

Infrr rllral c.rrpr'n ter

llewker (outside CBD

Hawkers

One hrwler c.ith IGh 7,00o eonudly
motor vehide

One hawkcr without Ksh -S,000:rnuually
ntotor vchiclc

Snall informd sectoi
tnder/service provider

Ksh 2,500 annually

Scmi-perm.lncnt
inlornul scator tridcr
up to 2persous

Ksh 3,S00 annually

Ot}ler informal sector Ksh 2,000 amually

Data sour(e Nariobr Crq Counly Frna..e A(t.20ll

Tlre enterprises operating informally face
challenges oi accessrng support intiJstructure, Js

well as participating in government procurement
opportunities. Such enterprises, by the fact they
.rre intbrnr.rl, are under no obligation to meet
the regulations for working conditions, product
stanclards, etc. They lre faced with high levels of
risk, disadvantages and uncertainry largeli, dus to
the limited social and investor protection provisions
lbr suclr etrterprises. Informal enterprises, however,
have a slight advantrge when compared to fbrrn.rl
enterprises, given tlre relativc ease of entry and
lower cost of compliance.t This creates nn uneven
playing 6eld for formalized contpetitors. Electronic
conlmerce has encouraged the establishment of
online shopping platlbnns such as OLX, Jurnia and
Rupu. Given that sellers do not necessarily need
to be ftrrmal enterprises, individuals operating
informally can easily access this rrarket place. The
Kenya 201 .1 Enterprise Survey identifies practices of
thr' inform.rl sector ls the top business environment
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8.5 MSE Associations

According to the Micro and Small Enterprises

Act 2012, thr' ReBistrar of MSEs is responsible tbr

registering and regulating MSE associations. The

Registrar is not yet in oPeration; however, in 10[-S,

the position of Registrar of MSEs was advertised.

Registered MSE associ.rtions irre to maintain a

register of all members, which is to be maintained

with the Registrar. There are a number of MSE

associations in operation in the country, which offer

members a number of services while also providing

a coordinated .rpproach within which to lobby the

government ancl obtain relevirnt services. These

associations have, however, not been regulated

before and have been subiect to claims of fraud

antl ineffective representation. The Act, through

tlre Registrar, introduces a number of governance

mechanisms aimed at Promoting eflciency and

transparency. The law provides penalties frrr tailure

to comply, and turther emPowers the Registrar to

conduct investigrtions or oPeration ofany registered

association.

8.6 Accessing Finance

Most MSEs face the challenge of irccessinll linance

because they operate intbrmally, lack business

registration, and maiority do not keep proper

records and often facc the challenge o[ lirnited

collateral.n They often lice the challenge of raising

c,rpital, otten resulting to use of own sivings or

borrowing on taking a personal loan from a bank.

There is no separation between the business owner

and the business, and therefore all obligations,

liabilities and risks attached to the business are born

by the business owner. Banks arc often hesitant to

offer cretiit ticilities other than personal loans to

such entities. Sonre banks view tlre sector as risl(y,

as most banks lack appropriate risk appraisal and

management tools (FSD, 2015).

The government has introduced

initiatives over the years rimed

access to 6nance, which include

a nurrrber of
at enhancing
the devolved

funds (Women Enterprise Fund, Youth Enterprise

Development Fund arrd Uwezo Funcl). There have

also been regulatory refornrs with en.rctment o[

the Micro-Finance Act No. 19 of 2006 and the

SACCO Societies Act No. l'+ of 2008, which

introduced e$ective supervision and regulatory

framework to enhance strbility and sustiinability

of relevant lending institutions, hence expanding

opportunities for MSEs. This has resulted in growth

in micro 6n.rncing solutions through micro 6nance

institutions and SACCOS in the country. Further,

a nunrber of conrmercial hanks have introducecl

products targeting small entcrprises. The unique'

characteristics of MSEs, however, as noted

earlier renrler thcnr risky to financial institutions.

Access to credit, theretbre, remains a challenge'

Furthermore, the cost ofcrerlit is disproPortionately

higher fbr MSEs. The averlge annual interest fbr

microenterprises is 20.6 per cent, while that for

small enterprises is l8.S per cettt and for medium

and large enterprises !7.4 Per cent and 15.-3 per

cent, respectively (FSD, 201 5).

Alternntive credit solutior:s that would cater to

MSEs should be endorsed by the government.

Some of the ones thit should be prioritized include

credit gurrantee tunds to ol]-er lending to start-uPs,

and invoice discounting to ProYide MSEs with

relevant resources in times ofcash flow shortfalls. In

India, thc government has a credit guarantee fttnd

that provides collateral-free credit to MSES.- Thc

UK and the US also have a stnilar fund known as

Enterprise Finance (iuarantee antl Snrall Business

Administration Gutrantec Scheme, respectively,

which ofiers loan gurrantees to SMEs (Department

for Business, lnnovrtion and Skills, 2013; FSD,

2008). Guarantee schenres are of great benefit

to N{SEs who lack collateral and MSEs that lack

historical business 6nancial data.
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8.7 Public Procurement
Preferences for local MSEs

The public procurement preference and
preservation established in the Public procurenrent

and Disposal Act (2005) (Cap 4t2C) and the
Pret'erence and Reservations Regulations provide
MSEs with improved access to government tenders
and contracts. However, a good proportion of
these 6rms face financial challenges, which are
compouncled by slow or delayed payments fiom
the procuring entiry This disproportionately rffects
MSE'.s capitil base (KIPPRA, 2006).

8.8 The Challenge of Corruption

According to the Kenya 2013 Enterprise Surve1.,

corruption is the second top constraint ficed by
the sector. Corruption, which occurs in both the
ptrblic rnd private sector, lras the effect ofincreasing
the cost of doing business, while also distorting
conventional competitive firrces (World Bank,
2013). Public procurement is vulncrable to fraud
and corruption, which then has tlre effect ofinfl.rting
the cost of goods and services by up to 20 per cent
(EACC,20l5). To address corruption in the public
procurement system, the governrncnt has sought to
enforce a business code of ethics. As noted earlier,
public procurement preterence and rtservations
is accorderl to MSEs, specifically micro and srnall
enterprises owned by youth, women and persons
with disabilities. The Public procurement Oversight
Authority (PPOA) is mandated by the public and
l)rocurement and Disposal Act 2005 to ensure
that all procurcment and disposirl is conrlucted in
accordance witlr the established code o[ ethics.
The code ofethics, which applies to all government
suppliers large and small, aims to ensure that
suppliers comply with relevant statutes and statutory
requirements. The code ofethics specilically tbrbids
corruption (PPOA, nd). In November 201S, the
President directed that all companies seeking to do
business with the goyernment be required to sign
a code of ethics. This moye is aimed at curtailing
corruption in the public sector.

8.9 Conclusion and
Recommendations

8.9.1 Conclusion

As notecl earlier, the MSE sector though growing is
faced with challenges that limit the productivity of
enterprises. These challenges include infcrrmality
within the sector, limited access to credit, and
inefliciency. The sector is rlso not able to Jccess other
business support services, including technology and
infrastructure, which further afl'ects the productivity
ofenterprises.

8.2 Recommendations

The government should consider innovative
mechanislrrs to supporting MSEs in accessing
6nance, particularl)' govenlntent-supported invoice
discounting and credit guarantees targeting MSEs
based on a certain criteria. MSEs providing goods
and/or scrvices to public entities offer a good
opportunity ior potential target group.

Informaliry especially amongst certain service
provirlers, is a key challenge in Kenya. MSEs
operxting informally are unable to access certain
services, especially 6nancial services. Given
that business registration and tax compliance
is a requirement for beneficiaries of the public
procurement preference and preseryation,
infbrmal sector players do not bene6t. Addressing
constraints associated with formalizing a business
should theretbre tbrm a policy priority. The
governrnr'nt should, therefbre, facilitate the
transition of enterprises from infbrnral to tbrmal
sectors. This requires a review of the regulatory
environment with the aim of identifying the laws
and requirements th.lt discourage tbrmalization, and
subsequent introduction of I comprehensive multi-
agency coordinated approach aimed at promoting
tbrmality in business; enhancing social employment
and investor protection; ald ensuring compliance
or confbrmity to statutory rnd regulatory
requirements.
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The Huduma Centres should I.,e enhanced and

tacilitaterl to host all relevant business service

providers. A one-stop-shop I'here MSEs can cirry
out Jl relevant business licensing rnd registration in

a single location would enhance eticiency lnd lower

trirnsaction costs. Simplification of procedures is

rnother critical policy consideration to atldress any

unnecessary bureaucracies.

The Bovernnrent should hasterr the

operationalization of the office of Registrar o[
MSES, which will have a significant role to play in

initiirting rcgistrition of MSEs. Through relevlnt

Iegulations, the Registrar can intro.luce.r number

of self:governauce nrechanistns to enhance social,

employment and investnrent Protectiotr for MSEs.

Additionally, strategies and policies should be

introduced to ofler incentives to registerecl MSE

associations to L'ncourage formaliz,rtion, fbr

instance by ofl'erin11 tax exenrPtions to certain

segments of MSEs. Moreover, the inrportance of

MSE associations in enhancing collective approrclr

to public tenders, in o{l'ering training oPportunities

to rnenrbers, lnd in enh.rncing access to inf'ormatiot)

cannot be ovcrlooked.

The governnrent s ellorts to conrbat corruption

should be enhlnce.l by adopting transParent and

elficient procedures and systems that lre devoid o[

rent seeking opportunities. This is especially critical

in business registration and support structures that

address micro and surall enterprises.

FinJly, accurate and current d.rta is critical in policy

and stntegy fbrnrulation .rnd implerrtentation, thus

bringing out the need for a natiotr:rl surve'y of micro

and small enteryrrises.

Endnotes
'1. Accodlng to a study by KIPPRA and Ernett and

Young (2mB), 85 per cent of fitms sampl€d had the

Slngh Buslness Permit, lrhlch r,vas a rcquilernent

then at pmrrlfu in the Lo€l Gorremment Act (nol

rep€al€d), Buslnesres are now rcquired to obtain

relevant licence fiom counties as enablish€d ry
respe(tive Coun9 finance Acts

2. lnbrmal s€ctol busln€ss€s avold paying taxes,

regisratbn, lkensing and a]e ofun not compllant

with gtatutory hbou and quality r€qulrements.

3. tu prorided in the Reqisttatlon of Buslness Names
(cap 499), Llmlted Liability Partnership Act l'lo. 42 of
20 1 I (Gp 30A), Partn€rshtps Act No. I 6 of 201 5, and

Companles Act tto. 'l 7 of 201 5'

4. Parts 1 to 14 Part 23, Part 3l & 32. Part 38, Part'm,

Pan 42 abd the First, S€cond and Sixth Sdledul€s

came into op€ratlon on 66 Novemb€r 2015 throuqh

LegBl Notice Na 232 of I3 Novembet 20'l5' D€tails

are available at http//wwwattorney{en€ral.9.ke/
irdex.php/companys{-ar'

5. The Mhken platfom is a\ailable at ht9sy' .vww.

edtlzen.go,key'; rhe mobile phone service ls accessed

by dialling'2711

6. A nudy conducr€d by KIPPM in 2015 rcvealed that

the rnajor reasons llmfting MSEs from acce$ing

s€dh in f.eoya lnclud€ insufficient collateral, poor

hrslness Ecordt busln6s infotmallty, high interen

ntes rnd lack of lnformstion on business credit

Similar challenges wse identified ln the Flnanclal

Sector Deep€ning SttdY (201 5).

7. More lnbmation avalhble at ht$y'/$,rr'^t dcrnsme

9 Jn/s6€'rner5ccrguam'htm
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Trade and Foret nPo Ii

9. I lntroduction

The domestic retail and wholesale trade sector has

been evolving, with greater concentration ofErms as

well as developments in electronic commerce, thus
making Kenya a regional business hub. However,
there is need to strengthen and rationalize the
regul.rtory framework, taking into account the
roles of the national ant.l county governments to
increase the sector'.s contribution to CDP and
wage employment. The expansion of trade requires
improvemena of the commercial environment by
addressing domestic constraints to international
business development through trade lacilitation
projects, which would facilitate regional production
sharing and diversification into new export lines
amidst declining tran$portation costs.

This :hapter reviews Kenyat perfbrmance in trade
;nd fbreign policy. ln particular, it focuses on the
perft,"mance of domestic trade in relation to GDP
and vage c nployment, participation in regional
economic integration as well as performance in
regional and irrternational trade. The final section
reviews Kenyai performance in foreign policy.

9,2 DomesticTrade

9.2.1 Eyolution of domestic trade
Domestic trade encompasses retail, wholesale,
distribution and franchise trade. Jlre bulk of retail
enterprises consist of single shops operated as sole
proprietorships. Besides, a large prrt of the sector
is engaged in food retailing. Other important sales

categories are textiles, clothing and tbotwear,
household equipment and motor trade.

The domestic trade sector has evolved significantly,
with lirms becoming more concentrated over
the last few decades. This is manifested in closer
Iinkages between manufacturers, wholesalers
and retailers. Traditional basic shops selling basic
products are facing stiff competition from larger
chain stores, supermarkets, exhibition centres
and shopping malls. Besides, there is a general
reduction in the role of traditional wholesalers,
with firms integrating to provide a wider variety o[
supply chain f'ronr manufacturer to retailer. This is
reflected in retail outlets such as Nakumatt, Tusky.s,

Uchumi and Naivas, which provide space for
manufactures in their outlets, and oFering a nryriad
ofgoods including fruits, vegetables, clothing, fbod
items, manufictured goods, etc. The latter have

spread their operations in several urlran centres
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in vrrious counties. The emergence of shtrppinu

nrrlls.rnd c()mplcxes, which provi.le.r wide rlnge

of pror,lucts .rnd serviccs, inclutlinu packinu sp.tccs,

also .rttr.rct nr.rny indivitluals rnd fanrily trnits rvithin

sinlile precincts. Irinally, thc devclopment of new

technologies in c'lcctronic cQlnll)erce h.rs seen the

enrergence of online vendinq plnttbrms suclt as tlre

Ol,X, which provide pl;rtfornrs fbr selling.rnd,/or

buying of all kinds ol merchandise. ln .r rePort by

New York Stock Exch.rnge rcselrch firm Nielsen,

Kenyl lvas rlnked second in tcrrrs ol thc .lcgree of
nrt,dernization of its retail services, bchind South

Afiicr, in r survey t,rrgcting five Sub-S.rharan

econonries (Nielscn, 20 l -s ).

9.2.2 Performance of Domestic Trade

Stirtistics on the pertirrmltrce oI domestic tracle

.rrc generally scarce, mainly due to intirrrnality

.rssoclrted with nrany trJns.Ictions antl the

reluctance of tnany players to enter thc tax bracket.

Hr'rwever, according to KNIIS (2015i), the secbrl\

contriLrution to (iDP declrned in the 6rst tllrec

quarters r.lurine the year 2014. It contributed 9.7

per cent in the lirst qr"r.rrter, r.leclining to S.-l Per cetrt

in the third and incrersing Lry 2.6 per ccnt to 7.9 per

cent in the firurth. The sectorls ctrntribution to GI)P

in tl.rc first tluarter o[ 2015, howe'ver, stirted at il

lou.er level of 6.7 per cent in complrison to the lirst

quartt'r of20l{. Jcclrning hy 1.2 per ccnt trr 5..5 per

ccnt in thc seconci qu.rrter, then finally increasing

to 6.,5 per cent in the third quartcr of 201-i. Overall,

the sector ilnnu.rl cortribution to (iDP ,'leclinecl

by 0..i per cent from 8.0 per cent in 2014 to 7.-S Per

cent in 20I5. This trend is ittributed to decrt'ase in

consumption of wlrolesale rnd ret.rilproducts in tlre

lirst two quilrters o[the yenr, as opposr'd to the third

.rnd fourtl.r quartcr where consumPti(Jn increases.

11re changc in consumPtion is m.rinly due to

scast',nal ch,rnses and t-estivities, especially building

in the nlonths o[ Decemher. Figtrre 9.1 shows the

quarterly contribLttion of rvholesale and ret.ril tr.r.le

to Gl)P in the year 201 '1 and the lirst three quarters

oi 201.i.

Figure 9.I: Qyarlerly contribulion ol wholcstk

rctail seclor to GDP

'J

IJ
E,,
I

l!
l0

3

5

I

I

Sourte (N85 (2016) - 
tola

- 
toll

In terms of wage employrncnt generltion, tlte

sector'.s contributiott has lreen itrcrc.rsing trver the

years (FigLrre 9.2). ln thc yr'ar 2010, the sc'ctor

corrtributetl 8.96 per cent ofthe couutq''s totalwage

c-mploynrent. This increascrl to 9.-11 per cent in 2013

.rnd remained so in 201-5. The Sm.rll and Me.lium

scale' Enterprises (SlvlEs) hrve also contributed

gre.rtly t(', the growth, given th.rt tlrey constitute

the lilrgest nunrber of pllyers in the ret:ril sector.

The irnproved Perfi)rrlllnce of thc sc'ctor is nrainly

rttributetl to its evolution. The sector w.rs initirlly
characterized by relatively low t'rqes, and employinll

r large nutnhcr ol relatively low-rkilleci workers.

Howcver, ch.rnges in consumcr pref'erences .rrrd

technoloqy, reflected in the incrersed sophistic.rtion

oI products, is creating .r move towartls higlter

quality .rnd he'nce incre.rsed Jerr.rnd tbr highcr-

skillcd torkers.

Figure 9,2: Woge enploynrcnt ge netation itr

wholesale und retuil sector
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9.2.3 Domestic business environment
Following the cnactment of a new Constitution
in 2010, county governments have been vested
with greater roles in the regulation o[ domcstic
business rctivities. ln addition, the Finance Acts
prepared by virious county governments provide
for ennctment of r;rtes f-or business licences, levies
and charges for various types of businesses within
the counties. Besides, there are instances where
there is multiplicity of licences, especially for 6nrrs
th.rt operate in more thln one county. However, no
mechanisms have been put in pllce to ration. ize the
regulation o[ the $ector between the two levels of
governnlent, as well as across one county to iDother_

A survey on business levies and other chlrges across
various counties conducted by KIppRA in 2015
established that marry county qovernments have
either introduced new clrarges or increased the rates
ofexisting ones, thereby increasirrg the cost ol doing
business. Subsequcntly, private sector lobby groups
including the Kenya Association of Manutlcturers,
Kenya Private Sector Alliance (KEPSA) and Kenyl
National Chrmber of Commerce and [ndustry
have raised concerns about multiple p.ryments
of some charges, e.g. the single business perntits,
advertisement fees .rnd bus park charges. Other
charges also contravene or go against comnlitnlents
nrade by the national government in regional
trading blocs. For example, the Mombasa County
Governntent has proposed introduction of an
lmport Inspection t-ee and r 20 dollar per tonne on
all cargo entering the Port of Morrbasa, ignorine the
fact that the Port o[ Monrl.rasa is n national proicct
,rnd that its operations haye regional implications in
the Eastern and Great Llkes region.

9.3 Regional Economic tntegration
andTrade

Regronal economic integration initiatives have
potential to spur economic growth and development

through expansion of markets fbr inputs and
Iinished products, increasing elfi ciency in .rlloc.rtion
of resources, rnd Iocking trrde refbrms to promote
long term investments. Kenya has continued to
activety participate in regional econornic integration
initiatives, namely the East Africa Community
(EAC), the Common Market fcrr Eastern and
Sourhern Aftici (CoMESA), the EAC-COMESA_
SADC Tripartite Free Trade Area (TpFTA), the
EAC-EU Econornic Partnership Agreement, the
Inter-Governmental Authority on Development
(IGAD), as well as the African Union.

9.3. I East African Community
The EAC has a combined population of t 4-S.5 million
peoplc and GDP ol US$ 147.-5 billion and provides
many opportunities for trade .rnd investment.
Kenya is the region'.s largest economy and hub fcrr
regional trade, tinance ancl manufacturing. Having
implemented the Custons Union in 2005 and the
Common Market protocol in 2010, the EAC Heads
of State signed the protocol on the establishment
of the East Aliican Monetary Union (EAMU) on
30'r' November 2013 (EAC,20l-3). The latter is
the third level o[ integr.ltion envisaged by the EAC
teaty, and a nlacro conyergence criterion to be met
by each country prior to entry irto the ntonetary
union has been put in place. Full implementation
of the convergcnce criteria follows three phases of
implementation: first phase (2007-2010), second
phase (2011-2015), and third phase which was
revised in 20 t3 and to be achieved rvithin a period
o[ eight years (2016,18) (Centrrl Bank of Kenya,
20 r 5).

According to Article (6) of the EAC Monetary
Union Pn:tocol, the convergence criteria that each
of the EAC countries must .rchieve .rre the fbllowing
rnacroeconomic status: (a) averlge annual inllation
of not more than 8 per cent; (b) fiscal deficit,
including grants of no more than 3 per cent of
GDP; (c) gross public debt of no more than 50 per
cent of GDP in Net Present Value tenns; and (d)
maintenance ofotEcial foreign reserves at 4.5 months
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of imports (EAC,20l3). Kenya hes so fiar met most

ofthe targets. However, there are concerns fbllowing

widening current account dedcit and growing public

debt. According to the Central Bank of Kenya

(20l-5), the curr€nt iccount delicit increased fiom

US$ -4,888.2 to US$ -6,131.8 during the 2013/14

and 2014/15 financial years, respectively or a 25.4

per cent reduction. This was largely attributed to the

sluggish external demand tbr e.xports. Besides, total

public debt as a Percentage o[ GDP increased t'rom

44.3 per cent to 52.8 per cent during the 2013/14

and 2015 6scal years, resPectively, rnainly due to

reduced revenue and higher expenditure on lorrg

term proiects.

According to !(NBS (2016), Kenya has continued

to maintain a surplus trade balance in total intra-

EAC trade. The trade surplus increased marginally

from Ksh 840 millions in 2014 to Ksh 984 millions

in 2015. Total exports to the EAC region marginally

increased from Ksh 125.8 billion to Ksh 126.8

billion hetween 2014 and 2015, mainly due to

the increase in the share of exports to Uganda as

indicated in Figure 9.3, which grew by 12.8 Per cent

(KNBS, 20 r 6).

Figure 9.3: Percentage sharcs oJ Kenyo's exqorts,o

EAC region

m.

export products to Uganda were cement, flat rolled

products of iron, lubricants, medicaments, steeland

salt (KNBS,20l6). Domestic exports to Uganda

increased by 12.8 per cent from Ksh 60.8 billion in

2014 to Ksh 68.6 billion in 201-5.

Kenyat imports from EAC Partner states increased

by 9.7 per cent to Ksh 40.2 billion in 2015 trom

Ksh 36.7 billion in 2014 (KNBS,20l6). -Ihe main

imports were tobacco, raw cane sugar and un-milled

maize. f)uring the review period, imports fiom all

the partner states increased, except for Tanzania

whose exports to Kenya increased as shown in

Figure 9.4.

Figure 9.4: Percenlage share of Kenyob inports

fom EAC parlner slotes
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In 2015, Uganda was the leading destination for

Kenya's domestic exports, accounting for 54.I per

cent of total exports to the EAC region followed

by Tanzania at 26.6 per cent (Figure 9.3). "Ihe main

E rorr l]orr I I dr{l

Successful implementation of EAC monetiry union

is expected to yield several econonlic and social

benelits, including Promotion of trade through the

enhancement ofthe Payments system for goods and

services in the region; creation of a larger regional

market; broadening oi business rnd trade-related

income-earning opPortunities for the sub-region;

and promotion of competitiveness and elficiency

in production, Ieading to increased Gross Domestic

Product (GDP).

Trade Facilitation under the EAC
tntegration Framework

So [ar, a number of regional trade reform lneitsures

have significantly reducecl time arrd transaction
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costs, increased the volurne of trarjed inlports tnd
elPorts, anJ rrrrprove.l thr, contPetitivencss oflo.rl
hrrns involved in production.lnd cross-horder tr.r.le.
Sonre ofthe spc,cific initiatives include:

I ) Lnprovement of tlre port of Mombasa lnd tlre
one-skrp bt.rrder post l.rcilities: The port servcs
the hinterlands ancl Ianrl-locked nerghbouring
countries includint Ugan.ia, Rwand.r, Burundi
Eastern DRC and South Sud.rn. As a result,
the volume o[ clrgo .rt the l,ort oI Mombasa
hrs gnrwn ste.rJily. Sinril.rrly, trrtlic along the
Northern Corridor hls grorvn steJrltly ()vcr
thc l.rst tbur yelrs, rvith nr()rc groh.th secn in
imports as tlrc region contlnues to inrport
rnore qoocls than tt cxports. Frgures 9.5.rrrd 9.6
illustrJte the itrrp()rt, cxp()rt.rrrd transrt trallic
through tlrc port ol Momhrsa tirr 111" u".r.*
2009 to 20t4.

iz:{:ANrofl 
hem co,.rdo r.annr a.d Transpon coo.drnanon Aurhorny

Figure 9.6: Ktnt,utr crports/tr.,,,sit eJ;ports ri.t
Port ol ltlon rr,sn 2OO9_20tl

!
o
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ll Tnfftrimpoft ll Kcapn impors
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Figurcg-.5: Kenyan i,nporl /, tt nr$it itnlrtrrts eitr
Port oJ lllontbtsa, 2OOg-20t1

Development of the nortl
corridor: rlris rinks the land ;:[r::TI]',Ji
of Ugand;r, Rwanda and Burundi with Kenya,-s
milritime' port ol Mombasa_ Snnillrly, the
Northern Corriclor serves the E.rstern part of
the. Dernocratic Republic of Congo, Southern
Sudan and Northern T;nzani.r. Thus. the
Nrrrthern Corridor infr.rstru(t[rrc connects
all the five countries of the East African
Community and heyond. The Northern
Corri Jor Tr.rnrit lnd Tr.tn sport L,oorrlinltion
Autlrorrty (NCTICA ) h.rs- untlcrtrkcn vrrious
lrleisures ainted at f;cilitating smooth florv of
cargo ancl thr: moventent ofvc,hicles along the
Corridor. Signilicant achievements include
sintplification ol port clearance procedures. A
Conrparative Transport Cost and pertbrmlncc,
Study released irr June 2t)Ij hy thc NCTfCA
reveal..tl that tht, crrrnbineLi ctl.ects of tlrc
initiitivqi taken at the highest political level
since October 2013 hrs led to very real
reductiors in time fiom tlrc arrival of cargo
through delivery to final inlanrl destinatioris,
the dircct_cost of tr.rnsportation along the
Northern Corridor,.rnd the indirect or hidden
cost of traflsp()rt arising tir.rnr trJnstt delJys.
Thc initi.rtives unclcrt.rk(,n so [.rr t(r rmprove thc
perfbrrnlnce ol.the Corridor ancl consequently
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to tnake imPxct on the transPortation cost

include:

Establishnrent of thc Single Customs Territory

(tCf), *t t.tt encotrPnsses three pillars: free

circulation o[ goods; revenue minagenlent

."r,.rn, ,nJ legal an..l institution'rl tiamework'

llre lrun.h,ng t'f the SCT has reduccJ time tor

a,rd cost of ciear,rnce of carglo' Under the SCT'

multiple security bonds and n.rultiPle customs

declarations are not requiretl' According to

the Rwanda Revenue Authoriry the time

i.r, .l.nr"n." ol cargo destined tor Kigali

h,rs clropped tiom 2l to six days since the

launchinj ot the SCT in 20l4 Besides' the cost

of .l"".ilg a container destirred for Rwanda

i.opp"a fionl US$ 4'990 to US$ 3'387 while

it'," .'"rl" .r,go destined t'or Kampala dropped

to US$ I ,731 tiorn US$ 3'375 '

Elimination of differences in Customs lirws and

instruments;

Interflcing of Customs systelns across the

region;
, Replrc"m"nt of multiple eustoms by ioint

verilication;

' Reduction of road, police atrd Customs

roadblocks along the tnnsport corridor;

. lntroduction of high speed weigh-in-motion

svstern,.rnd

. ile,luctlon ofcorlgestion it the Port and border

Posts.

Subsequcntly' the aver'rge .'lwell tirne tor carg<t

t.ua"-if,l" pnrt l'"' bcen substantr'rlly reJuced

over the prst frve years For instance' transit time

b"*""r, ,i," po* gtte and Malaba stands at 3'4 days'

.".rp*"a to l2 d;ys in 2008 for most transit traftrc

Jub.

(NCTICA, 2015) ln rddition' the trl'rsPortrtron

logistics cost has redtrced 'rs shown in T'rble 9 l '

3) The establishment of the EAC time bound

orouralrme on climirlJtion trf Non-Tariff

brrii"r, tNfgsl This ts a;oint initiative by

various stakeholtlers to efliciently resolve

,nn"a.rr",y cross-border tra..le barriers ind

drrpr*, ", they arise' During the l5'r' EAC

."nionrl [o,ut on elimirr'rtion o[ NTBs that

rn,iI; t.tr.t tionr 15-27 Septenrber 2()14 in

Arusha, Tanzrnia the following NTBs were

rePorted as resolved:

Ir) A requirement that cigarettes r'xPorted to

Uganda mr,rst have'l loc;rl materir I content of

thirobi

l,-100 6,500 l,_100

1,045

75.0 Per cent;

/hl Thc construction of verilicrtion slreds rnd
' ' 

p"rking y.rrds at border Posts' which were

initiallY lacking;

(c) Ch.rrging oi full 'luty 
on rlunrinittnr products

'-' t" t"^c.r,ty remissiou schemc prttduced ttr

Kenya and exPorted to Uganda;

i.l) tntroduttion oia lery of I S pe r cent tbr r'rilway

Jeu.lupm"nt in Kenya for imports destined to

KenYa;

(e) Stoppage of imposition ofa 25'0 Per cent duty
'-' 

on nt.otp'oducts fronr Kenya in Burundi;

Stoppage o[irnposition of 2-5 0 per cent duty of

plastics from KenYa in Tanzania;

Removal of US$ 500 chrrges for all trucks

registered in Buruncli when they ferry cargo

through Tanzania;

(f)

(g)

Table 9.1: Trends in ttansPort costsJrom Mombasa (US$) ol TEU olongthe northern corridor

Goma

201I

Chingc (c')

8,000 9,500

26,19

9,800

.23

Soulce:N(TTCA (2015). a(.€rted from hl1p,/wwwtt(an( ot9/do(umenl t php on 14th O(tob€r 20r 5

)
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(h) Stoppage ol 2-i.0 per cc.nt of consignment rrf
I(wi shoe polish of SC-fohnson and Son Kenr,.r
Ltd rt Nam.rnga border rvhile .on.,p.,ny h".1
Lrecn de-g.tzzettecl front EAC f)uty Rentissio.
scheme-

Major concerns and challenges
Thc nrain ehallcngcs ficrng lhc EAC Interr.rti()l
relJtc. hi inefIl,ctive rmplt.rner)t Jtion ot. .rlre.r.l1
signed protocols, inciucling the, Custonrs LInion
and C'ommon Mlrket protocols. Specilic challcnges
include:

lrloc tol.arcls the Africilu Ecorron:ic Conrmunity.
With a population of rbout 4tt0 n1illlel ,n.1
combined GDp of over US$ 520 billion, COMESA
proviries an opportunit), to gener.rt€, self.-sustaining
r.conontic growth through trade and investment.

Kcnya has maintairred a positive trirrle lralance rvith
its CC)IUESA partners in tire last f:ive years.rr shorvn
in Figure 9.7. According b KNUS (201-Si). trr.i.,
hal.rncc irnproverl l'). .13. I t, per eent in l0l I lretbrc
Jcclinins L,y 9.-i6 fcr cent Jrrd -.6- per eer)t il l0l l
.rntl l0Il, rt'spcetir.cly. Howevcr, Jn irnprov(,nterrt
ef .1.!9 pg1 cg111 rvis re.rlizcci in 201.1 dus tc.r, .rtrrong
oth('r t.l(tors. ..ln rncrc.lsc irr exf ()rts trr COM E\A
b1 .1.85 1,e1 isnl in l() l-{ .rnJ thc depre..lrtrtrn oI thr,
shilling;rgrinst the US dollar.

(i) Advancing full intplcnrentation Custonrs
Union and Common M.rrket protocols;

(ii ) Persistencc' .rntl evotutitrn of non-t.rrifl barriers.
The status ol NTBs in
firllorvs,

March 20l-S w.rs as Figrrre 9.7: Kurya,s olerall tr.t.le balartce il
CO|ttES.t in ( Ksh billions)

. Eightec'n ( | g ) N.f tls wcre unrtsolvc.i;

. Four (4) NTlls were reportetl as new; ancl

. EiEhty thrce (lt-t) N.I'Bs rvere reported
rr-solved cunrulativell,.

(iii) Economic disparity of thc plrtner States and
possibility of sorne countrics being more
c'lo nr i n.r n t.

(iv) Disparity in cduc.rtiorr .urd skills/r,nterprise
dcvelopnrent , tiee movt,rrrent oilabour.

(u) L.rnd issues, {iven tht, varl,inq p.pulation/
Iand ratios and the right of est.rblishnrent.

of sovereignty lnd politic.rl power
v.lrious gotcrn.lncr, levels un,ler

ln 201 -i, tr.rde lr.rlancc improved by onl;, l.-32 per
.ent nrlrnll trccltrse rrrrpcrrts tlc,w nrrrre r.rPitlly
,,,.1t. 

:.*It:1,' hl C()tUESA. Spccrfitrlty, exports
to COMESA increasctl by -5.-3j pcr cent, wlrereas
intports fronr thc regirrn increasecl by I I.2_l pcr ccnt.

Ovc'r.rll, Kc'n1,als exports to COMESA declined
steadily bc'twecn 20ll ancl 201-l .rs indic;rtcd in
Figure 9.8. Horyt,vcr, exports to thc region incrc.rse.l
b), -1.99 per cent rnd 1.,12 per ce,nt in 2014 and 201,5,
respectivell'. Inpo115, 111.1 thc other hanLl, have lreen
increlsing nrargin.rlly since 1010, rvith a reduction
being realizccl only in 201-1. The reduction in export
performancc. is rttribute,rJ to rising cornpetition fiorn
inrports from Chinl and lndia, as well as incrclsed

J
I ilil ilililil

:'tl :0t1

5our.c (N85l70l5at

(vi) Loss

Jt
dr.centralizrtion

(vii) Issues related to ssc11.i1r, rnd rnigrition, given
ease ofmoventent ofpeople across borders.

9.3.2 Common Market for Eastern and
Southern Africa

Ir.errya w'as ,rmon{ the fbunder nremlrc,rs of
COMESA, rvhich wls establishctl rn l gtt I under the
Afiican Unionls Lagos plan of Action as a [ruilding

)
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production of various merchandise in COMESA Figure 9.9: Maior exPort destindlions in COMESA

by Kenyo (zot+)

Kenya's exports to COMESA are still dominated

by agricultural and low-techrrology manufactured

oroduatt. The maior exPorts include tea' cement'

aigrr"tt., lnd beer, as well as steel and iron

p.'o,lu.,r. The main imports from the region

irr.lu.le nranufactured tobacco' paper/p'rper

boards, and chemicals This shows that Kenya

exDorts products that are also produced in other

CbMESA countries. Therefore, diversifying exports

by introducing new products in which Kenya has a

comparatit e advantage is necessary to imProYe its

exoort performa,rce in COMESA The m'rin export

d.rtin"ilon for Kenya's products in COMESA in

2015 was Uganda, which accounted for 380 per

cent o[ the value of exports rs indicated in Figure

9.9. This was followed by Congo DR at 120 per

cent, EgyPt at 11.0 per cent and South Sudan at l0'0

per cent'

Figure 9,8t Exports anil imporfs ir COMESA

(Ksh billions)

E8iypt was the main source of Kenya's imPorts in-

z6'ii, 
"..ou.,ti.,g 

for 38'0 per cent of the value of

imports as indicated in Figure 9-10' Other maior

,o.rr.", of imports included Uganda at 330 per

cent, Swazilantl rt 1 1.0 per cent and Zambia at 6 0

per cent.

Figwe 9,10: Iiaior sourccs o! itrrpot's ir COMESA

bv Kenyu (zot +)

countfles.

Source' XN85 (2015a1

Sour.e KNBs r2016)

I
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Constraints and Challenges

The. key challenge ticing COMESA intcgration
is the slorv pace of implcment,rtion by nrenrber
States. So far, only 14 out of l9 member States
have acceded to the FTA level since 2000, and the
others hrve adoptcd a wait-and-see .rttitudel The
other challenge is thc, multiple rlemberships of
rnember States to more tlran one regional economic
bloc. Such il scenario.rdds to the burrlen in tentrs
of contributions by member States. If the various
trade instrutrrent$ and programrnes lre not carefully
rationirlized, it leads to monitoring and coordination
challenges. In addition, there is the emerging issue
of how to deal rvith the new corporate dl,n,rntics in
whiclr internation.rl lirms tbrm strategic alliances
to exploit economies of scale or: synergy, take
advantage of rlifferences in qontparative advantage,
spread the risks of l.righ lired costs, rnd gain .rccJss
to new technologies .rnd new mlrkets. These
developments point to i tirndament;rl shift in the
h'J)' competition and cooperJtion anrong regional
6rnrs should be viewed-

Besides, COMESA countries face the ch.rllenre of
how to beconte rnore involvecl in .lecisi,rn-,nak.ing
at the IVTO and the irnplicltions of irnplementin!
existing 1VTO rules .rnd reg.rlations on the

€'conomies of the region. In this regard, COMESA
needs to ensure firll preparedness and .rdequate
technical negotirtion antl irnplementation cipacity
among menrber States and also ftrrge and maintain a
conrnron stand during negotiations.

9.4 lnternationalTrade

Kenyai econonry is widely integrated rvith the global
economies as a result of liberaliz.rtion of v.rrious
sectors rrf her econony antl the economic relatior.rs
it has galvanizcd rvith her trading partners at bihteral
Ievel. Il{oreover, thc country is a ibunrjing mernber
.rnd .rctive participant in the multilateral trading
rrena or tlre World Trade Organization (WTO).

9.4. I Export destinations for Kenya
The major destinations for Kenyan exports are
shown in Fisure 9.1 l. Uganda is the leading export
d€stination [or Kenyan products, irccounting tbr
.rbout I1.8 per cent ofthe total exports in 2015. On
tlre other h.rnd, Tanzania has bc,en overt.rken by the
Netherlands and USA, rvhich are Kenya,.s secon.l
arrd third IerLling cxport dcstin,rtions, ruth Trnrrni,
emerging is nurnber fbur in 201.i. The decline of
Kenyals exports to TJnzania could be as a result

llll rrtl llll ,,n il, rrr llll ,u

Figurc 9.11. Lcadiug ttl.,ort .lcstilt lions (ou share iu 20tl and 20l S)
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Figure 9,12: Sources of imports for Kuryan (0'6 share) ' 
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of increased comPetition from rel;rtively cheaper

imports trom South A-fric.r, Chine and lndia There

was a sizeable increase in exports to Ugancla in 201-S

relativc to 2014. Uganda, Tanzania and Ru'ancla'

which are .rntong thc lelding cxport destinations lirr

Kenyan goods, arc Part ofthe EAC'

(SGR) proiect antl other road projects Lreirrg

undertaken by Chinese lirms Even though Saudi

Arabia,lrrdia and China are rnrior sources oIKenyan

imports, they are not maior exPort dcstinations as

revealed by Figure 9.1l.

9.4,3 ExPort and imPort structure

Kenyan export products are prirnarily 'rgricultural
in nature, as indicated in Table 9 3 For instance'

nr 20I-5, *1.7 per cent of exPorts were firod and

beverlges, a slight increase compared to 40'8 per

ccnt fJr the year 201't. In 1015, export of non-

tirod inilustrial supplies was also quite high at '13 -1

per cent. '[trese are rnainly basic rnanutictured

protlucts that 6nd their wa1' to the rcgionrl markets

9.4.2 Maior sources of imPorts for
KenYa

ln 2015, the biggest shrre o[ inrports into Kenya

originated trom China, lndia, USA rnd Japan

(Fllure 9.12). The imports fronr (lhina have shot

up in the recent past due to increased imPortation of

,r,","ri"I, used trt unJcrtaking mJior infrJstrtlcture

projects, including the Standard G'ruge Railway

Tublc 9.2: Ketrya's esport and import slructure (q" sho'e) ' 
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of the EAC and COMESA. During the period

2015, mach.inery and other capital equiprnent,

fuels and lubricants, and transport equipment also

constituted a large share ofirrports at 18.2, 15.0 and

16.9 per cent, respectively.

As indicated in Tahle 9.3, there are no maior changes

in the structure of export and import products.

Structural transformation of the industrirl sector

is inportant for sustainable development of the

cconomy. For instance, during economic rccessions,

a fa[[ in commoility prices of exports adversely

affects domestic exchange rates, balance ofpayments

rnd terms of trade. Thus, there is urgent need to

identify constraints hampering development of high

productive sectors with a view to enhancing v ue

addition in primary products so as to create more

employment opportunities, incomes and improve

welfare.

9.4.4 Outcome of the l0'h WTO
Ministerial Conference

The WTO is an international inter-governmental

organization derling rvith the formulation and

implerrentation of international trade rules and

arbitration of trade disputes between its members.

Kenya hosted the 10'h WTO Ministerial Conference
(MClo) in Nairobi fronr l5-19 December ?015.

The nreeting cuhninated in the adoption ol six

Ministerial Decisions on agriculture, cotton ilnd

issues related to least-developed countries (LDCs),

referred to as the'Nairobi Prckrge'(WTO, 2015).

These included,

Agriculture
. Developed countries committed to eliminate

export subsidies inrmediately except [or a

few agriculrural products. On the other hand,

developing countries should do the same by

2018. The developing countries will enioy

somc tleibility in the area o[ marketing and

transport costs until 2023, Jnd the poorest and

food-importing members will be allowed more

time to cut exPort subsidies.

Member countries agreed to 6nd r permanent

solution to public stockholding fbr food

security purposcs. Public stockholding
prosrammes are used by solne developing

countries to purchase fr'rod at adrrrinistered

prices and distribute it to poor people. While
tbod security is a legitimate policy objective,

public stockholding progrimmes distort trade

when they involve purchases at prices fixed by

the governments.

The issue of establishing a Special Safeguard

Mechanism (SSM) tbr use by developing

countries has been pursued in the market

access pillar ofthe Doha agriculture neglotiating

text, The G-3.1 group of developing countries

is the main proponent of the SSM. The

Ministers agreed on a mechanism that would

lllow developing countries to temporrrily raise

import tariliS on agriculture products in cases

ofinrport surges or price declines.

Cotton
. The Cotton Initiative was originally raised by

Benin, Burkina Faso, Chad and Mali in the

100-3 General Council. The issue revolved

.rround the damrge believed to have been

caused by cotton subsidies in richer countries

due to subsidies and for compensation to be

paid to LDC cotton-exporting countries to
cover economic losses catrsed by the subsidies.

ln the Dreeting, developed and developing

country members agreed preferential trade

arran[iements in favour ol LDCs, as from I

January 2016, and dury-free and quota-free

rnarket access for exports by LDCs of relevant

cotton-related products.

)
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Least Developing Countries lssues
. Enhanced preferential rules of origin.

Preference-giving countries should allow
non-originating material of up to 75.0 per
cent of the final value of the product. ln
addition, preference giving countries should
simplify their procedural and documentary
requirements that are related to origin.
Besides, consideration should be given for
the deduction of any costs associated with the
transportation and insurance of inputs frorn
other countries to LDCs.

. Implementation of preferential treatment in
favour ofservices and service suppliers of least

developed countries (LDCS) and increasing
their participation in services trade. Thus,

non-LDC WTO member countries should
grant preferential treatment to LDC's services

and service suppliers by a period of 15 years

to 31" December 2030. The WTO! Trade in
Services Council was also encouraged to hold
discussions on how technical assistance can be

accorded to LDCs to increase their capacity to
participate in trade in services.

Arother important outcome from the MC l0
was the landmark deal to eliminate tariFs on 201

information technology products estimated to be
valued at over US$ l.-1 trillion per year. Consumers
from all countries of the world are likely to benefit
from lower prices of electronic products such as

media players, game consoles and global positioning
system (GPS).

Conclusion

Although the Nairobi conference offered a less

ambitious package against the expectations of
developing and least developing countries, it
nevertheless provided for establishment of an

improved global trading environn'rent in which
trade-distorting subsidies have been enormous.

It also resolved the issue of public stocking fbr
food security purposes where a special safeguard

mechanism is to be developed. The lafter are part
of the longstanding Doha Issues. However, the
progress made falls short of conclusively addressing

the outstanding issues. Kenya and other regional
bodies should take stock of the implications of the
MCl0 decisions at domestic [evels and strategize on
advancing the negotiations.

9.5 Kenya's Foreign Policy

Kenya's foreign policy provides a broad &amework
on the country'.s internationrl engagement. The

policy aims at upholding the country'.s sovereignty
and territorial integriry promoting international
peace and security, and fostering good relations
with regional states, the rest of A-&ica and the entire
community of nations. Kenyas foreign policy
ob,ectives are realized through 6ve inter-linked
pillars of diplomacy, namely: Economic, Peace,

Environmental, Cultural and Diaspora. Over the
years, strategies for implementing the country's
international relations policy include bilateral
relations, regional integration, multilateralism
and public diplomacy. lnstitutions that play a key

role in the implementation of Kenya'.s foreign
policy include the Presidency, Parliament, relevant
ministries ard county governments, among others,

9.5. I Economic Diplomacy

Deepening regional integration

Kenya hosted the I l'r' Summit of the Northern
Corridor Integration Projects (NCIP) in October
2015, in which the Northern Corridor Summit
appraised progress nrade in various flagship projects
ircluding the Mombasa-Nairobi Standard Gauge

Raitway (SGR), which had attained over 55.0 per
cent completion. Further, the summit urged relevant

)
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authorities to sign contracts fbr the Naivasha-Malaba

section of th. iCt' ft'" completion of the SGR is

exDected to boost regional trade and fasten transPort

",ri."" t*t.*f 
,t"i"'' Th" summtt rlso reviewed

,n" 6n" 
"*"" Netrvork and Jtrected relevant

."-tf""* to ensure thit telecommunication firms

,;";; **." comply with its requirements Other

se.tors rJvi.*ed include Single Customs Territory'

"na 
,Utt, audit anrl Promotion of industrialization

in thu ,"gior,. The NCIP has identified l6 proiects

il ;,li be implemented to fast-track regional

int"gr.tion.lt," NCIP prolects incltrde the Standard
-C"-rl" 

*"',*, (SGR); ICT infr'rstructure; oil

lffi- a"r.too*"nt' fast-tracking Political

;;;;r;;"., power generation' transmission and

int"..onn".tirity; crude oil pipeline development;

,"6r,"d p.tr.rl",,,n products pipeline development;

.ornrnoiur"r; e*change; human resource capacity

Governance Initiative - Joint County Action

nt"n, ,nn"a States Trade and f)evelopment Re-

oo".,,* 
^*r""rn"nt, 

Threats Reduction Biological

iL""n."*"n', Agreement and MoU on visa regime

;J;;a on ,r]r,,t'nt" to Lamu Port-South sudan'

;;;,;;t' Transport (LAPSSET) corridor' other

,er""*"nt, .ign"a after the GES include a Customs

,irir"i 
^*tti"".e 

Agreement Even though the

"-t...""ii ""u 
MoJs signe'l cover an array of

,rXl*, ,n",t implementation is likely to advance the

.""1r",,"^ of the country's economic diplomacy

objectives.

The 3'd lndia-Africa Forum and the 6'h Forum

""-Cn,." 
AIrica Cooperation (FoCAC) held in

O.tob., on,l D"."mber 2015' resPectively' are likely

*-iuu" i*pn., on Kenya! engagement with Asian

".ono*i. 
powers' During the lndia-A-frica Forum'

th" gou"rn."nt, oi Kenya and India engaged

,.- Uir,"raf talks rimed at deePeninB technical

.ooo"."tion in the health sector' The talks explored

,i.'r".-J'ua, oi hdian hospitals setting up health

;J;;; ;, Kenva This will not onlv reduce the

..ri' "i *"ttg treatment abroad but will also

;;i" K""r" a iretlical tourism destinxtion At the

.iJ.tin", oif OC,tC meetinB in south Africa' Kenya

unJ ch,r," .rrg"g.d in bilateral talks to aPPraise ioint

development proiects' proposed Special Economic

2o.,"., .oop.,,tion in agricultural development'

,na t o* to uad'"ts tratle imbalance between the tlvo

;;i;;"t through the Joint Committee on Trade'

lr1u"rtrn.nt, Etn-nomic and Technical Cooperation'

buittling; land; 6nancing; immiBration'

t."d", t"'borr and services (ITILS); singl

territory; defence cooperation; Peace an

cooperation; and air space management'

Deeper engagement with external

Ethiooi.r officirlly ioined the Northern Corridor

*-ir,",1t" arrl.g the l2'h NCIP surnrnit held in

Rwanda in Dec"tnb"t 2015' Other NCIP state

;r;;;t are Kenya, Ugan<la' Rwanda and south

Srd"n. Oth", ,"gional states are so keen on ioining

the Northern Corridor infrastructurc Proiects'

tounsrn,

e customs

d security

P

Powers
Kenva co-hosted the 6'r' Global Entrepreneurship

ir*"tt tCfSl with the United States inJuly 20t5'

i.oa.r. t orn Uutinesses, international otglnizations

,n,l ,o-" governments ptedged to help young

entrepr"n"uis to start and grow businesses

iiffi start-'p comPetitions' awareness and

caoit.rl mentoring Progrrmmes Currently' the

tii ro.rr", on ti"i"ing anr'l mentoring of over a

.it,o., ,orn, entrePreneurs' During the GES in

*"ttrb,,',n" tout'n-"n" of Kenya and United

States siened several agreements rnd Memorandum

.,i uni.rrt"naing (MOU)' namely: Security

ln the current international engagement under

,f,. ""* f"*tt" 
policy, Nairobi positions itself as

the centre of Loitilnttr"l diplomacy in the region'

O," 
- 

,r.r"n." of United NJtions Environmental

;;;J;;. (uNEP) office' uN-Hrbitat office

,,riu.rlo,r, UN offices in Kenya is signilicant in

,"tlt.a ,n" couotry's international diplomacy' lt

,r'a'ifttt f,g* that the hosting of various regional

uni in,"rrri ion"t conferences in Kenya becomes.

;;;;; Promoting Nairobi as the centre of

multilateral diPlomacY'
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The hosting ofthe Global Entrepreneurship Summit
arrd 

-the 
World Tratle Organization Ministerial

Lonlerence in Decenrber 201.S was crrtic.rl in
enl.rancing the country s reputation as an intportint
regional actor in multilateral diplomacy. X"nyu i..
also expected to host the 6,r,Tokyo International
Conference on African Development (TICADJ
in 2016. TICAD was initiated by the Government
ofJapan in 1993 to promote Afi.r, a"u"top_"ri,
peace, and. security hy strengthening relations in
multilateral cooperation and partnership. TICAD
forums arc jointly organized by the Government of
lapa-n, World Bank, United Nations Developmcnt
Programme (UNDp), thc African Comr,li.sion
and the United Nations. Over the years, TICAD
n:r !":"T" an important forum fbr the promotion
of 

.high-level policy dialogue between African
rerdership- and Africa! development partners on
n range ot issues, including economic growth.rnd
oevetopment, trade lnd investment, sustainable

;le-veto11ent, !m.rn security, peace nnd srability in
rhe contincnt. The 6,r TICAD in Nairobi will be ihe

l:::t:,r 
kind in Africa.Japan is one ofKenyas key

developn)ent prrtners. Other meetings that will be
hosted in Nairobi this year include the 14,r, United
Nations Conference on Trade and Development

IUNCTAD) and United Nations Environmental
Assembly (UNEA).

support operations, training of diplomats arrd
cont.lict resolution. Kenyan diplornais have been
ergaged in the South Sudan peaee process tlrrough
the lnter-Covernmental Authority on Developme"nt
(IGAD)Jed mediation to resolve the conflict that
erupted in f)ecember 201.3. In August 201S, the
Government of South Sudrn an,J the rebels (also

f :.1 * the. SPLM in Opposition) .tgned , p"".ederl to resolve thcir 20-mor.rth 
"rni",l .onfli.r.

Implementation of the accord _ilf U"r"nr f"nyuin tenns of increased inver^trnent anr'l trade wiih
South Sudan, irnproved security and return ofsouth
Sudanese retugees to their homeland.

Kenya issupportingthe United Nationspeacekeeping
rnissions lcross the globe. Ay O.tnb", ZOt.S, f"nyi
naa peacekeepers in the following missions: UniteJ
Nations Multidimensional Integrated Stabilization
in Central A-frican Republic (MINU.SCA), UnrterJ
Nations Multrdrmensional lntegrated StJbilization
Mission in Mali (MINUSMA), Unit.d fVat,onl
Organization Stabilization Mission in Democratic
Republic of Congo (MONUSCO), A1rtcon UntonlUnited Nltions Hybrid Operatron in Darfur
( UNAMID), United Nations Interim Force in
Lebanon (UNMIL) and United Nations Mission in
South Sudan (UNMISS).

Kenya h.rs been instrumental in the formation of
1^"-1":"- African Strndby Force (EASF). The

.t^tn,,. :n-" 
of the tive sub_regional brigades that

torm the Afric.rn Standby Force (ASF), ;hich will
he operation.rl in 2016. ASF is one ofthe key pillars
of African peace rnd Sccurity A.rchitecture. ASF is
bctng set up to Jvoid rcli.rnce on the outside worldin peacekeeping across fuiica. The current crisis
in- Burundi might be I test fbr the ncwly created
sub-regional brigades as the AU contemplates
deployment 6f pslcekeepers to Burundi.

1

Challenges in Kenya's economic
diplomacy

ln the last decade, Kenya has macle significant
Progress in enhancing its economic dillonacy.
Whilc increased deepening of cconomic relations is
vrtai rn the renlizJtion ofthe countryls developrnent
goJl, it is.importint to put in place rnechanisms that
mrght help in tr.lcking vanous treJtmcnts and MoUs
signed so that there is comnritment in realizing the
economic diplomaqy obiectives.

9.5.2 Peace diplomacy
Kenya plays a key role in the search for sustainable
peace in the region througb n)ediation, peace

Challenges to Kenya's peace diplomacy
Though Kenya has been instrumental in regional
peace,. processes especially in South Sudan antl
)omdtla. there are certain clrallenges including hcko xENYA ECoNoA4I( REPoRI 2oI6
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of commitment to implement fully the peace dcals,

irtric.rte nature of conflicts in rcqional statcs, .rnd

internatiorralization of some conflicts. Regional
peace support operrtions also tice challenges such
as inadequate resou[ces, lack of cooperation f-ronr

some parties to contlicts, religious and cultural
sensitivities oi ltost countries, coordination oi
oper.rtion .rmong troop-contributing countries,
and pelcekeepers being accused oI siding with one
of the parties to the conflict. Moreovel Kenya may
tace l challenge in using some polic), instruntents
such as sanction in regional conflicts.

9.6 Conclusion and
Recommendations

Gener.rlll', Kenya is cnrerging as a regional business
hub owins to its strategic location, connectivity
and fast growing developments in information
technologies. These developments accompanied by
improvernents tr business environmcnt have secn

tremendous grorvth arrd evolution in wholes.rle lnd
retail tr.rtie across various urban are.ts in the country.
Besir.les, signiticant opportunities tbr turther
expJnsion of ectlnomic growth and developlnent
exist through exprnsion o[ tratle in the EAC,
COMESA and beyond. This, however, requires
improvement of the commercial environment by
acldressing domestic constraint$ to internationrl
business development.

Developrrrent of the business environnlent, together
with breaking inte regional supply chains, would
be vital fbr attraction of foreign investments and
subsequent diversilicition into new export lines.
Furthermore, as Kenya impleurents the nell'fbreiqn

policy, it is imperative to explore how the country
can lre ln ellective lcrder both at the region and
eontrnent Ievels t'specillly rrr socio-econornic
devclopnrent, investrnent destinJtion, strengthening
Africlls institutional engagement with external
devclopment partners, and on securitl, issues.

Kenya'.s role in pcace diplomacy through mediation,
peace support operations and capacity building
of diplonrats and security personnel for some
rreighbouring !itates is commendlble. However,
the country'.s leadership could be more visible if
Kenyals engagement with regional states and wider
development partners is enriched by leading by
example, inculcating democratic principles and
Africrn values in sub-regional and continental
institutions, Moreover, Nairobi can become a

vibrant centre of rrrultilateral diplomacy Kenya
should exploit its geo-strategic position to become
not only an eli-ective pivotal state in Eastern ilnd
CentralAfrica btrt in tlre entire continent.

In light ofthe above, the tbllowing recommendations
are suggested:

Establish a framework for strenuthening
and rirtionalizing business-re,lated Iarvs ;rnd
regulations between the n.rtional and county

Bovernrnent k'vels, as well ls lcross v.trious
county governntents;

Continue support to regional tr.rde facilitation
pr(,grammes to improve domestic and regionlrl
commercial environment; ancl

Sustain a prolctive approirch to economic
and geo-politic.rl issues to eii'ectively rddress
emerging challenges, including the threats of
terrorism through mediations, peace suppert
operxtions rnd crpacitl' building o(diplomatic
ind security Jgents.

2
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Clurpter-

1
F I nanc ial Services

l0.l Introduction

This chapter reviews the pertbrmance of the

Enancial services sector from June 2014 to June
2015. The sub-sectors covered are banking, capital

markets, insurance, pension schemes, and Savings

and Credit Cooperative Societies (SACCOT.

in Kenya. In 2015, a total of l8l SACCOs had been

licensed as deposit takers (DT SACCos) as fbllows,

teacher-based (42), government-based (41)'

farmers-based (58), private institutions- based ( l6),
and community-based (23). While four SACCOs

had their licenses revoked due to non-compliance

issues, one new SACCO was licensed (SACCO

Societies Regulatory Authority, 20lS).

10.2 Structure of the Sector

The financial sector grew by 8.1 per cent in June
2015 conrpared to 7.2 per cent inJune 2014. In the

same period, its contribution to GDP increased

marginally from 6.tl per cent to 6.9 per cent (KNBS,

2015). The structure of the sector as at June 2015

is shown in Table 10.1. During the period under

review, three micro6nance banks (MFBs) and

one credit reference lrureau (CRB) were licensed

(Central Bank of Kerya, 2015a). tn the same

period, there were 49 insurance companies, 2ll
licensed insurance brokers, 3l medical insurance

providers (MIPs) and 5,579 insurance agents.

Other insurance players irrcluded 129 investigators,

10.[ motor assessors, 26 loss adjusters, 3 claims

settling agents, T risk managers and 29 insurance

surveyors ( lnsurance Regulatory Authority, 20 t 5a).

The pensions industry had 1,2-32 retirement

benefit schemes, l9 registered fund managers, 29

administrators and l0 custodiins (Retirement

Benefits Authority, 201-5). The Nairobi Securities

Exchange (NSE) remained the only stock market

Table lo.l: Structurt of theJtlloncial sector

Banking Commercialbanks'13 43 0

Mongrge

Crcdit rcfertoce
burseos

I

912

.t9

2

19

3

0

Micro 6nanct'

banks

l

Insurance Compantes

SACCOs r8l (3)
0

0Crpital
nr.rrkets

Stock Exchange

Oata Soul(e, CBX {2015a1;lRA t20l5aland SASRA (20151

10.3 Policy Changes

The annual licensing of banks by the Central Bank

of Kenya (CBK) was rernoved and instead the CBK
was enrpowered to issue non-renewable perpetual

t84DT SACCOc
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licences to banks. This is in compliance with the
best international practice following an adoption
of risk-based supervision models by all the financial
regulators in Kenya (Government of Kenya, 20 I 5).
The CBK, however, retains the power to withdraw
the licence if it deems lit. In order to ensure that
banl<s are appropriately and adequately capitalized so

as to withstand shocks such as high non-performing
loans, the 20t3 capital conservation buli-er became
efi-ective in January 201 5. The stability of the sector
will now be safeguarded, since banks will now
maintain a capital conservation of2.5 per cent above
the minimum regulatory core and total capital ratios
of 8.0 per cent and 12.0 per cent (Central Bank of
Kenya, 20 I 5b). Further, the exchange of transactions
betw'een Rwanda, Kenya, Uganda and Tanzania wrs
boosted when the national bank of Rwanda was

integrated into the East African Payment System
(EAPS), which was launched in May 2014 as part
of East Africa's payment modernization efforts
geared towards enhancing cross border payment
system across the East African region (CBK,20l4).
The system is expected to facilitate trade, increase
elficiency through transfer of funds on real time
basis, and enhance safety and security of regional
payment systems.

The Capital Markets Authority (CMA) signed a
Memorandum of Understanding with the Chartered
Institute tbr Securities and Investurent tbr the
introduction of international certifi cation standards
in the capital markets industry (CMA, 20I5a).
This development will introduce a certi6cation
programme that will ensure that practitioners
in tlre inrJristry havc the required skills, operate
rr,ith high standards, and apply tlre best practices,

thus positioning Kenya as a premier investment
destination. These efforts will be extended to the
EAC region. Further, to promote iuvestment in
the East fuirran region, tlre E.rst AliicJn Securities
Regulatory Authority (EASP.A) has resolved to
develop a framework fbr minirnum requirements
for regular and additional disclosures, harmonize
regulations on market abuse otfences, harmonize
the licensinu requirements for fund managers, and

develop a mechanism for sharing daily trading
statistics among members. The regulators also agreed
on the minimum capital adequacy requirement for
the proposed regional broker licence (NSE, 20lSa).

The Nairobi Securities Exchange (NSE) ioined
the United Nations Sustainable Stock exchanges,

becoming the l8'r' member worldwide and 4,r,

member in Africa after the Egyptian, Nigerian
and Johannesburg stock exchanges (NSE, 2015b).
The platform provides peer-to-peer leaming for
the exchanges, geared towards improving the
performance of the NSE. Further, to improve
liquidity at the NSE, the goyernment removed the
5.0 per cent capital gains tax on sale of shares due
to challenges irr its implementation (Government of
Kenya, 20 t -5). lnstead, a 0.3 per cent withholding tax
on the transaction value ofthe shares was introduced
(Government ofKenya, 2015a). Also, the efliciency
of settlement of equities and corporate bonds
traded at the NSE was enhanced after the settlement
process was moyed to the CBKi Real Time Gross

Settlement System (RTGS). RTGS is a secure
payment system delivering linancial settlement in
realtime and also aligned to the broader East African
Cornn'runity objective of enhancing the efficiency
of settlement system as the region prepares for
integration ofthe financialsystem (CMA, 20t5b).

To unlock capital for the development ofafordable
housing and other amenities, the government
exempted from stamp duty assets transfers and
other transactions related to the transfer of assets

into Real Estate Investment Trusts (REITs) and
Assets Backed Securities (A8S). REITs and ABS rre
investment vehicles that allow developers, including
county governments, to source funds to undertake
developntent proiects in infrastructure, housing,
healthcare and energy (Government of Kenya,

2015a).

E6orts to broaden the current narrow market for
government securities was boosted with the launch
of Kenyas 6rst mobile-based Treasury bond with a

minimum investment level of Ksh 3,000, dubbed

KENYA E(oNoMtc REPoRT 2ot6
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the M-Akiba bond (Government of Kenya, 2015b).

The M-Akiba bond will enable nrrny Kenyans to

access the government debt securities through their
mobile phones and at low amounts. Previously, such

Kenyans could not access the securities because of
high minimum amounts required. Further, M-Akiba

will increase competitiveness and democratize the

government securities market by reaching the 26.5

million users of nrobile phone financial services.

This is expected to structurally shitt the "market"

and "price" makingprocess towards non-bank public

and probably cheapen the rates on securities (which

eventudly are paid by taxpayers in debt service).

Retirement benefit schemes can now invr'st uP to

10.0 per cent of their assets in privnte equity tunds

and venture capital funds (Government of Kenya,

2015a). However, to mitigite potential risks, ;r per

issut' liuit of 15.0 per cent of assets and per issuer

limit of Li.0 per cent of issue was introduced to

all classes of assets, except government securities,

This move will enable schemes to diversily their

investments and optimize returns to members.

Further, to improve governance in the retirement

bene6t schenres, term limits for trustees rvas capped

to a rnaxinrum of two terms ofthree years.

In the SACCOs industry, SASSRA is now allowed

to undertake vetting of directors and key olicials of
SACCOs as a way of strengthening Bovernrnce in

the sector. Also, the SACCOs r-an now share both

negative and positive infornration of their clients

with other finincial institutio[s within the credit

intbrmation sharing mechanism (Covernment of
Kenya,20l5a). This move is expected to deal with
liquidity problems emanating f rom non-performing

Ioans.

ln the insurance industry, the Insurance Regulatory

Authority (lRA) was allowed to license agents

provided they have attained the Certificate

of Proficiency and also met other licensing

requirements. Previously, agents had to be

recommended by an insurance comPany in order to

be registered. This measure is supposed to i,lProve

insurance penetration in the country, which is

still low. Further, the insurance framework was

harmonized with that of retirement benefits antl

collective investment sectors. fnsurance comFJnies

are now required to prepare and submit investment

policies subiect to prescribed investment guidelines.

Tlre minimr.rm capital requirement for the irsurance

industry was also increased (Government of Kenya,

2015a).

10.4 Banking Sector Performance

I 0.4. I Assets, liabilities and Profitability
In 201-S, commercial banks registered improved

growth in assets of 21.4 per cent to Ksh 3.6 trillion
from Ksh 2.97 trillion inJune 2014 (Table 10.2).

Loans and advances rnd government securities

were nraior components of the assets, accounting

tbr 58.0 per cent and 20.4 per cent of total assets,

respectively. Loans and advances grew by 20.5 per

cent from Ksh 1.72 trillion to Ksh 2.1 trillion in

June 2015. On liabilities, the deposit base increased

by 20.3 per cent from Ksh 2,147.9 billion in June
2014 to Ksh 2,-583.6 billion in June 201-1. In the

same period, deposit accounts increased by 24.9

per cent to 31.6 million tror:r 25.3 million. Deposits

from customers, which continued to form the major

source of funding tbr the banking sector, accounted

for 71.5 per cent of total funding liabilities. Pre-

tax profits also increased by ti.O per cent from Ksh

71.0 billion in 2014 to Ksh 76.7 billion in 20t5.
The factors driving growth were branch exPansion,

rernittances rnd agency t'anking (CBK, 2015a).

Branch expansion and irdditional licensing of
MFlls are factors that contributed to the improved

pertbrmance of the MFBs. Loar:s fiom MFBs

increased by -11.6 per cent from Ksh 32.9 billion in

-June 2014 to Ksb 43.3 billion in June 2015 (T.rble

10.2). Sirnilarly, the deposit base increased by 0.8

per cent to Ksh 39.7 billion. This was attributed to

increase in deposit accounts trom 2.1 rnillion ttr 2.4

million inJune 2015 (CBK,20l5a).
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Titblt 1 0.2 : I]orrtir,.( -scclor ir,.ri(.rr(,rs

li,rnkrrrq .\ \rct ' (.1,,,1 (;t)l')

Loans & advrnces (% ofGl)p)
l)cfo\rl I,.rsc (,',, (,i(;t)1,)

l,retar Frofits (% ofGl)P)
l)clo'rt ,r..r,trnt.

IvlFBs Loans & advnnccs (,]b ot GDp)

l)cposrt li.otrnts

I).rr,j Srur,, (Hh L-)01t,rl

l(.1) 1.9- tnllror ( i5(),', )

Ksh 1.72 rrillion (34.2.b)

l(sh l.l-i rfr lljt, rr (.11,'1, )

Ksh 7l billion ( l.+%)

l5.l rnrllr,'l

Ksh 32.9 billion (0.;\)
I Irrrllr,,n

Ksh .1.6 trillion (("+,\, )

K$h 2.1 trillion (37.S.1,)

l(\h l.iS t|lllion (+6'i l

Ksh 76.7 billion ( 1.4\)
i 1.6 rtrrlir,rrr

Ksh.l-1.-l billion (0.7qb)

.1.-l rrr rllrorr

I l.+

20.5 
.

l0 l
n.3

31.6

I..1.1

I 0.4.2 Access to banking services

Thc a[.'ncy bJnkin{ mo.lcl lrl baniis corltir]uell t(,
eDltin.r.tcccss t() binkiltq \L,rvi(c! in Ii0nvi. A h)t.ll
ol li coturtrcrci.rl [r.tnks h.r,.l l,ct'n .rLrtlrorized by tlre
CItK to ollr-'r [.ankrnt selvices thrrru(h ctrnlr.rctcr.l
thrrJ P.rrtics. Sincr' the l.runch ol J{cncv [].lnkrn{
in l()i(), -11J,297 .tqerlts h.rve I)cen (ontr.rctc(i with
ovcr i:5.+ rnillion tr.rns.rr:tions \'.tlucd.rt l(\h 9l(l.l
brllion .rt tlrc tn.l oilunc l() l5 (C11K,l()l-i.r).

h thc card rnritrstry, thc rrunt[)er ()ic.u!ls trerr [r),

1.,\- pcr cent to I 1.9 ntillion r.rrJs .rs lt,lunr. 1() l-i.
Wlril,: J.'bit cJrd\ corlsistirlq of t)6.9 pr:r rcnt of
trrt.rl c.rrr.ls {rew b\' :.76 l}cr'!cnt t() ll..i rnillion,
tlrc nurrrbcr oir\rrtotltJte(l'Iellcr \l.rchincs i ATNIs)
inerclsetl hr' .1.1 per ccnt t() l,(r9S in .fune 2015.
'IItc cottrmcrci.rl l..rttks' hrrsincs* str.ltcqtcs .lnd tllr,
continucr.l sltiR to nrrn-c.tslr p.rfrrr!'nts I,v tlrc pu[rlic
(ontributc(l to thi\ {rowth.'[hc r'.rlrrc rritr.utr.rctions
thltrtrgh carJs .lccreasccl try -1.96 per cc'rrt tirru Ir.:,h

;liS [ril]ion to lr.rh l-r.l [rillion li,r rccltrir.cs ;rnJ hy
16.-15 p"r."',,,.' Kslr I l9l.:l billion firr thc i'suers.
'llrc incleasc.l us,t11c oi otlrcr p.l!nrent .h.rntlcl\,
ilriltr,lrnq ll)(,lrrl(' Il](rnL.\, tl,Irslcl' :(,rvt((\. IJ]
h.rvc cr.rntrihtrtr:J to this Jeclrne.. In.lcrrl, nrobilc
pltolc rnttrrcl,tr'.rnsli'r has (ontutuerl trr {rou., rvitlr
tlrc nurubt'r oi strbscribcrs incre.rsirrq by ).2 pcr
ccnt lionr 15.9 ntillron to 16.5 nrillirrn ;rs .rt,furrc
It)15. 'lhe numbcr of rrleltts qre\r' br'9.1 Pcr ccnt
k) l -11,761 , tht' nunrbe r oi tr.rns.rction,i {rcu. lry
11.6 pt'r ccnt k) 1,002.1-S urillitrn, .rn,.l thc r,altrc

()t trils.rctir)ns rncrc.lsin{ b) 19.(l per cent tt, Ksh
l,5r.i.-l-l billion ( CIl l.., l(t l -i.r ).

I 0.4.3 Cost of credit
'lhc ovcr.rll contrncrci.rl [r.rnl<s (( lls) .rvcr.rqe

lenJint r.rtcs Jccrc.rsc.l nt.rr{in.tlly lirnr I6..16

P('r .cnt rn l0l.l to 15.{S pcr cgrrt in l()l-i. In thc
s.lrne Pcri()!1, thc .rvcrate dc[)osit r.rtcs increlscd
nr.rrqirr.rlll to 6.6+ per ccllt fr1)nr 6.5(r per ce'nt in

-Jurrc l.()I+. 1hr' .rvcr.r(e conrnrcrci.tl lranks lcn.]rnt
r.rtcs .ur(i J.fo\it r.ltcs to SNl[is .rre .rlso rhrrun iIr
T.rl'le It).1, wlrcrc m.rrqinal ch.rngcs rvcrc witncsstrd;
l,-'n,,linq ratrs .lcelincJ to 16.-ii pr'r' rer)t liorn I t.ll
pL'r ccnt in l() l-i, .rnel d!'posit lxte \ ,.lccrc.rslrl fl.ol]
I0.99 ptr ccrtt trr I0.7(r pc1cc111. 'fl1c 5't'r.rqc leldiru
r.rtcs firr SNlEs.rre hi*hcr th.rrr thc ovcr.rll lcntiinq
r.1t cs.

Thble 10.3: lnttrcst rnte. in Ktrtftt

CBs avcragr lending 16..16 +8 (0.88)

( lts .rvtr.rirc !tposrt (l (|s

5

()61

Clls.rveragt lcnding
rutc)-SMEs)'

( ltr.r,,r r.rqr JrPorit
r.rlr ( SiU t,\ l'
MFBs average lending
rate'

t7.2.2 16.57 I (0.65)

l0.eq

20.82 r8.97 ( t.8-i)

0.1\
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ratc'
MFBs averagc deposit 8.16 8.36 0

At the intemational level, the iDterest rate spread in

Kenya is still high compared to asPirator countries

such as Argentina, Korea, Malaysia, China, South

A-[rica, and lnclonesia whose rate is below 4-0 per

cent. The low interest rate spread in these countries

could be indicative ofan eflicient banking sector.

I 0.4.4Credit to the private sector

Provision of more credit to the private sector is

importrnt in order to support high economic

growth and generally the exPansion o[ sectors oi
the economy. Private sector credit grew by 20.5 per

cent fronr Ksh I.719 trillion inJune 2014 to Ksh

2.072 trillion in.fune 20t5. This rvas as a result of
increased denranJ tor credit kotn vlrious economic

sectors due to increased investment oPPortunitics

and stable cost of borrowing (CBK, 2015a) The

growth in credit was mainly rvitnessed in Private
households, trade, manufacturinS, transPort and

communication, and real estate sectors (Figure

l0.l). The priyate sector corrtinued to dominate

banking sector credit, accounting for 78.0 per cent

of total lencling in June 2015 compared to 84.0 per

cent inJune 2014. This notwithstanding, business

services, transPort and communicatiors, finance

and insurance, as well as private households have

been the three leading sectors with the highest

credit growth betweerr 2013 and 2015. The priority

sectors of Vision 2030, including agriculture, trade

ancl manut:acturing, have continued to .rchieve

a slower credit growth of 46.0 per cent, -i7.0 per

cent and,58.0 per cent, respectively (Figure l0.l).
Kenya'.s privlte sector creclit, though growing, is still

low compared to aspirator middle income countries

such as Soutlr Afiica, Chile, Thailand, and Malaysia,

whose credit levels are above 100 per cent ofGDP.

I 0.4.5 Non-performing loans

tn 2015, the stock of gross non-;rerforming loans

(NPLs) grew by 21.8 per cent fiom Ksh l0l7
billion in 2014 to Ksh 123.9 billion (Table 10.4).

The ratio ofgross NPLs to gross loans also increased

from 4.7 per cent in 2014 to 4.6 per cent in 2015. The

,l
.t

o29

rate (sMEs)'

ksR
I

1958 19./9

8.5

8-84

t ,rl
(o.se)

| <ol.r

I
MFBs averagc deposit 8.88 9.02 0.1

KRBR

I

lntetest rete spread

9.13
(July)

e8l

l0
8.54

Darasour(e C8K (2015a)dndCBKl20l5<)

'Dara ls from luly 2014 May 2015

The MFBs'overall average lending rates decreased

to 18.97 per cent from 20.82 per cent in-fuly 2014,

with the deposit rrte remaining stable at 8.36

per cent. The IvlFBs overall lending interest rates

remain higher than tlre overall commercial banks

lending rates. The MFBs average lending rates to

SMEs decreased to 19.-58 per cent from 19.29 per

cent in July 2014, with the deposit rate marglinally

increasing to 9.02 per cent from 8.{18 per cent. The

MFIIs lending interest rates for SMEs remained

higher than those of commercial banks. Thus,

high cost of credit continues to be a maior factor

constraininB SMEs productivity and growth.

Il order to contain inflationary pressures and tame

the exchange rate volatility, the CBR was stable

at 8.50 per cent during the period untler review

untilJune 2015 when it increased to 10.0 Per cent

(CBK, 2015a). This led to stability of the interest

rates. The Kenya Bankers Ret'erence Rate (I(BRR)

reduced from 9.13 per cent inJuly 2014 to 8.54 Per
cent in June 2015. KBRR is a uniform base lending

rate across the banking sector, and institutions are

supposed to disclose to customers the risk premium

levied above it. Despite the stability ofiDterest rates,

lending r.ltes are high as evidenced by the interest

spread at 8.8 per cent rgainst Vision 2013 target of
6.0 per cent.

1
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Figurt 10,I: Prifitle sc{tor crt.lit .listributi<n,
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coverage ritie (l percentaqe of speciAc Plqvisions
to total NPLs), however, dcclinetl fronr ,1ti..5 per
cent in 20l4 to -j9.1 per cent in 201-5.'Ihe qualitl.
tri.rssc,ts (Froportion of nct nc,ln pertornring lo.rns
to {rrrss lo.tns) redu.ed tl.on.r l-S per cent in f0 l-1 to
1,7 per ce nt in 1.015. Wlrrn cor.np.rrc.1 to aspirJtor
(ountries, the ratio o[ NPl,s to gross lo.rns in Keny.r
is high; couDtries such as Sing.rpore, Mallysrt
Argentina, Chile, Indoncsi.r, llrazi I .rn,.l South Aliica
have r ratio of -1.2 pcr cerrt .rnd trckrrt.

Ttltk I 0.1 : Nol-pcrJirnrrilt lolrr.s

ll 2014 rt 2015 itGrowth

Thc sectoral .listribution of (;ross Nl)Ls is shon.n in
I"i{ure 10.2. 'fhc sectors thrt lecorded the hiehest
grou'th in gross NI)Ls.rrc mining antl quarrl.ing,
transport lnd conrnrunic.ttion, btrilding .lnrl
corlstructi()n, rr.al cstate, lnd trrde. Thc f.rctors
responsiblc tlr tltis intre.rse in Nl)Lr i11 tltr, trrnsport
sectrrr could h.l,e lreen thc nervll, introtluccd
transport rulc's, wlrich rn.t), h;lve corrstrlincd its
.tctivities. 'lhc. inrpasse [retw,cen thc iUinistry of
Lrnds and the National Lantl Conrrnission, .trrtl
slou, p.r),nr.'nts of contrlctors by the qr.rvcrnrrrerrt

.lrc somr' of the fictors that ma1, Irl,t resulte.i t.r
irtcrr,ase,.l NP[-s in builclint .rnd construction,
.ind r('Jl estJte sectors. Lltrcert.ritrtics in thc trri
goint refbrms in the nrining se(tor m.r).als.r lrar.e

allcctt'J the rrrirrint sect(rr. llrc rcct'ntly exPericrrcetl
insecurit)'in tht'countr1, rvlriclr led to ltlvcrse trlvel
.rdvist-rries, irlplcted neg.ltivclt, oD the t(rrlrisnl
sector (C13K, l()l-5e). Ir is likcll. th.rt thcse cflects
coul.l havc s[,rt'.rrl to otlter sc(tor\ \uch ls tracle .rrrcl

priv.rtc houscholJs.

NPI-r (Ksh brllions)

Cross NPLs/gross
loans (%)

Cr,rvcrrgc rttio ('\. trf
{l)eai6( provisrons to
tt,t.rl n-PLs)

Qyalityofassets
(Net NPLs/gross
loans (%)

I tl.9
4.6

2 I .l{

(0.1)

t0l.r 
.

4.7

-\9.I 0.6

2.7 (0.1)

Ellorts to rc(lucc the n-l)[-s .ontinuetl to [,c
cnh;rncetl. A thrr.l crctlit rct,.'rcnce bur,:eLr r.,.,,

D.ri! soure CBl. l20rsdl

2.8
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licenscd, bringine tlre Irulntrc'r oi licenscd CRBs

to threc. The usc of crc.lit inftrrnltitrn shrring

n'r!'chJnisrr launchccl in l0l0 h.rs .rlso ctlntinttc'tl

to grow. 'Ihc currrltl,ttive nrtmber c,I cretlit reports

rerluested by blnks was lbout ,-.5 million .rs .rt.f trrtc

20 I 5, crrnrpare'd to 'l.J nrillion rcports in.fLtnc 20 l'1.

The nuntber of rep()rts rcqtlcsted tr,v custotrrcrs also

iDcrc.rseJ fior'r ('-,610 tt' ll l,6.l.l (( BK, l(tl5.r).
As b.rnks intensily thcir cretlit rccovcry t'tlbrts, thcl'

h.rvc incorporaterl crcdit rctcrcnce rcPorts in tll!'
crt.lit risk .rpprais.rl.'flte ttcrvl,t' introcluce'rl capitll

[.rul]crs lre also expectetl to cnablc thc ['lnks.rbsorb

.r.lJition.rl [,.ttt ltr':. Ilrrvlsitrtts crr).rr).rtir)g lir'rl'l

incrcase irr NPLs, thLrs contributins to continut'd

sta[',ilitv of the [',ankinq secttrr.

I 0.5 Capital Market Performance

'I1e' pcrfirrrrr.rttcc' r'tt the clPital rrrarkct ccttltintretl to

irrrprove in ?015. High invcstor siir)s especirllf in

thc stock urarket.rrc likely to h.rve hcer thc tiriving

flctor. Tlrc' numLrer of liste.l conlp.rnies .rs .lt.June

20 l.'r rv.rs 66 conrp.rrcrl to 6 I in lttnc l0l 'l (CNIA,

l0 I -\c ). L)ne comprn)' rvJs d('listecl atter lin.rliz.rtion

ol .r trke<:vcr biJ. 'Iia.lablc sccurities:rt thc NSE,

h,lvever. renr.rin lirlitc.l.

13.5.1 Stock indices

InJLrne J0l5,.rll thc stock inJiccs increlsed (T.rtrl!'

I0.-s ). Thc NSE. 20 sh.rrc intlcx closcd "rt '1,906 Poirlts
tmm -1,t{ti5 points i11.Junc 20l'1, therebf itrcre.rsinq

by 0..1pcr cent. Sinril.rrly, tl.rc N:rirobi All Share lntlcx

(NASI ) initi.rtcd in l00ti rlso recortlctl .rn itrcreasc

of 9.-j per cent to close at 16"l points lrom l50

points il 201-1. 1hc F'fSE NSE Kenya 1-i Itrclcx.rlso

incrc.rsed by l(1.8 per cent to I16.07 Poirrts in .lunc
2() I 5 tiorn l9'1.99 points in .ltrne 201'{. The F'ISE

NSE Kenyr 2-i lncl,:x .rlso incre ascd by 9. l0 Pcr cc'nt

fronr 196.S8 poants in -lunc 20 l'l k) 2 l'1.tio Points in

-June 2015.'Ilrr'cr.rntitructl rise irt thr: irrdiccs tne.rus

tr)(r!'J\eJ .lr.rrc Pri.c'. .ttt.l i11\'e\ttlr ll.lin\.
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the government to fund capital inyestment in the
country (CMA, 2014c).

On corporate bonds, the confidence of locat
investors in economic prospects ofthe econon.ry and
the East African region led to several issues (NSE,
201-5a). Centum Investment Company issued a

6ve year bond worth Ksh 6 billion to finance new
investnrents in power plants and real estate. A part
of the issue (Ksh 2.1 billion) is equity linked notes,
while the lixed rate notes are Ksh .J.9 billion. This was
a milestone for the capital m kets as this is the first
issue to be listed witl both the fixed rate notes and
the equity linked notes. ln order to raise additional
capital to strengthen its capital base and finance
explnsion, Chase Bank issued the lirst tranche ofits
Ksh l0 billion bond, rvhere it raised a total of Ksh
4.8 billion after exercising the green shoe option
(i.e. accepted extra bids than originally targeted
as a result of over-subscription). Commercial
Bank of Africa group also raised Ksh 7 billion after
exercising a green shoe option of Ksh 2 billion to
facilitate expansion within the East African region.
CMA also approved British American lnvestment
Company'.s bond worth Ksh 5 billion to be used in
funding strategic business initiatives. Lastly, East
African Breweries Ltd issued a Ksh 9.04 billion
bond to be used in restructuring its balance sheet,
capital expenditure and other general purposes.

10.6 lnsurance Sector

The insurance industry'.s gross written premiums
in June 2015 increased by 15.3 per cent to Ksh
88.38 billion compared to Ksh 76.64 billion in
2014. The premiurn income reported under life
insurance business amountetl to Ksh 29.74 billion,
while general business premiums were Ksh 58.64
billion. The Kenyan insurance industry continues
to be non-life business-driven, which accounted
fbr 66.0 per cent of total premiums by end ofJune
201-5. The increased awareness on the importance
of insurance, coupled by more innovative products
and distribution channels, are sonle of the factors
contributinB to the growth in prenriums. As a result

I

iN4s!
FTSE NSE

!{"1v. ls _

FTSE NSE
Kcoyq25

Stock mrrkct
c.rpitalization

poiots poiots

i x"ei -T , r a.8 p"i.t"l
89tst3 I _ I
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billlon

lr
L150poitrt8 | t64poinr
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9.1%

I t.6%

FTSE NSE 93.
Kenyrn bond

finaex
Total bond Ksh.ll8.lt
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I 3.5.2 Stock market capitalization

The stock market development in Kenya continued
as indicated by the growth of market capitdization.
ln 2015, market capitalizatior.r incrersed by 9.S2
per cent to Ksh 2.3 trillion frorrr Ksh 2.1 trillion
in 2014 (Table 10.5). Though increasing, market
capitalization in Kenya nevertheless renrains Jt
below -S0.0 per cent of GDP compared to aspirator
countries such as South Africa, Singapore, Malaysia
and Thailand, whose market capitalization stands at
over 100 per cent ofGDP.

I 0.5.3 Bonds market
Total bonds market turnover was Ksh 467.4 billion
in 2015 comp;rred to Ksh 418.8 billion in 2014, an

increase of ll.6 per cent (Table 10.-i). Treasury
bonds continued to dominate the bonds market,
accounting for 99.8 per cent oftotalbonds turnover
(CMA,20lac). The FTSE NSE Kenyan bond index
decreased by 1.85 per cent to close at 92.0.3 points in

June 20 t S tion: 9-3.76 points inJune 2014. fhe bond
index tracks the returns of government securities.
ln the period between July 2014 and June 2015, a

total of seven new Treasury Bonds were issued by

xENYA ECoNoMt( REpoRT 2 016 e)
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of rising business volumes over the years, claims

incurred in the industry also increased by 19.9 per

cent to Ksh 24.39 billion in 2015 from Ksh 20.34

billion in June 2014. The assets of the insurance

industry grew by 16.2 per cent to Ksh 412.2 billion

as atJune 2015 from Ksh 354.8 billion inJune 2014.

In the same period, liabilities also increased by 19.72

per cent to Ksh 320.2 billion from Ksh 267.5 billion
(rRA,20lsb).

I 0.7 Conclusions and
Recommendations

I 0.7. I Conclusions

The review and analysis of the financial services

sector in 2015 generates several policy concerns.

lhe interest rate interest sPread continues to be high

at 8.8 per cent against Msion 2030 target of 6.0 per

cent. The commercial banks overall lending rates are

lower than MFBs overall interest rates. However, the

commercial banks lending rates for SMEs are higher

than their overall lending rates. Further, the MFBs

lending interest rates for SMEs remain higher than

those of commercial banks. Thus, high cost of oedit
continues to be a major factor constraining SMEs

productivity and growth.

The stock of gross NPLs grew by 21.8 Per cent,

with the mining and quarrying, transport and

communication, building and construction, real

estate, and trade sectors recording the highest

growth.

The capital markets in Kenya have been deepening

as indicated by the increase in corporate bond

issues. Most of these bonds have been over-

subscribed and the issuers have had to exercise the

green shoe optron to take up the extra bids. Such

over-subscription could be as a result of continued

limited tradable securities at the caPital markets.

I 0.7.2 Recommendations

lncrease comPetition to loYver cost of
credit

There is need to disseminate information on

interest rates of the banking sector more intensely.

Currently, such intbrmation is only published in

the CBK website. The CBK should publish this

information in the mainstream media to enable the

public compare the pricing of loan products using

the KBBR as base lendir,g rate. This is exPected to

increase competition and lower the cost ofcredit.

Deepen the capital markets and exPand
on the tradable securities

ln order to further deepen the capital markets in

Kenya and expand on the tradable securities, the

establishment of the derivatives marker need to be

fast-tracked. A derivatives m.lrket would provide

investors with expanded tradable securities.

Reduce non-performing loans

The mining and quarrying, tralrsPort and

communication, building and construction, real

estate, and trade sectors are recording the highest

growth of the gross NPLs as a result ofgovernment

reforms, uncertainty in these reforms, or a standoff

between gove'nment institutions. Cir'vernll.teut

reforms, theref''.e, need to be well designed so

as not to impose constraints to the economic

sectors, Further, any standoff between Sovernment
institutions needs to be resolved soonest.
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Buildin and Construction

ll.l lntroduction

The building and construction sector is crucial
to attainment of Kenya's development agenda.
The Constitution of Kenya explicitly places key
expectations of the sector pursuant to the Bill
of fughts, and the need for adequate and decent
living standards. Kenya Vision 2030 and the
Second Medium Term plan 2}t3-z}t7 (MTp II)
strategically provide for key flagship proiects for
implementation. The sector is also critical towards
realization of Sustainable Developnrent Coals
(SDGs) on making cities and human settlements
inclusive, safe, resilient and sustainable. The
emphasis in the sector is to: ensure access fbr all
to adequate, safe and affordable housing and basic
services and upgrade slums; and to develop qualiry
reliable, sustainable and resilient infiastructure,
including regional and trans-border infrastructure;
.rnd to support economic development and human

'Itble I l.t: Construction sector cor,trilruti.rrt

well-being, with a focus on affordable and equitable
access tbr all.

| 1.2 Sector Performance

The construction sector registered a growth of l4.l
per cent in the third quarter of 2OlS, which was an
improvement from 8.8 per cent growth in 2014 in
the same reporting period. The sector GDp in the
third quarter of 2015 was Ksh 76,099 million, which
was an increase from Ksh 65,79t million recorded
in a similar period in 2014. The performance ofthe
sector was the best in the economy comparatively,
ahead of traditional sectors such as agriculture,
manufacturing, 6nance and trade.

A review of two important construction sector
indicators is shown in Table 11.2. In 2015, the
demand for cement, which is a key input in
construction, recorded an increase compared to

GDP (Ksh millions in l3-1,6s0 r 39,050
2009 prices)

GDP (Ksh -;lllonr in t42$69

Lgurynrlllg) __
Sector contribution to 19.l
GDP growth

Source:Comp,ledfromGovemmenlof Xenya(2OtSb)

I r64,csr I1l_l -urs?lrsroral 

-.U*-f
74208

I t.z f.i

r 5.1,8 t6 I 163,8. 185,302

90,E5

47,-550 51,808 53,129

I

+.0 r t.3 
I

.5.8 13. t
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Table I 1.2: Selccled indicatorsfor tfu buildiry onil construclion sector, 20 I l -2O I S

Cemcnt consumptjon ('000 tonnes)

rdvrnces from commeldd b.*5 to the sector (KJh

5oulCe:Compiled lrcm Govemment ofKenva (2015b)

previous years. Cement consumption grew by

10.7 per cent from 1,304,257 metric tonnes in the

third quarter of20l4 to 1,.t43,541 metric tonnes in

the same period of 2015 (Governrnent of Kenya,

2015b). The amount of formal credit advanced to

the sector rose from Ksh 78,804 million in the third

qurrter of 2014 to Ksh 100,827 million in 20lS

(KNBS,20lsb).

I 1.3 Policy lnitiatives and
Expenditure Allocations

The Second Medium Term Plan 20ll-2017 (MTP

Il) of Kenya Vision 2030 guided the development

of various flagship pro)ects that have a bearing on

the performance of the sector. For the purpose of
analysis, it should be noted that initiatives in the

building and construction sector r!'ere not exPlicit,

but were rather a factor of expanded expenditure

in development of other sectors such as transport,

housing, urban development, agriculture, energy

and information and communicatiorr technology.

In 2015, the sector maintained a robust growth

mainly supported by an increased investnent in

transport and infrastructure development. The

expansion and modernisation o[ aviation facilities,

initiation o[ the Larnu Port Southern Sudan and

Ethiopia Transport (LAPSSET) corridor, initiation

of the railway expansion Proglamme by developing

the Standard Gauge Railway, and expanding

Nairobi commuter railway services and initiation

oi programmes for the upgrading of national

and county road networks are some of the most

signi6cant pro)ects.

Increased investment in infrastructure contributed

signidcantly to the performance of the sector,

especially during the third quarte6 contributing l4.l
per cent to GDP growth (Government of Kenya,

2015b). Total expenditure for the State DePartment

of Infrastructure rose substantially by 37.6 per cent

to Ksh 120.5 billion in 2Ol4/15. Similarly, total

development expenditure on roads for the financial

year 20 t4l l5 rose from Ksh 6't.4 billion in 2013/ l4
to Ksh 94.7 billion in 2Ol4/2O15. Funds disbursed

by the Kenya Roads Board (t(RB) for road repair

and maintenance activities increased by ll.2 per

cent to Ksh 25.8 billion in 2014/ 15.

Apart tiom being a basic right, housing contributes

greatly to the socio-cconomic development of the

country due to its bachvard and fbrward linkages.

'Iire housing sector as a sub-set of the building and

construction sector is critical towards realization

of the Sustainable Dcvelopment Coal (SDG)

of ensuring access for all to adequate, safe and

aflordable housing and basic services.

Under the social pillar of Vision 2030 MTP Il,
it is noted that the national population has been

increasing steadily by one million people per year,

with projections indicating that 50 Per cent of the

population will reside in urban areas by year 2030

(Government of Kenya, 20i3). This Poses some

challenges in terms of shortage of affordable and

decent housing, resulting in the rnushrooming of

informal and unplanned settlements.

The housing gap in Kenya is estimated at

approximately 200,000 housing units annually, with

the bulk deficit being in the development of quality

and affordable housing for lower income Kenyans.

Housing development in Kenya is privateJed, with a

-3,!10
50,805

3,991 4,266 1,.+43,5.14

100,827 i

I l-'1
5,r96

ta,*-l7O,77O
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conrparatively low Ievel of public sector investment.
According to the Housing Survey (2013), the high
cost of building materials, high cost of land and tl.re
high cost of labour have been cited as the rnajor
challenges frcing housing sector development in
Kenya (Figure ll.l). Absorptiorr of alternative
building nraterials and technologies, for exarrrple use
ofStabilized Soil Blocks (SSBs), reinfbrced concrete
panels and prefhbricated panels, is still considerably
low, partly as a result of stringent regulations
prescribed by the Building Code.

Figure I l.l: Challenges ofhousing dcvclopmtnt

The review of prograrnme resource requirements
and alloqations (Table ll.3) fbr the sector reveals
that housing development has the second highest
allocation for capital cxpenditure at Ksh 7.-559

billion for 1016/2017. An allocariorr of Ksh 800
nrillion has also been set aside tbr building stantlards
and research for 2016/ZOl7.

Public sector resource allocation, coupled with
strengthened private-public partnerships to housing
developrnent would support the enhancement of
the national housing stock. As at 2015, the Ministry
of Lands, Housing and Urban Development had
produced ;r feasibility study report for proposed
housing developments at Park Road, Starehe and
Shauri Moyo sites fbr civil servants housing scheme
under public-private partnerships with service
avail.rbility payments (Set) in Nairobi Ciry County.

Analysis of programme expenditure by economic
classilication in the building and construction
sector (Table I1..1) shows that in Z0l4l1.5, rrban
and metropolitan development recorded the
highest capital expenditure of Ksh 7,430 miuion.
This is in line with MTP II requirements for the
finalization .rnd implement.rtion of National Urban
Developurent Policy; Metropolitan policy; Markets
Development Policy; Physical Development
Plans for Resort Cities of Lamu, Turkana, Isiolo,
Kilifi and Diani - Ukunda; and development and
implementation of metropolitan branding and

80

10

6*jlo
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l0
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4!l
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pronrotion; rnetroPolitan sit'ety and enrergency;

metropolit.rn social infrastructure .lnd quality of

life; metropolitan planning; and environnrental

man.rgernc'nt oI the nretroPolitan regions identilied

in VisioD 20-10, namely: N.rirobi, Kitui-MwinBi-

Meru, Mom[ras.r, Kisumu-Kakameqa, Nakuru-

Eldoret, .rnd Wrjir-Garissa-Matrdera.

Housint development and hunran settlement

recorded the second highest c,rpital expenditure

fbr 2014/15 at 4,.141 million, in<licative of the

commitment to nreet the housing supply eap.

At the count) level, construction and rehabilitation

of' county roads lnrl development of critical

intiastructure at the v.rrious county heldquarters

intltrenced the sectors output (KNRS, 2015a).

The contribution of the county budgets to land,

housing ,rnd urban development for 2014/2015

rvas lower th.rn 5.0 per cent of tht' overall budget

cstimates rcross all countit's (Figure I1.2). Most of
the counties spent rrrore than 10.0 per cent oitheir
budgets fbr 2014/201S on transPort, infiastrncture

anrl public works.

I 1.4 Policy DeveloPments and
Emerging issues

The construction industry is constrained by lack ofa

robust national construction regulatory framework

to rddress new emerging trends in building and

construction, Proiect financing and development,

construction business development, materials, and

standards. Outdated building regulations curtail the

use of alternative building materials. There is need

for the development and enactment of the National

Building Regulations (2014), Nrtional Housing

Policy and Housing Bill, Urban f)evelopment Policy,

and Nrtional Spatial Plan tbr efiective regulation.

The sector continued to thce high unit costs o[

construction. Cost benefit analysis of related

proiects indicltes that unit costs could have

been inflated with regirrd to high cost of building

materials due to inadequate supply, higher transPort

costs, increased labour ctlsts, land acquisition

and compensation costs, and high costs due to

augmented risk allocation factt.rrs for credit sources

of finrnce. Towards the third quarter of 2015, the

country witnessed a general increase in the cost of'

credit on account o[ vol;rtility of interest rates, and

this had adverse imPacts to the sector by curtailing

housing provision for the low incorne cohort by the

private sector.

Furtherrnore, the sector witnessed severe challenges

in 2015 in tern,s of collapsed buildings that caused

loss of lil-e and property. There was a general

spike in building collapse incidences in Kenya,

with 1996-201I experiencing 2'+ cases over the

period, 2014 experiencing l3 cases and 2015 up

to thc month of July experiencing l3 cases. This

has mainly been attributed to poor workmanship

as a result o[ Iack o[ traired worlslanship in the

sector, lack of enforcement in quality control, weak

implementrtion of laws, inadequate geotechnical

and materials investigations, hck of prof'essional

ethics, and lack of r customized version o[

building speci6cations and mrnuals. The National

Construction Authority (NCA) enhanced its

ertbrts in regulattrg the sector by ensuring fbrmal

registration of built environrlent protessionrls

ln.l undertikitrg constrtt(tion supen'ision-

Nevertheless, there is need tbr rationirlization ofthe

plao approval procedures.

The advent ofdevolution in the Kenyan governance

and economic strtlcture had rn impact on the sector

in 2015. The developnrent oi county governnrent

otlices and residential accnmnlotlltion ;rnd support

inliastructure influenced sector indicators such ils

demand for space, construction labour anc.l services,

as well as huilding materials The private sector

real estate developnrent also witnessed increased

demand fbr residentirl and commercial space,

especially in previously under-developcd areas.

The county Sovernments rolled out infrrstructure

projects such as roads irnd bridges, health tacilities,

markets, anong other amenities. Fiscal perforrnance

reports indicate that county governments allocated

o rtNYA E(oltoMtc RIPoEI 2 016
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resources towards capital expenditure on these

inliastructure proiects (OCOB, 2015).

County governments also influenced the sector

performance through regulation on planning,

approval and enforcernent of building and

construction. County legislation and policy on
physical planning and building plan approval fees

and proceduresled to increased costs ofconstruction
rnd delay in proiect execution timelines. These,

coupled with national government legislation, fees

and procedures, such as NCA fees and the Nationd
Environment Management Authority (NEMA)
charges and licensing process, had the cornbined

eft'ect of adversely affecting investment in the

sector. Further, the multi-agency jurisdiction in the

sector across the two level of governnrent created a

siturtion of duplicity ofaction and purpose.

I 1.5 Policy Recommendations

The foregoing analysis reveals the need tbr strategic

policy intervention to support performance of the

building and construction sector.

The structure of fees and procedures for
planning, approval and regulation of building
and construction should be harmonized

across national and county Boyernments.
Nationally applicable guidelines for the

procedures of proiect development approval

should be developed and cascaded to the

sub-county level. Applicable fees for building
and construction approval should also be

rationalized across counties to enhance

transparency and promote investor confdence.

Further, the regulation and enforcenrent

mandates of NCA, NEMA and the county

governments should be harmonized to remove

duplicity, cost and project Iead tinre escalation.

The budgetary allocation to capital erpenditure

on research on a$ordable building technology

and materials should be increased with the

aim of reducing the unit cost of building and

construction. The investment would spur

innovation in pursuit ofaffordable housing and

reduced pro,ect costs.

To address the high cost of credit in the

sectot, the public sector should review the

economic and frnancial analysis frameworks

in partnership with private sector finarcial

institutions, with a view to unbundling the

risk factors and risk allocation that escalate the

credit costs. Within this iDitiative, the public

sector can incentivize private sector resources

by shouldering the higher risk thctors and

availing guarantees.

Professional and intermediate skills should

be enhanced through sector wide capacity

building initiatives. Technical training for
artisans and technicians in various skills

within the building and construction field

should be augmented to inlprove integriry of
building works. With increased derrand for

real estate development lr,ithin counties and at

mega proiects, training and capacity building
proglammes can strategically ameliorate the

challenge of youth unemployment. Continued
registration and Iicensing of professionals

within the sector will reduce adverse impacts

of misconduct within the sector and safeguard

compliance to sector standards and nonns,

The completion and approv.rl of the National
Spatial Plan and consequent tbrmulation of
multi-scale county spatial plans should be

fast-tracked. These plans will provide the

long-term framework in space for urban

and regional development and guide the

location of adequate space for construction
of critical infiastructure. lt is expected that

formally approved spatial plans with space for

infrastructure development will help to avoid

the cost of expensive land acquisition and

compensation,
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12. I lntroduction

The transport sector contprising land, air and water
is a key enable'r in meeting the .rspirations of Kenya
Vision 2030. It is an importarrt component of the
nation'.s economy and t<lol usetl flor developnrent
through its t'acilitative role. Mrcroeconomic
implications of the sector are associrted rvith
the transnritted costs of goods and services;
enrploynrent contribution to (lross Domestic
Product (GDP); conrpetitiveness; and the level
of output in the economy. The sector hils direct,
indirect ancl induced impacts on other sectors of the

econoilly. Microeconomic assessment of the sector
reveals fbrward and backward linkages to other
sectors with implications to household expenditure,
intlation.rnd urrit costs of production.

I 2.2 Transport Sector Performance

I 2.2. I Output
The transport sector recorded improved
performance in the first, second and third qulrter of
financial year 2015/20t6 compared to Z0l4/ZO|S.

Figurc l2.l: GDP perjonnotce in lhe transport sccror -constunl 2OO9 prices (Ksh millions)
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As shown in Figure 12.1, the GDP performance in

the transport sector improved to record Ksh 71,686

million in the third quarter of 2015 compared to

Ksh 65,933 in 2014. The sector Brew by 8.7 Per cent

in the third qu.rrter of 2015 compared to 7.8 per

cent growth in 2o14 (KNBS,20l5).

Growth in the sector can be explained by increased

investment in transport infrastructure and services.

fhe national government with the assistance

of development partners continued to invest

strateSically in the development and nraintenance

of transport infrastructure. The road sub-sector

increased financing to the sub-sector through an

increase of the Road Maintenance Fuel Ler7, which

increased from Ksh 9 per litre to Ksh l2 perlitre. This

was intended to address the backlog and shortfall

of funds for road maintenance in the country. The

launch of the National Road Annuity Programme

was further delayed as stakeholders reviewed the

econonic, financial and technical asPects of the

initiative. Within the period under review, the

construction of the Arusha-Holili-Mwatate road was

launched; it is expected that the road will suppcrrt

regional integration and trade between Kenya and

Tanzania.

At the county level, there was enhanced investment

in the construction, rehabilitation and maintenance

ofroads within the period under review. The Annual

County Budget lmplementation Review Report

(CBIRR) for the 2014/2015, prePared by the Ofnce

ofthe Controller ofBudget (OCOB), reveals that a

signifi cant amount of development expenditure was

incurred in the construction of roads, bridges and

culverts.

availed positive direct, indirect and induced irnpacts

to sectors such as agdculture, manufacturing, retail

and trade. The socio-economic imPact of the roads

sub-sector was manifest in improved accessibility

due to befter road conditions, and reduced travel

times and transport costs.

The roads sector witnessed adverse externalities

attributed to road crashes. Between January and

November 2015, there were 2,564 road crash

fatalities conpared to 2,445 in 2014. lt is implied

that with improved road conditions, there was

induced speeding, which could exptain the

road crash severity. Other negative externalities

attributed to the sector include air pollution from

automotive greenhouse gas emissions, increased

fuel consumption and its inrplications on increastng

the import bill, tralfic congestion, and increased

public health costs on account of emissions related

morbidity.

I 2.2,3 Rail transport

Performance of the rail transport sub-sector was

inlluenced by the Standard Gauge Rail (SGR)

proiect and investments by the Rirt Valley Railways

concessionaire. The developrnent of the SGR proiect

recorded significant progress in the establishment

o[ the core civil and physical works. The socio-

economic effects ofthe proiect were associated with

its contribution to youth employment and suPPort

to local trade and suppliers within the proiect

environment. Resettlement of the aft'ected persons

and commensurate compensation was exPected to

enhance the welfare of the beneliciaries through

improved housing and income.

I 2.2.2 Road transport

The continued investment in the roads sub-sector at

the national and county level enhanced the sector'.s

contribution to overall GDP. This was mainly

through improved access to raw materials, inPuts,

markets, labour and agglomeration effects in rural

and urban areas. The rords transPort sector also

I 2.2.4Maritime transport

ln the maritime transport sub-sector, institutional

and operational changes at the Port of Mombasa

within the period under review reduced delays in

clearance of goods. The port continued to record

increased throughput compared to 20[4 due to
enhanced port operations among key stakeholders
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as well as regional trade growth. Improved physical
infrastructure and improvements to the channel
made it possible for larger cargo vessels to call at the
port, marking enhanced eficiency.

I 2.2.5 Air transport

The air transport sub-sector recorded rnixed monthly
performance with regard to passenger volumes,
aircraft landings and cargo yolumes in 20.15. The
performance of the sector was largely influenced
by global and regional factors prevailing in the air
transport industry Data available fiorn the Kenya
Airports Authority (KAA) for the Jomo Kenyatta
International Airport (JruA) shows that passenger
traffic witnessed an increase in the months ofJuly
(2.5%) and August ( t.7%) 20t5 compared to 2014
traffic, while passenger traffic declined by 3.2 per
cent in October 2015 compared to the same month
in 2014. On average, air craft movements recorded a

decrease while cargo throughput increased oyer the
three months reviewed.

On the domestic front,Jomo Kenyatta lnternational
Airport (-f KIA) recorded improved perfbrmance
over the period under review, driven mainly by
increased scheduled flightr by budget carriers on
the Mombasa, Kisumu, Ukunda and Malindi routes.
Performance by the national carrier, Kenya Airways,
recorded a loss arising from operational and
market factors in the industry. It is proposed that
furican airline carriers should integrate operations
and services while diversifying routes to enhance
perf,rrnen-e. Aliican countries, through the 1999
Yam.'ussoul:o f)ecision, comnitted to deregulate
air services a:rd promote regional air markets open
to tr:nsnational competition in pursuit ofprinciples
of arr servi,:es liberalization. It is expected that
hberalizing intra-African air transport markets
would promotc economic growth, deliver improved
safety, lower fares, and increase traffic in Africa. This
rvould make African airlines more resilient to local,
regitrnrl and r;tobal shocks in the industry.

12.3 Key Policy lnitiatives and
Expenditure Allocations

Kenya Vision 20-10 Second Medium Term plan
(MTPII) 201-3-2017 identified key flagship pro)ects
in the transport sector. In 2015, the flagship proiects
recorded mixed results in terms of implementation,
these included:

Air transport: Expansion and modernization
of aviation facilities was planned to achieve
an annual capacity of 45 million passengers.

fie route network tbr Kenya Airways and
other designlted national carriers was to
be expanded through bilateral ngreements,
international conventions and protocols.
Maiority ofthe planned targets were achieved,
with ongoing works at JKIA and Isiolo. The
Greenfield Project was delayed due to funding,
while the targets for the developrnent of
airstrips were not met due to difficulties in
land acquisition. Five new Bilateral Air Service
igreements (BASAs) were negotiated and l6
reviewed.

Maritime and shipping: Expansion of port
capacity by 50 million tonnes was planned,
including improvement of port elficiency,
construction of a second container terminal
at the Port of Mombasa, provision of new
handling facilities at the Port of Mombasa,
development of Dongo Kundu Free Trade
Port, and modernization of f'erry services to
increase passenger capacity per year. Maior
infiastructure projects achieved success, such
as dredging at the Port of Mombasa, which
was completed, and construction ofthe second
container terminal, which is ongoing.

Rail transport: Expansion of rail transport
capacity was planned to trke up 50.0 per
cent of cargo tiom the Port of Mombasa.
The SGR proiect was implemented towards
this obiective, and significant progress o[ the
proiect was recorded in 2015.
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Source: Conrprled fron] N.tronst Treasury, MTIF Report 20 I6li 7-2018/t9

12.4 Transport Sector Comparative
lndicators

Review ofselected transport sector indicators across
comparator countries (Table t2.3) shows mixed
performance for Kenya. In terms of road crash
fatalities per 100,000 population, Kenya was ranked
I I out of l3 countries reviewed. The low ranting
could be attributed to the increased severity of
road crashes, coupled with inadequrte emergency
response lnJ post-crash care. ln terms ofexposure to
road-based air pollution (pM Z.S), Kenya recorded
good perftrrmance with a ranking of -] out of t3
countries reviewed. Within the air transport sub-
sector, the country recorded an average comparative
performance with a rank of6 out ofthe l -3 countries
reviewed. However, this ligure is low compared to
the 720,000 departures recorcled in lndia. With
regard to maritime transport, the country recordecl
a low perfonnance of 7 out of I I countries with
ports reviewed. This is retlecter.l in the Iogistics
performrnce index where Kenya recorded a below
average performance of 2.8 l.

12.5 Policy and Legal Developments

. The ftrel price con.lponent for Road
Maintenance Fuel Levy Fund was increased by
Ksh 3 to provide additional resources tbr road
maintenance.

The excise dutl regime was also revised,
thereby affecting the cost ofvehicle and motor

cycle acquisition. The basis of the duty on
vehicle age nray influence consumer behrviour
towards new vehicle fleets that have less adverse
impacts to emissions and fuel economy.

To address the challenge of greenhouse gas

emissiorrs and fuel economy in the transport
sector, the government with the assistance
of development partners, is exploring
implement,rtion of fees and rebates based on
locally designed fucl economy benchmarks.
It is expected that these policy instruments,
including vehicle labelling, scrappage .rnd buy-
b.rck schemes will have an impact in addressing
the climate change agenda for the sector.

The Kenya Roads Bill 2015 was formulated
with the objective ofgiving effect to the Fourth
Schedule to the Consfitution in relation
to the roads sub-sector. It provides for the
chssification, management construction and
nrJintenance of public roads, to establish the
Kenya National Highways Authority .rnd
Kenya National Secondary Roads Authority,
to provide tbr their functions and powers, rnd
tbr connected purposes. Part IX provides for
the responsibilities of county governments.

12.5 Emerging lssues and
Challenges

There are a number of transport sector issues that
relate to the current devolved system ofgovernment:

Transfer of the county roads hrnction as

stipulated in the Fourth Schedule of the
Constitution has not taken place effectively.
There are legal disputes between the national
arrd county governments as regards the
transfer of roads to counties, with the matter
being subjected to a court process. The issue
ofcapacity constraints to develop and manage
roads at the county level was observed.
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ln the port and maritime secto, the maior
issues revolve around management ofthe port
of Mombasa and the planned levying of fees
to cargo by the county. The operation of the
Likoni ferry and the development ofthe LiI<oni
channel bridge is also an issue under attention
by both the national and county government.

Development and operation of airstrips by
counties commenced, but the big challenge
is to ensure that these conlbrm to national
strndards fbr civil aviation and safetv.

The development of the SGR project was
affected by disputes in relation to resettlement
and compensation of the persons afected by
the facility.

Vandalism of infiastructural facilities has been
on the increase in the recent past.

12.7 Sustainable Development
Goals in theTransport Sector

The Sustainable Developmc,nt Goals (SDGs)
provide targets that relate to the transport sector
directly and indirectly. Goal l l addresses the issuc
of making cities and human settlements inclusive,
safe, resilient and sustainable. Target I1.2 of this
goal states that "by 2030, provide access to safe,
aftbrdable, rccessible and sustainable transport
systems for all, improving road saf'ery notably by
expanding public transport, with spccial attention
to the needs of those in vulnerable situations,
women, children, persons with disabilities and older
persons'l

The Integrated National tansport policy oIKenya
alludes to the targets of Goal ll. However, the
transport system, which includes the physical

iofrastructure and services, currently does not meet
the expectations of the SDGs. The main modes of
transport (roads and rail) do not provide adequate
nccess to users both in urban and rural areas.
Urban Transport Systems are neither accessible
nor afibrdable to those in vulnerable situations,
leading to exclusion, while most commuters are
captive to unsustrinable rnodes of transport. The
public transport system in Kenya is characterized by
informal practices, lack ofplanning and standards in
service delivery, making it unsustainable. In order
to achieye thc SDGs, there is need to realign the
public transport sector to focus on public Service
Obligations (PSOs) and adaptive levels of service
(LoS) that take into account the local context.

SDG Goal 9 liocuses on building resilient
infrastructure, promoting inclusive and sustainable
industrialization and tbstering innovation. Target
9.1 addresses the development of quality, reliable,
sustainable and resilient infrastructure, including
regional and trans-border infrastructure, to
support economic development and human well-
being, with a focus on affordable and equitable
access for all. Within the East Atiican Community
(EAC), significant investment has been put in
place towards developnrent of cross border and
regional infrastructure. The Northern Corridor
and LAPSSEI road, rail and maritime sector
proiects are seen as strategic initiatives towards
the achievenrent of this SDG. Target 9(a) further
supports deployment of resources in support of
these proiects by stating the rreed tor facilitate
sustainable and resilient infrastructure development
in developing countries through enhanced financial,
tt'chnological and technical support to African
countries, Ieast developed countries, landlocked
developing countries and Small lsland developing
states.

The SDGs Goals No. 7, l2 and l3 indirectly relate to
the transport sector with regard to energl, demand;
energy elficiency of vehicles and other transport
modes; transport sector consumption of land and
energy resources; and transport sector contribution

The n.anagement, operation and maintenance
of road construction machinery taken up by
the county governments is a challenge due to
limited capacity in various counties.
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to Green House {Jas (GHG) emissions and climate

change. The Government of Kenya has undertaken

initiatives towards addressing some r:f these

issues. For instance, the Global Fuel Economy

Initiative (GFEI) pilot study by the Energy

Regulatory Commission (ERC) in 2015 provided

recommendations and policy instruments to

manage the national vehicle fleet and imPorts with

regard to vehicle 6rel economy (consumption litres

per l00km), and vehicle emissions (gCO,/Km) in

the country (ERC, 2015).

12.8 Policy Recommendations

. A robust assessment ofthe economic unit cost

and benefits of constructing a kilometre of

road should be undertaken. Decomposition

of cost items should be rigorously studied

across diferent environments with mitigation

measuaes for factors that escalate costs The

public-private PartnershiP Famework of

proiect execution should be reviewed to

establish value for moneY.

The level of participation by local suppliers

and contractors in the SGR proiect should

be enhanced to enable attainment of the

redistributive obiectives of the proiect' This

can be enhanced through capacity building

and support in technical and financial aspects'

Focus should also be placed on technical

transfer for sustainability of the proiect across

its life cycle.

ln pursuit of the recently adopted Sustainable

Development Goals, the government and

sector stakeholders should expedite the

implementation and cornpletion of transport

projects identiGed rs being sustainable. These

include the Mass Transit Options for Nairobi,

Mombasa and Kisumu. The government can

leverage on global and local Climate Fund

resources to suPPlement the investment

requirements for these Profects.

Finally, there is need to enhance the road

crash data surveillanse systern in support of

the road safety initiatives being undertaken by

the National Transport and Safety Authority'

Accurate data systems will help in the design,

planning and decision making of road safety

initiatives.

(ENYA ECoNoMt( REPoRT I016



I* [:iaFa']

Clritllter

13
Energy

l3.l lntroduction

Energy is critical to iny economy. Goal 7 ol the
Sustainable Development Goals (SDGs) is to
ensure access to affordable, reliable, sustainable
and modern energy for all. The god envisages
thJt by 2.030, there will be universal .rccess to
.riirrdabie, reLalrle an,.l nrodern energy services;
the share of renewable energy in the ulobal energy
mix will increase substantially; and the global rate
o[ improvement in encrgy efficiency will double.
The Government of Kenya through various policy
docurnents such as thr. Constitution of Kenya and
Msion 2030 aligns itselIto this gonl.

Kenya consumes a mix ofrenewable energy (hydro,
wind, solar, geothermal and cogeneration) arrd non-
renewable energy (coal ancl petroleum products).
The overall expenditure for the energy and
petroleum sector increased from Ksh 7-1,664 million
in 2013/l.l to Ksh 90,779 nrillion in 20t.t/15. This
was prompted by government policy to diversify
and go green by investing on renewable energy
(Government of Kenya, 201-5a). Though the actual
expenditure for the same period increased trom
abor.rt Ksh -54,65-5 million to Ksh 55,654 million,
respectively, the absorptioo capacity rlropped trom
an estimate of7+ per cent to 6l per cent. The sector
[unding tareeted to increase power generation,

transmission arrd distribution; increase investment
in alternative energy technologies; anrl increase
exploration and distribution ofoil and gas.

T.lrough a number of key proiects in Vision 2030
Medium Ternr Plan I (2008-2012) had been
completed by end of ?012, a number of proiects
are still pending. These include the construction of
6,000 tonnc and 2,000 tonne common user LPG
import handling facility in Mombasa and Nairobi,
respectively, that was airned at reducing freight costs
and making LPG che.rper to Kenyrns (Government
of Kenya, 2008). ln addition, among the flagship
progrJmnres and pro)ects tbr Medium Term Plan
II (2013-2017) include the development of an oil
pipeline, crude oil pipeline and retined oil pipeline
from Lamu to Juba and Ethiopi.r, and an additional
oil relinery at Lamu with capacity of 120,000 barrels
per d.:y. These proiects .rre key under the Lamu
Port-South Sudan-Ethiopia Transport (LA?SSET)
corridor, but have not commenced (Government
of Kenya, 2013). In addition, it was also expected
that by end of 2014, wind and cogelrerntion power
generation will be.rbout l50MW and l20MW,
respectivell,. However, the electricity generation
fiom these sources as at end of 2014 was 20.-5MW
and 38MW, respectively (Kenya Power and Lighting
Company,2014).

)KT NYA E(ONOi\,IIC 8EPO8T TO I6



13.2 Functions of the CountY
Government in Relation to
Energy Sector

According to tlre Dratt National Energy and

Petroleum Policy 2015, the functions ofthe coulrty

Bovernn'lents are: energy planning, regulation,

operrtions and development. The policy provides

detailed functions for the county which, if adopted,

will bring major developments in the energy

sector. Nonetheless, these functions ale yet to

be fully operationalized at the county level. For

instance, the county energy regulrtion has not yet

been devolved to the county levels. The Energy

Regulatory Commission (ERC) currently oversees

the regulation of electrical energy, petroleum and

related products, renewable energy and other forms

of energy both at the national and county levels.

However, some counties are slowly devolving; for

example, the county Sovernment of Busia has come

up witl Electricity Reticulation Bills for the county.

Apart from the Draft National Energy and

Petroleum Poliry a nurnber of other energy policy

documents have realigned their Policies to the

mandates of devolution. For instance, the Energy

Bill 2015 also articulates the functions oIthe county

government (Government of Kenya, 2015c). tn

the bill, part ll on energy policy and integrated

energy plan, each county government is required

to develop and subnrit a county energy plan to

the Cabinet Secretary, Ministry of Energy and

Petroleum in resPect of its energy requirements. ln

regard to promotion ofenergy investments, relevant

counties are expected to partner with the national

government to develop guidelines on development

of energy proiects and to disseminate them among

potential investors.

Through the Energy Bill (part lX on enertiy

efficiency ;rnd conservation), each counry

government is required to eoforce effrcient use o[
energy and its conservation. The bill also stipulates

that the Rural Electrification and Renewable Energy

Corporation will be required to develop ancl update

the rural electrification master plans in consult.rtion

with county governments. In addition, country

governments are required to develop and update the

renewable energy master plan, taking into account

county-specilic needs, and the princiPle ofequity in

the developrnent of renewable energy resources.

Some of the challenges tacing devolution in the

energy sector are:

(i) Lack of coordinated planning between the

national and county Sovernments;

( ii) Lack ofa clear framework for sharing ofbene6ts

from exploitation of energy and petroleum

resources with the Iocal communities;

(iii) Community Iand problems identiEed for

renewable energy investments;

(iv) Failure to develop policies and regulation

that would anchor the legislation both at

the nationil and county levels (for instance

Energy Bill 2015 and Draft National Energy

and Petroleum Policy 2015 have not yet been

passed into laws); and

(v) Inadequate legislative caPacity in the county

governnents, and hence slow development of
policies and regulations.

13.3 Energy lndicators

Energy access and affordability

ln Kenya, 68.-3 per cent and 63.3 per cent of

households used firewood in 2005/6 and 2010,

respectively (KIHBS, KDHS). In addition, 13.2 per

cent and 8.1 per cent of households used Kerosene

over the sarne period.

In terms of electricity access, the government

currently estimJtes that about 65 per cent of
Kenyans are not connected to elertricity due

to high cost of connection, wiring and monthly
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us.rgL'. Hen'eyer, rvith the l.runch oi the Last Mile
Conncctivity preiect, connection fee has been
halved to Ksh 15,000 .rnd csn be paid in monthly
instJlments fbr a maximum period of five years.

Allordability is critical, .rs 20-,i0 per cent of income
is spent by the worldis poor on tuel alone (Flavein
and Aeck,200+). Affordability also depends on
the Icvel of clectricity t.rrill'.s. tn Kenya, electricity
t.rri[1's havt' been risins fbr dill'erent categories of
consumers ls shown in Figurc 13.1. For example,
t.rrifl.s fbr dorlestic consumers rose iiom 20.3.3 Ksh/
KWh at cnd of 20 I .1 kr 20.55 Ksh/lCMh in 2014.

F igure I 3. I : Ele t t r ic i t y p r i c e s lo r tliJferett
consunters, 20 I3-20 I I

Energy disparities and heatth outcomes
from energy use

Energy disparities are even larger; for example, of
thc l-i,6 per cent rsho use electricity for lighting,
only,3.9 pe'r cent lre from rural areas (KIHBS,
2005/6). [n reg.rrd to thc cnergy indicators related
to health outcourcs, exposure to indoor air pollution
is a m.rjor clusc of respiratory illness and even

de,rth. Thc World Health C)rgiuization (WHO,
20t-l) reports that 7 nrilliorr people die each year
fiorn indoor snroke clue to ineflicient cooking tires
(thc tlerths trom indoor lir pollution are more than
twice as mirny as mlllria).

Electricity generation

Total elcctricity generation increased from
8,447.9CWh in 201-l to 9,1-18.7GWh in 2014 (Table

l-1.1). lhis was attribrrted to increased inyestment
in rcnc'wlblc cnergy .rnd governntent policy to
diversifi electricity sources tronr hydro and thermal
power to geotherrn.rl, wind, and cogeneration
power. This rvas important fbr trvo reasons; first
rvas to avoid over-relilnce on hydro poweq which
highly depends on rve.rther conditions; and second
because thermal gener.ltion relies on tbssil fuels,
which .rre expensive and crrltic.

ln addition, rc-nervablc' enc'r-gy technologies have

lower Levelized Cost of Electricity (LCOE). For
instance, the LCOE ;rt 8 pcr cent is cheaper for
seotherlnal (9.1 USc/KWh) arrd wind (9.1 USc/
KWh) when compared to non-renewables such as

gas turbines and coal, respectively (6.9 USciKWh
and 12.7 USc/KWh), as rcported lry the Least Cost
Porl'cr Developurent l)lan 201 l-20-10. Therefore,
investing itr renewirble enerty such as wind and
geothc'rnral inrplies lorver electricity prices in the
long run. The governrnent aims to achieve.tccess
to atlordablc, sustainable, and modern energl'
rrainly through investrnents in renervable energy,
and ensuring th,rt the energy supplied is secure and
reli;rblt' by nr.rking investments in non-renew.able

ener!ly.
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Electricity prices f.rced by the consumers are

considert'd to lre high compared to other countries
such as Ghana. 'llis is lrecause rnost of the burden/
cost associated with production .rnd distribution
is directly passell on to the consumer. Some of
thesr' charges include inflation adjustments;
fbreign exch.rnge fluctuation adiustments; ind the
water, energy regulatiorr commission and rural
electrification authority levies.
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'Ihc. nuruber ot public itrstrtutiot'ls connected

rlith sol.rr cncrrly throu{h the .rlterlrJtive encrqY

tc.chnologies protranrnre in f() I l./ l'1 incre.rsr:.l liorrr

-l2l ttr 3lt().'lhr'tovcflrrrrent plitrs to increase the

nunrber h1 1 ,2(X) ln l0lli/'19. In i,-,l,-litiou, durins

the s.rnrc pcritrrl, the nurllb('r ()itrleqJ\^.ltts olPorvL-r

qr'ner.rted frtttrr strr.rll h1.lro pou t'r prt'iects incrcasetl

tionr SNIW to ;N'l\\'. At thc' househLrld lelel, the

{evcrnn)L'nt throuuh thc f)ircctorJte of Renewable

Ent-rqy sccks to incre.Ise the currcnt number of
clonrr'stic househol.'l biotas rligesters by -1,000 by

2O18,/19 tionr 250 in 201.1/15. It is inrportant to

note tlr.rt trrost sollr, witrtl ,rn.l hydrtr prower projects

.rre rn.rinly utr.lcrt.tkerr by thc qovernnrent. Ltlrv

Fcctl'injl-.rrill.r (l-i'lis), higlr rcsettlenlent costs,

.rnd lont clcl.r1,s in issuing of Pernrits rnd Iicenscs

arc tlrc rn.rin hin,:lr.rrrcc ti)r itl\'estrlrents in these

tljLlur(,1()tr('\ h) tllc llrr\.rlc \c(t(rr.

-Iirble ll.l shou's th.rt krt.rl clcctricit) gener.rtion

titrm rencu'.rbl.' encrgl incrcascJ lrv 22.'] per ccnt

riom 6,1.1i.2(l\Vh in 201.1 to 6,5-i.1(l\{h !n 201-i.

llowclcr, tht' slt.trc of rent'uir[.le- clrl-'r{)' {cnerJtion
ti()rtr t()t.rl tlcnL'r.rtton incrc.rsecl 1i-otn j3.8 

P!'r cent in

201 -3 to lt"l..i pr-'r ccnt in 20I -i. Jlris rv.rs .rttributed tQ

;r dtclinc ( I 3.5"" ) irr therur.rl {encration in the sJIIlc

pcriod. It is r.'xpected that fbr 2018/19, the lrrgest

sh.rre oi totrl elcctricity rvill still be tiom renewatrle

cncrgy.rs thc {ovcIllnrcnt Pl.rrrs to injcct 286M!V oi
gcothernr,rl powcr irt tltc s.lnlt pcriod ((iovernme'nt

olKcny.r,20l5a).

Carbon dioxide emissions

A!i nrost countri('s itrcre.rsc thc'ir Icvel oi clectricity

gencrition t(t rr)cct tlreir encrqy clc'tI.rtlcl, it has

bccortte ttuport.tr)t t(r ptl15tlc those srlurccs of
electri.it) {cnc[Jtion .1\sociitcJ witlr lers cnlissions

In t(,r)s \,1 (.lrl)()l) (llo\1,1. ('llll\\toll\ lionl tlrcrgl
Kcn1.r is atnotrq tlrc lc.lst !'trlittr'rs .rnlont thl'

comp.rritor countries.ts slttlrvn in Figure I 3.2

Ii.grrrl I i.2: Ctrbon iiotilt ttrti.ssiorr-s, .l{) I I (irr
t h o t s rt n i rt t I r i t' I o tt tt t's )
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Electricity demand and supply

The total electricity demand rose by 10.{l per cent
fiom 6,928 rlillion KWh in 201-3 to 7,768 million
KWh in 2014 as shown in Table 13.2. The total
electricity supplied also increased by ll.5 per
cent from 8,447 million KWh in 2013 to 9,514.6
million KWh in 2015. However, the total electricity
supplied outstrips demand by about 17.9 per cent in
2013 and I7.7 per cent in 2015. The slight decline
in the gap between supply and demand is as a

result of increased electricity consumption brought
about by increase in electricity connection through
rural electrification proBr.lmme, and redr,rced

cost of electricity, For instance, through the Rural
Electrification Programme, 9,.535 public prirnrry
schools were connected to electricity in 2014/15
compared to 5,231 in 2013/14 (Government of
Kenya,20l5a).

The gap between electricity supplied and electricity
demanded is explained largely by the transmission
losses and unallocated dernand The transmission
losses and unallocated demand rose by about l0
per cent from 1,476.1 million KWh in 201 .1 to
1,641.5 million KWh in 201,5. Power loses rre
reducing due to improvement in existing grid lines
and construction of new grid lines. According to
the Sector Medium Term Expenditure Framework
(MTEF) budget report for year 2016/t7.2Ot8/tg,
the number of transrnission lines constructed
increased by 34.-3 per cent from 4-J-5km in 2013/14
to 663km in 2014/ 15. It is expected that power losses

will also drop as the government plans to develop
2,879km of transmission lines by 201 8/ 19. Also, the
demand is expected to rise as the government plans
to increase the number of new connections by 5,000
in the same period (Governn:ent of Kenya, 2,01Sa).

On the demand side, the potential demand (6504

of Kenyans not connected) is Breater than the
actual demand (-1506 of Kenyans connected) while
at the supply side, the current effective capacity is

about 1,798MW. The government needs to hasten
the electricity connection programme to meet the
target for energy for all. With the growing potential

demand, the government also needs to fast-track the
implementation of the .S,0000+ lvflV power plan.

Table 13.2: Electricity dcmand and suppfu, 2O13-
2Ol4 (million KW'h)

Total electricity dcmand 6,921t.10 i,415.4 7,826.4

FTort to Ugurde and +3.7 30.8 4.7
Tanzania

Transnrission losses and
unallocated demand

1,4?6.t I,692.5 t,64 t .-i

+9.0 158..1 58.8

Ee electdcit,'supph 7,zL2Eq.7l2!l
Lcss inrports tionr
Uganda and Tanzania

Nct gener.tion 8,398.9 8,980.3 9,455.8

sour(e: XNSS l?015)

Total domestic demand for petroleum products
in Kenya increased by about 5.0 per cent from
3.7 rnillion tonnes in 201-1 to 3.9 million tonnes
in 2014 (KNBS,20lS). The general increase in
consumption could be explained by the drop in
prices of domestic petroleum products due to the
tall in the price of crude oil fiom 113.85 US$/
BBL in 2013 to 60.65 US$/BBL in 2014. tn the
first two weeks of 2016, crude oil dropped further
to 30 US$/BBL, and there have been signals that
oil prices could fall even f'urther. With the decline
in prices of oil internationally, it is always expected
that the domestic price will fall at least by the same

margin but this is not the case. In the Energy Act
2006, the Energy (Petroleum) Regulations 20l0
provides regulation for the maximum wholesale
and retail pump prices. The maximum determined
prices becone efiective on the l5'r' day of every
calendar month and remain in force until the l4'r'
day of the following calendar month. The wholesale
pump price incorporates the weighted average

cost in shillings per litre charges on the Kenya
Petroleum Refineries Limited (K?RL) and Kipevu
Oil Storage Facility (KOSF); trinsportation cost
from Mombasa to the nearest wholesale depot;
allowed losses in pipeline and depot; and allowed oil
marketing company's gross wholesale margin.
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At the retail pump prices, the tbrmula considers

allowed maxinrum retail gross margin and the

delivery rate from the nearest wholesale depot to

a retail dispensing site in shillings per litre. The

KPRL and KOSF charges incorporate the volume in

litres and unit cost of cargo of a refilred petroleum

product imported through the open tender system

for the previous three months; the volume in

litres and unit cost of a petroleum product yielded

from crude refined at the K-PRL per rnonth lbr the

previous three calendar months in shillings per litre;

and the total taxes and levies fbr petroleum products

in shillings per litre (which captures the excise dury
road maintenance lery; petroleurn regulrtion lery,

KOSF charges, and excise duty rernission). The

prices determined using the tbrmula rre aimed at

protecting the consumers trom facing exorbitant

prices and ensure oil marketing comPanies stay in

business by earning some pro6t.

The formula has not yet been reviewed since it was

enacted in 2006. It still incorporates the KPRL

charges and yet KPRL was closed in 2013. Also,

the forrnula covers a three months lag in all their

imports, which implies that the current international

market prices cannot be ref.lected immediately in

the domestic market. The formula allows losses in

the pipeline and depot instead of encouraging the

companies to be eficient so at to minimize on loses.

The oil marketers are also allowed to set their gross

margin; however, it is not clear on how they arrive

at the set gross urargin, and this provides a window

for companies to form cartels and colltrde on the

margins set. Tlrere is need to review the tbrmula and

specifically drop the KPRL chrrges, avoid the three

months lag, and gradually reduce the allowed losses

to meet sustainable levels that coincide with the

global standards.

LPG consumption increased by .17.9 per cent fiom

92,900 tonnes in 201-3 to 149,700 tonnes in 20[4.
In addition, there was increased consumPtion in

rnotor gasoline petroleunr product and kerosene

products from 774,500 tonnes in 201-3 to 903,t100

tonnes in 2014 (representing 14.37o increase) and

296,100 tonnes in 2013 to 300,300 tonnes in 2014

(representing 4.2% increase), resPectively (KNBS,

20l5). This implies that between 2013 and 2014,

some consumers were better off in ternrs of income

and were able to purchase LPG appliances such as

gas cookers and import vehicles that resulted to

increased consumption of LPG and motor gasoline

petroleum products, respectively. On the other

hand, it could mean that some consumers were

worse off in the same period, and this Ied to increase

in kerosene consumption.

Kenya relies heavily on imports of petroleum

products. Among the possible substitutes lbr
petroleum fuels are bioethanol and biodiesel that

are produced mainly from sugar and iatropha plants,

respectively. The production of bioethanol and

biodiesel for fuel can reduce the country s import

bill burden resulting &om importation ofpetroleum

products and save consunlers kom erratic price

of petroleurn products. However, the comPetition

for land tbr ibod ancl lbr fuel production threatens

the measures in place to increase food security.

Gradual introduction of bioethanol and biodiesel

fuels as blends to the petroleum fuels, especially

bioethanol for transport, could reduce the countryi
dependence on petroleum products.

Energy security

Energy security is mersured by level of import

and strategic fuel stock (IAEA, 2015). Table 13.2

llso shows that the level of imports rose from

49.0 million I(Mh in 2013 to 158.4 million KWh

in 2014. However, the amount of imports only

contributed to 1.7 per cent to the total electricity

supplied, while the arnount of exports is about 3l
million KWh, which is supplied to Uganda and

Tanzania. In addition, Kenya has over 1,000 million

KWh of unallocated demand, implying there is

energy security as regards supply ofelectricity in the

country. The electricity imported is not because of
lack of electricity supply domestically, but rather it
makes economic sense to transmit and distribute

the imported electriciry to the western region.
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KerTya relies heavily on intportation of petroleum
productsi in 20.14, the level of imports increased to
4.S million tonnes fiom 4.0 million tonnes (KNBS,
2015). This was mainly because ofthe closure of
the Kenya Petroleum Refineries Limited (KpRL),
which used to handle 40 per cent ofLPG from qrude

oil relining. Figure 13.3 shows net energy imports
for Keuya and comparator countries. Net energy
imports are estimated as energy use less production,
both measured in oil equivalents. A negative value
indicates that the country is a net exporter. Nigeria,
[ndonesia, Egypt, Korea Democratic Republic
and South Africa are net exporters of energy while
Germany, Chile, Botswanr, Kenya and Ghana are
net importers of energy,

The price of sorne of the petroleum products are
presented in Table 13.3. Prices for the premium
motor gasolire and kerosene products dropped
by 15.6 per cent and 31.0 per cent, respectively,
between 2013 and 20lJ. However, the price ofLPG

- 
chile

- 
GeDD.ly

- 
ESpt,lrab R.p.

- 
Qg4s

- 
lodoocsia

- 
Keoy.

- 
Nigeri.

IbrE , Dem" Rep.

- 
Tanzsia

South A.&tce

dropped by 6.2 per cent within the same period.
The drop in Kerosene prices is higher compared to
that of LPG because Kerosene is exempted from
excise duty. In addition, LPGs fhce higher storage
costs due to lack of rdequate storage capacity for
handling imported LPG. The government had
planned to construct 6,000 tonnes and 2,000 tonnes
of LPG handling facility in Mombasa and Nairobi,
respectively, but this has not been achieved.

Table li.i: Petroleum producl prices,20 t3-20l S

Premium

50

0

o
€O<+t\Ofit\(oaa6(io\( 0\6t 6(l\O\c^(

c

-50
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. ts0

-200
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-300
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Sour(e.wo d gank (201t)

IK"-.";" _1.-
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84.3

2,688.-5

lll.+
E2.5

LPG

Source: KN85 (20t 5)
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Consumption of petroleum in the
economy

Thr' cncrcy scctrrr l-rovitlcs Porver that cn.rtrlc's

ucll'tirnctionint of tlrr' othr:r ccon(lrlli. sL'.tors

Llorvclcr, anntt.rl tl.tta shorr'int the cotrtributiot't

trf thcsc scctors ovcr tirl'lc is l.rckirtrt. lilrlc 11.'1

prcscDts thr' corlslrnrPtion of l,etrolt'urlr tircls [r)'

dillirt'rlt c()nsuurrrs. llct.ril pLrnrp otrtlet\ JtlJ rlrJd

tr.rnsfort had the l.trtest shalc of petrolcttnt ftrcls

colrsunrption b1, .rbout 71.0 pr'r cctrt. 'lhis rv.rs

1q.rll1l1vqj l1'avi.rtron Jtrd ilr(iu\tt i.rl. cr.rnrnrctcill .rn.l

nthlr consuncr\ uith l-1.5 pcr rent .]n(l ll.l Pcr
c('r'l t, rcsp('ctivc I y.

'l'tblt 1.i.1: cortsuuIlirttt o/ lt llrrlt'rtrrl./rrt'l-r lrl
diJl*e tl cttnsuttttrs

13.4 Policy Recommendations

ln ortler to cnhlttcc ltrcl sttstlin trowth in the

cnl.'r'gy sc.tor, thc titllorvirlq .lle s()lrle ol thc

Iecomnrcntlltions pr'.rPosctl I

1n ortler trr c-ncottr.r{e Priv.ltc sc(t()r itlvostnlc,lt

irr rcDc'rr'alrlc ('r]cr{)' tt'chnoloqiL's, thc

to\'.'rnnlcrlt trcc,.ls to unclcrt.rkr' rcqtll.rr revic\\'

of I-cc(l-in-l'.rritli\ ([ii'Il,;) tLr rttr.rct .rtrd frcilitrtc
.rctltrisition of l.trtd.

Rc{ul.rr revicu rrI the Ietroleutrl pro.ltlcts

pricirtr: tormull is ne'e.lc.l t() ('llstlt-t thlt

Petrrllcum proriuct\ rL'tlcct thc {lobill tll'lrkct

FJst tr.rck thc .()rrstructiQtr of thc LPG inrport

h.rncling f .rcility i rr Moubrs.t .rrrd N;rirobi.

Thcrr is nec'el to in.relsc troth lcccss ttr
clcctricit)' .ln!l sufpl)' of clcctricit)' to nr]tch

thc tlos,irrq dc'nr.rncl,

201-i

3,414.7

t9-Aglrcrrltur c

Rctail pump outlets
.lnd road transport

R.ul tr.ln\l'ort

Tcrutism

l\t.rrrrrc (rrcluJlrrq
r r.r r'.r I lirlccs)

Avirtion (excluding

governmcnt)

l1(\!rr (crrcrrtion

lndustri.rl, comnrcrcial
and othcr
(;o!rrIlrncnt

Bnlancing item
'li!{.rl

20t3

ls.s

2,571.:

201.+

l(i -1

2,791.0

s-s2.4 530.4 637.7

(.+

t-l l
s.s

li.l

2-i..1

lil'
5.1

ls ()

16.9

4.tl

t.9

.1S 1.2.-1462

-t8.6 0.3

.+,- ls.s
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Clurptcr'

L1
Water and Sanitation

l4.l lntroduction
'lhc (;overnmenI of Kcnya is ker'n to realize
universll access to quality w:rter and sanitation
services. This is bc-cause wlter and sanitation
are basic econonric .rntl social rights to which all
hunrrns rre cntitlc'd. Articles -l-3d an.l 46b ol thc'

Constitution oi Kenya underline that every Kenyan
has r right to, ... rcasonable standards ofsanitation"
anr,.l "clean and s.rfe rvlter in adequite quantities'l
rr'spcctively. The government, through the Jubilec
Coalition M.rnittsto of 201 3, equally recognizes
that access to water and s.rnit.rtion is low in Kenya.
'lhc government prorrises to stcer th(' countr)
tou,ards sate and clcan water for all by 1020 at
controlL'd t.rriffs u,hile ensurirrg subsiclized accr-ss

tr) population in int-ormal sc.ttlerrcnts (-lubilee
Corlition, 101.1).

In the yr.ar 2015, thc' (iovernrnent of Kenl'a
scparrtcd the Ministry of Environrrrent, Watcr .rnd

Natural Resources (NIE\A,NR) into two nrinistries,
tramely: Ministry of W.rter .rnd lrrigrtion (MWI)
.rn,.1 Ministry oIEnvironrnent ancl Nlhrrl] Resource s

(MENR), is one stritegy towartls irnprovinr
government service delivery in the rvatcr sector.

Therc'are.rlso c'tlirrts tow,rrtls improving the policy
liarnework through the Water Bill 201-tr, N.rtural
Rcsourcc,s Benefits Sharing llill 2014, Nationil

Irrigation Bill 201 5, and the He.rlth Bill 201-S.

Anrorrg the key indicators that m.rp the countryt
progrcss with respect to witer ,rnd sanit.ltion are

accessibility rnd qualit1,.

This ch.rpter assesses the perfonlr.rnce oi u'atcr
rnd srnit.rtion utilities by looking.rt their service
dr'livery, operational eflicicncy, comnrercial viirbility
and sust.rinability.

14.2 Contribution ofWater and
Sanitation to GDP

The sector contribution to Gross Dornestic Product
((;DP) in 2015 is estimated it 0.8 per cent. This
tr.rnslites to l rronrinal value of (lDI) o[ rhor.rt Ksh
.12 billion anLl (sh .l I billion irr re ll valut-. The sectr.rr

srew by.1.l psr ceot in 2014 but slowe(l to 1.9 per
cent in 201-S. In tcrms of errploynrent, thc sector
contriLrutiolr to f'ornral employrncnt reached 10,400
uF ftorn 9,400 hetu,een 2.013 rnd 2014. Of this, the
public and private sectors contrihuted 87.0 and 13.0

per cent, respectively, comp,rred to the previous ye.lr
when thc public and privatc' sectors contributetl
8-S.0 and I,S.0 pcr cent of ernploymcnt, respectively
(T.rblc l4.l ).
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'lqble l1,l: Conlribution to Gtoss Do cstic

Producl

Table 11.2: Kty puJonnuncc indicutors on wuter

] Contribution to
CDP by water supply,

sewerage, and waste

, management

Pcr.cntagc contril,ution
ttr CDt'

Gross Domestic
Product, current priceE

(Ksh millions)
(irnss l)onrcstic
Product..(tnst.rnt 2009

prices (Ksh rrtlliorrs)

Wage employmert by

, public sector ('00o')

l\'.rgc crnploynrerrt by
privltr sector ( 0(x) )

,10,,l,06 42,072

2013 Changes

io Z0r4
(%)

4zo

K"y
I Performance

lndicators on

1w"."1
Wntcr c(rvc r.llic,

'\' .1t nitron.ll
lcvel

' 
Weter covetagg

1 g6 at uban level

\ Iatcr cover.rte,
oo .rt rural level

Sector
Benchmerls

2014 2015 Change

in 2015 1

0.9 o.ri I l.l

4.1

> r.l 6.i.1 6-1.2 +0.1

+0.5

> 7S Ss.tl +l

8I

9.08.

80 682.1

s6.8

29,616 .30,690 1.6

sou(eof drta: l^rP {2015)

14.3 Access to lmproved Water for
Domestic Use

Water .rccessibility relers to connectivity to supply

Iine or inrproved water source. 'Ihe popul.rtion

clf Kenyans accessing improved wiltcr sources

reachccl 6-3.2 per ccnt by 2015. This rvas 0.1 per

cent improvement tiom the previous year. This

disaggreg.rtes to 8t.6 per cent .rnd 56.8 per cent

oi urban ind rural poPulation, respectivell'. The

increment is rn.rinly due to conrpletion of water

projects by various Water Service Boards (WSBs)

across the countrl'. The national rchievement is

below thc 2015 MDG trrget of 7+.0 per cent and is

dragged behind by the performance in rural areas

(Table 14.2).

'lhe population coveretl by watcr utilities, thus

accessing sate water, improved by 2.6 per cent,

reaching 5-5.9 per cent in 201-i. This tr.rnslites to f,!)

additional 1.9 lnillion people h'rving access to srfe

water, l.l rnillion fbr urbln populirtion and ti04,206

ttlr rural population. Wirter covcnlle in urbrtr areas

increased fiom 6l .7 per cent in 2014 to 65.* per ccnt

by 2015, while coverage ftrr rural areas increased

tionr.17.1 per cent in 2014 to'18.8 per cent by 2015.

This improvement can be attributed to comPletion

o[ rvater proiects by Water Service Boards (WSBs)

and \A/rter Service Trust Fund (WSTF) whose cost

is estim.rted .rt alrout Ksh I I billion (MEWNR'

201 5 ).

Hours ofsupply ofwater by rvater utilities in'rliroved

frorr 17 hours to 18 hours, but the quality of
water reduced by otre per cent to reach 91.0 per

cent in 20 15. Water rationing continuetl it't tuost

o[ the urban .rreas, with zoninq strategy wlrereby a

zone coultl receive water bctween one to two days

Per rvcck. W,rter losses ln terrns oi llon-revelluc

water reduced from 4.3.0 Per cent to 42.0 per cent.

However, this is still under-performance comp.rrecl

to average sector targr-t of20.0 Per cent, The nullber
of ccrnnectious 6xed with water metres increlsed by

2.0 per cent to rcach 89.0 per cent. lhis is good tbr

rno!]itoring water consumption, water losses as well

.rs fbr eflicient collectiolt ot water revelrue. However,

this mcJns that the sector hJs I1.0 Per cent nlore to

0.l+

Sour(eof Data XNBS 12015)
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(o\,!'r an or(ler to lt'.rclr tlre scctor tirgct ol lO() per
ccnt oinretcring ratio (\\'ASI{lrI}, l0l.{; l0l5 ).

lixpt,ntlittrrc olr pclsonnr-,1 lern.rinctl .rbove the
scct()r tirgl't of lt'ss th.rn -10.() pcr ccltt to st.rn(i it
11.0 1,c1,;,rr1 in lt)I5 (\\'ASRliB, l0l.l; l0I5). Ihis
nrcrns thrt tht' Lrtilitit's .rre still cornrnittirr{ nrorc
tirncls fbr rr.crrrrelt eri[)clt(iitrlre lt thL, dr[.!ctrsc
trf tlcvekrPrncrrt expetr(liture. lhotrglr rtverruc
c(rllection cHicirncl, incrtasccl fronr S5.0 pcr ccnt
in 201-l to 9J.0 pcr ccnt, thc utilitics still h.rd Ior.,,

Lr)\crLll]r! i)t ()lrCrJtir)n\ JnJ lt.lltt(n.lnLc (.()\tr,
u'hich bec.rrlle rvorsc troDr 1 13.0 per cr,nt to l()().()
pc( ct: nt by 201-S (T.rtrlt, t{.3 ).

Corrlli.rnce to rl.rt.r su[rrnissiorr b\' \!..rt(.t irlstitrrti()r]s
droppcd tioru t)9.0 pcr ccnt to 92.0 per ccnt. 'The

problcnr is cornpoun.lttl rvith Iorl intcgr,rtion of
stJte.Irld tr()n'\t.lte lctor\.'Ihls hinrlcrs tl.rtt rharrng
.rncl rt'portinq, cspeci.rllv by non,st.rt!, .rckrrs. 'Ihis

tlocs not onl)'.rlie(t rnotlitorint artr.i cv.rlu.rtion ol
Progrcss, trut ilso retlects a Llcclinc in .rdh!'rrnce t()
plinciplcs oi corpor.lte {()\,crn.lll.c, lltJn.r{ctucnt
.ln(l disclosrrrc of infirnn.rtion I)y th(,utilitic,s.

lilrlc 11.-1: l'crl'orn.;;:r.ct o.l. kty, nulr indiLttrrrs ht ,a,itrt. utililits

At glob;rl lcvel, Iicnv.r rr..rs r.rtctl .rnronq thc Atiic.rn
corrrtries thlt h.rd nr.rtlc gootl proqress trrr,r,.rrtls tlre
Jtt.rinrrrerrt rrl thc Nlillcnnitrrn Dcr.elopntcnt Co.rls
by 2t)l-i (.lr{Dtis l0l5) rr.ith resP!.ct to ,rccL,sr to
w.rter. Irr olr-ler to berrcltrn.rrk Kenv;r'.s pt,rfi.rlrr.rrrce
tlith thc rcsl ol thc rrrrrltl, (rl. rnticnl frctor to hr.
considcred is irritial \t.1te ()f thc coLrttry,, u.hich is the
pcrfi)nrr.rnr:c as .lt ltXX) u,lrerr thc l! D( is rvere sct.
A lirrthr'r arrllvsrs slrorvs th.rt Kcn1,l alsrr ptrtirrurc,tl
prr)trr.Jsivclv s.cll in tcrnrs oi elli)rt lr)ct t()rflr(ls
.rtt.rinrnent oi MD( is Lry 101 5. thr, lcvcl o[ el]irtt
since 1000 wls.lu incrcntr.nt in.rcccss to qu"llit),
\r.lt('r Irv rnr)rc tlrln I l..l per cent rri thc ptrprrl.rtion,
nr.rkinq it positioD 2 I out of -S+ countrics in AJrica
irrri p()siti()r') *1 out rri 196 countr.ies in thc worlcl
(Fiqurcs l -1. I .rnJ l-1.1).

Howevcr, accorJint to -JMl) (201-5), Ke,rr1,r fi.ll
Irt'lrincl .r ntrrrrbcr oicountrir,s in Alricn \ritlt r!,spc(t
to []!ro{rr.s\ nr.rdc to$ards tltc .}tt.rinnrcrrt oi tlrc
NID(l t.rrtcts. In Aflica, tlrc crruntrics tll.lt utct thc
t.rrscts were NI.rli, Ethropi.r, N,l.rl.rrr.i, (iuinea-llissau,

Llr1.rrrLl.r, ltrrkin.t F.rso, Srvlzil.rnci, S.ro Ibrnc, .rn,.l

Principc, (ih.rnr. NiqcrjJ, (iuinei, Canrt,roon,
N.rrribi.r, []cnin, 5cneg.rl, (i.rhon, C.rpe !'errlc,
1ir!lisi.r, Djihouti, (i.rrnbia, i\lorocco, South r\tiic.r,

Kcy pcrl'orm.rnce rndicrtors (rn wrtcr
l\'.rtcr .ovcr.rgc, ,,, .rt u(rlrtrc\ lcv(,1

Drinking wntcr qunlit) (q,)

t lours ol supplv, hls./tl.rv

Non'revenue watcr (o/o)

]\l.trflI{ riltto ( ,. )

StniFproductivit),, stallpcr l00O conncctions

I\ersonr)cl crl('n(ltlnr.c.r\,\t ol L)+l\l c(){ts (fr, )

Rcvenue collection elficrency (%)
() r \1.(t\t lovtr.r(r (,i. )

Scweragc (t' )

l\\ uctron, i\l ( t)tl0)

Turnover (Ksh million)

Iirrrplolnterrt

Compliance to data sub ission (q6)

Sou',.of dnr.r r^1t,1201!) Mi\r!N|12r)t420t1),wA\tfBu0tr.20t.,)

Sector benchnrarks

' 9t)

>95

> l-
<20

= I0()

<7

< .1(t

>95

r I i()

> '10

NA

NA

20t'l

.i 1.1

92

l-
4.1

s-

7

-11

85

lll

20 t.i

9l
ls
,tl
89

i

'\, ch.rnge in 201,S

l.(i
-l

I

-l
+l

-ll
0

.l

+tl

'11

.t

+ls

+408

9,1

100

l6
-t():.-l1.1

l5,3lt
s,5()..)

99

I5,779

9, Il)+

l2i t-.1
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Egypt, Botswan.l, MJuritius lnd R6union. Thost'

which had good proaress were MJuritinia, Sierrr

Leone, Niger, Liberia, Kenya arrd Rwanda. However,

Democratic Republic ofthe Congo, Angola, United

Republic of Tanzania, Equatori.rl Cuinel, Comoros,

Seychelles, Zimb.rbwe, Algeria recordec'l linrited or

Do progress. Those with moderate Progress were

Madagascar, Zanrbia, l!{ozambique, Togo, Eritrea,

Chrd, Central African Republic, Eurundi, Cdte

d'lvoire, rnd Lesotho (JNll', 20 I 5).

I 4.4 Access to Adequate Water for
lrrigation

The Government of Keny:r has identified irric.ltion

for agriculture as one strJteliy towards the realization

of tbod security. Between 2014 and 2015, land

under irrigation increased to 202,-502 hectares u;r

tiom I89,-584 hectares. This w,rs rn increment of

6.8 per cent, which clnre rnainly tionr expansion uf

existing irriE.rtion schcmes ancl completion of some

new schentes. W.1ter hlrvesting and storlge caPf,city

incre.rsed frorn 124 nrilliorr N'l'to 138 rrillion Mt
(Trble I4.a). This increment is attribrrted to the

completion of trvo new mediunl size danrs, 72
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small dirms and 647 pans. In order to mitigate flood
disasters on agriculture, property and humans, the
country added an additional 6.lkrn of flood control
rlykes, built along Ny.rrrdo.rn.l D.ru;r rivers.

Tublc 14.1: Water irrigatiott, storage und land
rc c I im a t i o n indi c at o rs

Poor waste ntanagentent lc'ads to water pollution
through rain water washing down the waste into
near wntercourse and finally polluting rivers or
water darls. Besides, waste disposal poirrts become
saturated and turn into health risks. lncidences
of diarrheoa and other waterborne diseases are
bound to increase in residential areas that ltave
poor waste collection strntegies. Management o[
wJste water ilnd solid waste in urban areas and cities
needs inrprovenrent. Seweragc coverage is 21.0 per
cent of urban population, while dunrping sites .rre
overwhelmed. For instJnce, the dumping site in
Dudora in Nairobi is saturated and its relocation
to Ruai is yet to be concluded. Garbage collection
in urban areas and cities is below the expectations
ofresidents.

Flood control is another challenge that the sector
hls taken initiatives to tackle. For instance, one way
of handling floods is by digging of dykes (MEWNR,
2015). However, the flooding witnessed in urban
areas and cities is a function of the nrinistry in
charge of roads and public works, as well as the
county government clepending on the class ofroads.
Clogging ofdrainaqe systenrs is a main hindrance to
preparedness against lloods.

Tuble 14.5: Ket perlormance indicators on
sa,|itatio,I

Arcess to improved sanitatio! 30. r 30.2 0-l
Ecilitier, natiord (% of

L PoPrdation with access)

Aacess to ilnproved sanitation
fncilities, urbin (% of
populrtion with acccss)

Access to improved salritatio!
facilities, runl (96 of
population with access)

I89,-S8,1

.87

Norcf Largc darn.s

No. ofsmall dams aad
water Paru

Wrter stt, rage (milliotr
m')

Sour(eofdata MTWNR (2014:20t 5)

14.5 Access to !mproved Sanitation

The national Ievel ofaccess to improved sanitation is
estimated at 30.2 per cent. This means that over 70
per cent of Kenya'-s population is using unimproved
srnitation facilities. The level ofopen defecation is at
l2 per cent at national level, which di$aggregates to
2.6 per cent arnong the urban population and 1S.,1

per cent among the rural population (table t+.-S).

The perfonnance of water utilities on sanitation
inrproved (lvtEWNR, 2015). Coverage of the
population within their service area increasecl
by 1.9 per cent to reach 68.6 per cent in 201-i up
from 66.7 per cent in the previous yerr. Urban
water utilities improved their covemge from 70.6
per cent to 72.2 per cent, .rnd the rural utilities
increased their coverlge trom 6-1.8 per cent to 66.0
per cent. Sewerage coverage increased by 1.6 per
cent, which is fiom 20.6 per cent to 22.1 per cent.
Sewerage coverage is only .rpplicable to urban areas
(MEWNT{,201s).

Waste minagement has remained a nrajor problem
especially an:ong the urban population in Kenya.

Acccss to improved sanitrtion
( ',i, by urilitics, nitionil)
Acccss to imprcved sanit tion 70.6 72.2

j (96 by uultties, urban)

.11.0 31.2 +0-2

29.s 29-7 +o.2

66.7 68.6 + 1.9

xENYA ECoNoMlc SEpoRT lot6
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sou,ceof d.l. JMP(2015)andMEWNR(2014 2015)andWASREB(2014

2015)

Globally, Kenya was among the countries that had

made limited progress towards attainnrent of Mf)G

with respect to access to inrproved sanitation (Table

14.-3 and 14.4). In terms of effort, Kenya recorded

slight improvement in rccess to imProved sanitation,

increasing by 3.2 per cent. However, this was too

Aaccss to imptoved sanitntioD

(% by utilities,ruril)

Sewemge covemge (urban

only)

sdu(e ofdari rMP (2015)

5ource ofdrta rMP (20r5)

low compared to other countries in the world,

making Kenya position I I I out of t96 countries' ln

Africa, Kenyr was 37 out of 54 countries in terms

of effort towards attainment of MDG on access to

improvetl sanitation. Whereas 52.0 per cent of the

world mrnaged to reduce by halfthe poPulation not

accessing improved sanitatiorl, in Africa only 8 0

per cent met the target. Maiority of the countries

in Africa (63%) had limited or no progress (JMP,

201s ).

6.].8 66.(l +7.2

1"l
22.1 +1.6

Figure l4.j: Benchtorking Kcnyo on lht sttttus o.[ MDG on scccss 
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14.6 Sector Funding

lludqct .rllLrc.rtion ti)r tltll \\'.rter r,cct()r rcriLlccd
rn the 1,c.rr l()l-1. Actual !'eccipts rc(lu(c(l tionl
K\h 29.9 billion in 201.1 to Ksh ll.-1 trillion. lhis
.1.'clinc oi.rtoLrt Iish S.5 billion urs anrilrutt,rl to
Iow .rbsrrrption oi.rlloc;rte,d funtls irr thc lrrcvirrus
1'c.rr. In fict, the seekrr-budget h,rcl ;rlre.rLly rcflcctcd
this rcrluction fronr the previous ycar, frorrr Ksh
.1| .S billion to Ksh 1.9.3 lrillion, Thc' .rctrul tirntlinr
lirr lt)1"{ ti'll short oftht'hudqet lrl,.rtrorrt Ksh S.l
billion ( l,rt le 1.1.6).

'lhr'lclel ol etlirrt bl.tlrc govcrnnre'rrt lnJ donors
tou.rrLls firnrlinu tllc sector in 201-1 rv.rs rt'lltrvcl) thc
s.tntc ,rs 2() 13, h'itlt qovcrnmcrlt to clonor tirntling
r.ttio [rt,inS 5t):-50. Donor tirnclint in ternrs ol.lo.rns
rccluccrl b1'Ksh 1.2 billion titrm Ksh I l.-i billiorr

Itblt I1.(>: ll'.tttt tuI si it;litttt st,ttor Iuu.lilt

in 101+ to Ksh 10..1 lrilli(rn tirr 2t)t.1, rvhile qrants

rctlucc-ci [Tv Ksh I hillion rn thc s.rnc pcriod. T'lre

rleclirrc u,:rs .rsstrci.rtcrl rvitlr Jcl.rycd,,lrsburscruent
of qovcrnrnerrt .ontributi()tr to thc proiccts, whicl]
thc donor comn)unity n('.ds t() confirnr befirre
conrlitment ilnd cvcntu.rl tlislrrrrscnrcnt Lri tlreir
plcdtes. Dcrnor firntling is l.rrgcly in tcrrrs of loans
.ls ol]posed to grar)ts, witlr ratio o[ kuns ttr grtnts
bcine l:4 (Table l+.6). '[lrcsc collrtrorative el]brts
bc,tle'cn golerrttrretrt lntl tlottor cort.trttrrnit,,
shoultl lre euc()urig('(l .rnd improvcd. Trr recluce

th,.' burdt'n oi crtt'rn.rl fiutdinq on thc t.rxpal,er and
atrsorbinq institutions, thc g()ven)lllcnt shoul.l sc'ek

to neqt,ti.rte firr rnor(. iIt-.tnts.u)d l()!r'irrtcrcst loans.

ln tenrs oi [r.rlancint recurrci]t ('r[rcnL]iture to
r,leT,clopment cxpcr)rlitur., tlrc r.rtio rc'rn;rined
rcl.rtivtll,the samc in l()l-t.rs it rv.rs in f013, lnd

\\.rl.r \r.n\r llu(ltct

Watcr Sector Actuil Receipts

St.rkrhLrl!lcr \ l;undrnt

Donor Futrding

\trl, scet,rr IrLrrtrlrnt

Rccurrent lirl,cnrlrtur.'

Developmerrt Expenditure
-f,rt.rl

Recurrcnt Experrtliture

L)cvclolrrrent I:\pcnJrtrr.
Total

(iovcfl ln)crrt t\l' Kttryr

Donor

Tot.rl

Loans

(;rrl]ts

Totr.l

\\ttcr Suf|ly rnrl \.rnrt.rtron

Storage

Rc{ionrl l)c\'(l,.lrr1.nt
Arrthorrrr,:'

'li/atcr Resourccs M Jn Jgemrnt

l\lini\trt I ic.rlLlu.rr tcr \

l-and Reclamatiol
'ltrt.r 

I

6.1

35.8

+ l.s

5.3

l+.6

29.9

l-i.9

14.0

19.9

r t.5

1.1.0

j0.0

4.+

+.-l

24.9

l9.l
4.7

l.-
.10.9

tt i
. l.l
-..1

.8.S

- s.i
.t.2

t.0

-2.2

t l.t
,0.+

l).0I

I.l l-i

86 85

l8
sl

20

lr0

ls

21.4

I1.8

I l.+

t0.3

t.s

l 1.8

IS.9

+.0

-1.l

82

ls
a7

47

-l
l0
I{)

.t5

55

I]

(,-\

ll
l++.1

1.9

0.1

0.1

.t9 l

{rs 
l

r).1 
.

0.05 
.
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6

ll
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0.1
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this wis estirnJtcd .rt l:+, respcctivcl)'. Flo\1'cvcr, in

101-1, ,.ie vchrpment r"xpcnditure droppcd bv Ksh l.'1

billion .rnrl r!'currcnt expc'n.liturc .rlso .lrop1,cJ l,y

Ksh l.l billion ('Iible l+.6).

A l.trgc l.roportitrn of the scctor lrudge't [ocs to [tttrJ

watcr supply;rntl slnitation, which clairus over 65.0

pcr ctDt ofthc bLrLlgct;rs indicrterl in l'.r[,le I1.6.'llrc

rcst of tltc sub-sectors sh.rrc thc'rentaininq -35.() pcr

cent as firllorvs: stor.rge (10), region.tl clevcloprtrent

Ioblt t1.': l{clcr,,rrrt lrills ot, t\''rttr nttl tn itnlintt

(10), rvater rcsour.!'rr rll.rn.lgerllcirt (6), NIinistrl'

he aclqu.rrtc'rs ( I ), .rntl l.rn.l recl.rm.rtiorr (().-i )

Sttrnge and retional dcvelolrnretrt litnds.trc l.rrqell'

t.rr(ctcJ to irrigation. Althou{h rvrtct sLtppll'lncl

srnit.rtion receivctl tl.re highcst sh.rrc of trJDds, it

w.rs also hiqhr'st hit in tcrrrrs ol [)udgt't cuts by

ovc-r Ksh II I.'illion. 'llrc lou trpt.rkc trf resrrurces

clcnrrlnstratcs tlre low gtolvtlt [.rte ill ilcccss t() witcr,

which st:rqnatc.l at 53.0 pt'r'cent in lrr\ls servcd by

u'tteI utilitics.

Water Bill 20 I 4 L Embeds the function ofwtter ind sanitation service delivery to county Sovemmcnts
2. Provides that county Sovernments will be in charge ofwater service providers

J. The function ofliccnsing a watea service provider is reserved for county govemmcDt hut that of

accreditation is Siven to the Water Rilsources Regulatory Authority

4. Provisions over regulations oD water riShts and water works

S. Establishes a number ofinstitutions, namely: Water Resources Regulatory Authorify to succeed

Water Resources Manageme[t Authority; Water Services Regulatory Authority to succeed Water

Service Regulatory Board; Nationil Water Harvesting and Storage Authority to succeed the

National conservation and Pipelinc corporation; water works Developrnent Borrds to succeed

Water Service Boards; Wlter Sector Trust Fund to succeed Water Scrviccs Trust Fund; Water

Tribunal to succeed the water APPeals Board, among others

L Itlcntitics t{'.ticI rl'sour(rl' i. (rot ol thc n.rtur.tl resources th.rt rvrll rt.ltrirc [rtrrclits sh rrrnq:nrong

n.rtronJl qovcrnnr\:ot, (oIr,rtI il(r\ l:rnl]ltlll .rnJ loe.rls anronq fetrolctttn, rr'rtrlrtl q r*, lttiner'rlr'

lirrr'st rr'sourct. *rlJlrtc rcsourccs rnrl litlltrl rerotlrce.

l. Scr'ks to rc:olr r' tht rntcr (otrnl )' \v.ttcr Jr.ptrtcs on rv.rttr sorrrern{' trs r(c .rnJ ltenclit'

.1. Scciis to c.t.rbhsh .t ll(nclit. Sll.lrln{ .-\trthorrt}'lo orL'rJec (ict'rrlllrn.rtioo (rl r(r}"rllre' lrrJ ttc'
ch.rrg.'.lble .rnrorrr: r,thcr eh.rrrqc. on crplort.rtron (,f rcsourcc\ l\ r, tll .rs rrroJ.rlrtrr'. .rrr.l lpplre.rt,l.'

r.lh(rs oi shrnnq ,il lllc lrcrrclitt lionr rr.rtrrr.rl rtrtrutces.rnr.rlrt lcqrtrnr.rtc' gtorrp. .rr rvtll .rs

eor.rrtlin.rttn!.rtt.l nrorrrtorrng btnr'liti sh.rrrrlS.lgr.crl).llts
.1. llcsttrrvs thc lirn.tion (rl'r{rccrncnt\ t\'rth i,ltrrcrt SrouPs (rl1 !outl(t ilovtrr)tllcllt\, rlllc ( ountY

Bcnc6tsSh.rrrng(itrrrrnriltcc\ wlro\t tirn(tt,.rtrsatc outlitlcrl

i. tist.rblishcs (:ountl' llcnclit\ Shirrnr ('on)mittec tt\ ncfotirl.,t8rircrncllt\ orr I)ch'rll ol'(ountv

eo\,cnll11eot, nl(rrr,t(ir itllflcnlcrrt.ltioo oi conrnltlnit) Proje(ts.oLrrttrl'ol lrerrclits sharrrrg

.urccr)lc ts (le tcrmrnt . nount l(t 1,,: .rlloc.rte.l to cootrDunittc\ .rnd tlrsure P(rbli( l).ut i(l P.tt iorr to

the cntrrr'l,ro,jc\'

t. MaiNtleams the requiremcnts of the Fourth Schedule ofthe Constitution of Kenya by

transferring the function ofsanitation to county Sovernment
2. Spells out the nccd for the cou[ty govemment to marntain standerds ofenvironmental health and

senitation as laid down in applicable law

3. ln advancement ofpublic and environmental hea.lth nationa.l llealth rystem ts called upon to

reduce disease burden associated with sanitation

4. Requires national Eo\'€rnment to ensure houses, institutions, hospitals and other public places

maintain the environrnent to the hiShest level ofsanitation ittainable to Prevent, reduce or

eliminate environmtntal health risks

5. National government to Protect citizens 6om sanitation risks from outside Kcoya

6. National government to provide tuidelines to county Sovernments on mattcrs related to sanitation

7. National government to Promotc discase surveillance and prevention ofenvironmental, food,

weter and sanitation rclated discases

N.rtur,rl

It\ouracs
l]lj,rellls
Sl:.rrrnr ll ill
t0 t+

Health Bill
2015
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Nationrl
lrrigation Bill
20 t -5 Drali

Operations on sanitation are largely based on
the Public Health Act (2012) and the National
Environmental Sanitation and Hygiene Policy of
2007. For instance, the policy recognizes improved
sanitation as pour-flush latrine, simple latrine
pit latrine, ventilated improved pit latrine, rnd
connection to sewer line or septic system. It also
considers adequate sanitation as one that provides
privacy and separates human excreta from human
cor:tact. Though the policy envisaged universal
awareness and access to improved sanitation by
2015, the target was not met. This calls for review
of the policy and strategies that were put in place to
Iearn trom the strengths, wealuresses, opportunities
and threats that led to the current status.

[n addition, the country has continued to experience
a number of challenges that slow down progress
especially in meeting Vision 2030 targets. Some of
the challenges are frnancing (especially on sourcing,
disbursentent, absorption, accountability and
coordination), illegal abstraction of water resources,
cross-county water sharing and interference,
limited skills, low performance of water service
providers, and delayed policy processes. There are
also weakresses in research especially on resources,
collaboration and cooperation.

Global policy developments

Globally, the Sustainable Development Goals
(SDGs) passed in 2015 spell out a vision for water

l. A-tign existing irrigatiotr hws to the Constitution ofKenya 2010
2. EDtrenches the spirit ofconsultation, collaboration and cooperrtion anrong national and county

governments in i.rigation and developrnent and management
-1. Calls for putting in placc ofa natir.rnal irrigation services strategy

'1. creation ofa National lrrigation Development service to succeed the current Nation. rrrigation
Board

5. sets out rcsponsibilities ofcourlty governmeots in recognition ofprovisions of part 2 ofFourth
Schedule to the Constitution

6. contemplates thc cstablishmcnt ofrrrigation and Drainage Research centre to carry out research,
innovation and training on iraigntion matters

7. Creates an irrigation develofnlent lind to be sourced Fom government and non-government
sources

8. Sets leg.rl foundltion for farmt'rs rnvolvcd rn an irngation scheme to form associitions

which is desirous of 'A world where we reaffirm our
commitments regarding the human right to safe
drinking water and sanitation and where there is
improved hygiene; and where food is sufficient, safe,

afordable and nutritious."

Towards achievement of this vision, the SDGs
mark to tackle water scarcity, pollution, waste water
and efliciency. Table 14.8 shows the specific goals
touching on water and sanitation together with the
earmarked key policy issues.

The World Economic Forum (20t6) ranked water
crises among the top three global risks with high
impact on humanity. This was behind climate
change and weapons of mass destruction, which
were ranked 6rst and second, respectively. Water
crises took diferent dimensions, including intensify
of water shortages, floods and storms worldwide.
The report by the forum shows that water supply
crises has evolved over time fiom being viewed as an
environmental problem to being a societal problem.
It is least seen as an economic, geopolitical and
technological challenge. It also links water risk to
food insecurity. The report also indicates that water
scarciry is on the rise globally. This is a clear mark
that Kenya should take the issues ofwater seriously
and be strategic enough to gain from global efforts
towards mitigation of water risks. Water and
sanitation is expected to receive major funding
under Goal 6 ofthe Sustainable Development Goals.
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sustrinrble dc\cloFrr('11t

Reduce watcr strcss

Resource nrobilization and nronittrring of

ProSress
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Promote ov.nershiP rnLl [rJrti.iPntio11

l0
II

ll
l2

12.

l -1.

14.

15.

l,l
l-t

The agenda fbr sanitation for post-20 I '5 periotl is to

target lO0 per cent access to sanitatiot'l at schools,

health centres, market centres, recreational lreas lnd
other public places. This will need to be monitored

in terms ol nunrber ofpublic FJcilities within and in

the neighbourhoods of these places, as well .rs the

distance be'tween such ticilities lt will be inrportrnt

also to estinrate the cost of accessing these facilities,

by assessing chlrges for use ot Public sanitation

facilities.

16. Reduce mortality related m weter espccially

floods rnd *orms

I 4.8 Conclusions and
Recommendations

14,8. I Conclusions

The rvater and sJnitJtiol.l sector showed

improvement in the year 201-i. The PoPulrtion
accessing improved water JIrd sanitation reached

6.1.2 per cent and ,10.1 Per cent, resPectively. It

is apparent that Kenya needs to invest nrore in

the sector in order to xchieve universal access to

improved water and sanitatiotl. [t is also clear that

the sector has systemic risks, which hrve gone on

for long with little concerted qffort to mitrBate

them. The policy on sanitrtion should be clear

on the line ministry to spearhead the docket and
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those which are supportive. As it is, the ministries
responsible for health, and water and irrigation seem

to overlap on their mandates. An inter-ministerial
taskforce, together with the Ministry of Devolution
and Planning, should harmonize and monitor this
overlapping mandate.

The global scene is promising in terms of concerted
eflbrt towards rea.lization of universal access to
improved wrter and sanitation. Africa lagged behind
in the achievement of the Millennium Development
Goals. Goal 6 ofthe Sustainable Development Coals
offers Africa, and Kenya in particular, a platform to
lobby for adequate support to achieve the goal.

14.9 Policy Recommendations

In order to speed up the progress of the water
and sanitation sector tov/ards attainn'lent of 100
per cent access to improved water and sanitttion,
there is need to address the critical challenges.

These challenges can be classified broadly into
t\vo categories: mobilization of resources, ald
management of such resources. The issues under
mobilization of resources are rnainly funding,
skills, and conservation while those related to
management of resources are allocation, efficiency,

monitoring and evaluation framework.

Mobilization of water and sanitation
resources

The funding ch:rllenge can be tackled by lobbying
for more allocation in the government budget,

increasing absorption of allocated funds, increasing

selifinancing through internally generated funds
an,.l ring-fencing oIwlter revenues.

Water and sanitation is expected to receive

major funding under Goal 6 of the Sustainable

Development Goals. Therefore, Kenya should
position herself to benefit fiom this anticipated
global funding to conrplement local investment
plans in the sector.

Skills can be enhanced through on-job training
and enhancing of curriculum used in training of
water professionals. The institutions oflering water
and sanitation courses should be supported and

strengthened. Development partners should also

support skills and technology exchange prolirammes
for the sector.

Hanagement of water resources

The budgeting, monitoring and eyaluation
challenge can be tackled through capacity building
on principles of planning, budgeting, coordination
and communication. Data and reporting issues will
require sensitization programmes. An integrated
sector reporting framework will be irnportant to
bring on board progress made by each and every
inYestor in the sectot.

Water availability could be irnproved and sustained

through protection of ripariJn zones, wetlands and

by increasing water harvesting and storage.

Water resource conflicts could be minimized
through negotiated policies and in observance

of the aspirations of the Constitution of Kenya.

Institutional mandate conflicts could be minimized
through cooperation and collaboration to build on
synergies or by review of mandates. However, it is
often dilficult to eliminate overlaps of mandates,

because this requires designing ofpolicy frameworks
to finest details ever. There must be increased

visibility and branding of the institutions in charge
ofthe sector-

Pricing of water could be enhanced by conducting
prope! costing and cost recovery mapping, while
Iow coverage could be enlranced by expansion ofthe
existing utilities as well as encouraging fornlation
of new utilities. There is also need to encourage

establishment ofwater utilities by the private sector.

The utilities should also improve on operational
etliciency.
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Conflicts befween national and county govemment

with respect to mandates should be negotiated while

respecting the aspirations of tle Constitution. In
order for the sector to make 6:Il benefit ofthe sector

potential, government agencies should enhance

uptake of available funding especially in expansion

and maintenance of inftastructure.

The existing policies and strategies (such as the

water services strategy and the national sanitation

strategy) should be finalized into working Poliry
documents, and pending bills enacted into law. This

should be able to bring on board new ideas to fast-

track the progress of the sector while developing

successful policies and strategies.

Regarding irrigation, there is need to establish new

irrigation schemes and expand existing schemes.

This will entail investing in water harvesting and

storage dams, identiication of more land for

irrigation, and adoption of efficient irriSation

technologies with respect to water uptake and land

yield.

Management of waste water and solid waste needs

upgrading. This will require expansion of sewerage

systems and solid waste disposal points. Saturated

dumping sites need to be relocated, as well as those

violating environmental standards. This translates

to the need to increase budget allocations for this

purpose, and improve management of service

delivery.

Mapping of flood-prone areas should be reviewed

and zoned, such that a local flood management unit
is established for the zones. Construction of more

dykes and ensuring continuous unclogging of the

drainage system in the urban areas and cities are

necessities in control offloods.
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Clraptcr

L5
Information and

Commun ication Tech nology

15.I !ntroduction

The lnformation and Communication'l'echnology
(lCT) sector is a key enabler in transforrning Kcnya
into a krowledge and information,based economy
(Vision 2030). The sector plays arr important role

in adrlressing social, economic and environmental
challenges and, therefore, impacting on society
at both micro.rnd m.rcro levcls. Over the last few

years, the ICT seqtor has received prontinence
in thc eyes of tlre public and decision nakers in
irnproving service delivery as evidently seen in
Huduma Centres that are now spread in dili'erent
parts of the country. It is critical to note thJt ICT
has frcilitated the national governntent to devolve

its operations and economic activities to the county
qovernments. The lntegrated Financial Management
lnformation Systerns (lFMtS) is an example of a

successfi:l proiect that illustrates how techrrology
ficilitates p.ryment in terms of time, accountability
and efliciency in government olfices both lt national
and county levels. The Government of Kenya

has initiated several programmes and developed
policies and strat('fiies to streamline the sector. As a

result, Kenya has produced global innovations suclr

rs M-Pesa, and the country is regarded as a global

technology centre and the Silicon Valley of Africa
(The Guardiu, ZO12).

This chapter highlights the performance ofthe ICT
sector, recent initiatives and policy developments,

emerginu issues and challenges facing the sector and

policy recommendations.

I 5.2 Sector Performance

The selected indicators measuring pertbrmance of
the ICT sector for 2015 paint a positive picture as

highlighted in Table 15.t.

I 5.2. I Mobile cellular subscriptions

Tlre ICT sector recorded a signi6cant growth oI l2.l
per cent in 2014/ I 5 conrpared to 2013/ l4 financial
year in terms of mobile cellular subscriptions. This
growth is aftributetl to wide adoption of ICT in
service delivery both in public and private sectors.

For instance, the provision ofgovernment services

through technology, such as renewal of driving
licenses, application of passports and i-Tax have led

to increased demand ft',r mobile phone services.

Services such as online shopping through digital
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'fable I 5.1 : Srlrcft d irrrlir'rrtors itr I( T sr'r-lor

t\lohrlc,iulr.errltrorrs (rrrrllirrnr)Cellular l\lohile
Sc'rviccs Mobile money transfer subscriptions (millions) 26.

36.1 
.

27.7 \

I1,9,.15r
l

34.0

l2.l
3.4

Itt..1

I t.6

Motrile nroDey transtcr (Ag--nts)

Voice tntfic io minutes ( local outgoing traffic)

1 
(millions)

Voirc trrtlic in nllnutcs (l,oc.rl rnconrrng trlllic)
(nrillronr )

Minute ofuse (minutes per user pe. month)

Short messagc scrvicc (sms) (billi.rrrs)
I

I Mobile revenue (Ksh millions)

l\ltrbilc inlestmr'rrt ( Ksh rnilli.,ns)

I lrtemet users (millions)

l)ornrin rr.rmes

1.1 2

6

t0q,t96

30.4

10.: 1{.l I l..i

1.480.4 
.

}.J.
1,10,233 

I

30,-1ti1

22.]

-l:,-i0$

6221

81.5 l
11.1

i
172,501 l

-l2,l.l-1 
.

29.6 '

.l:,-0+ 
.

623

I1.5

Mobile Rsvenue and

lnvesbncnt

23

32.9

+6.-

0.16

Data/lntcrnet

Postal end Courier Postal oudets
TraI[c

['riv,rte courier outlet\

Sour(e. Conrmun(,rrkrn Authoflry of Kenya 1?0I 5), 5rat,trc,rI Repo.t

-0- Ll l- 199."1

platfbrms- OLX and Jumia; ancl J!1-Bankin[ services

hrve led to increased ownership of nrobile devices.

In .rddition, the growth can [re aftributed to the etrtry

of new providers such .rs Finscrvc. Afiica Linrited
( Equite l) - a Mobile Virtual Network Operator - that

are olicring excitinq mobile protlucts lnd scrvices. It
is impolt,rnt to notc that S;rfrricom his 67.0 per cent

ofthe total subscribers due to its huge infi.rstructural
investment tlone locally, such as the recent llunch of
the hirh speed Long Term Evolution (LTE) brsed

nc'twork to ofler better services.

services such.rs Finserve Afric.r Limited (Equitel),

Nlobikash Africa and Motrile |ry limited loioing
players such rs S.rthricom, Airtel, Essrr ancl Tclkonr

Ltd haye contributed to the srowth in subscriptions.

Sirrilrrly, the number ofrccnts serving the providers

increased by 18.-1 per cer.rt in 201.1/l-S financial ye.rr

nd, tl.rercfbre, positivelv inlluenchg the nunrtrer

oI subscriptions of nrobilc moncy trans['er services.

It should [.re notetl th.rt thc rrnount of uronel'

tr.rnsferred incrcaseti signilicantly in 201-S bcc:rusc

of the alilrementiolrt'.1 reasons.

I 5.2.2 Mobile money transfer seryices

The ICT sector rccorded -1."1 per cent growth
in ternrs of new subscribers fbr nronel' transter

services in 2014/15. This growth in numlrers

can be partly exphined by. huge denran.l tbr
electronic trJnsactions to support e-services such

as e-governnrent services oflered by l-luduma

ccntres. Services such.rs onlinc shopping througlh

digital platforms -OLX .rnd Jumil; and M-Banking
services havc led to incre:rse.l sul.rscriptions of
rnobile' money transfer serviccs. In lddition, the

recent entry of sever.rl pl.ryers in rnohile nroney

I 5.2.3 Voice traffic (local outgoing
traffic)

Thc sector recorded .r SroNth of I 1.6 per cent in locil
outgoing traflic in 2014/l-5. This impressivc growth
is largell' explainetl by increased availability ancl

allbrdability of voice services. The recent cntry ot

ph1'.'rs such as Finserve Afiica Lirnited (Eqtritel) has

corrrpelled nobile operators to revisc'their calling

rates dorvnw.rrtls. In acldition, severalprovidcrs hlve
come up rvith specill oliers rnd promotions. Tlre

sector hJs invcsted in better technologies on filrr-r
t.rptic-based netn'ork such as UfE to oli'er superir.rr
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performance in handling voice traffic. Likewise, the
total local incoming tralfic increased by I 1.5 per cent
in 2014/15 primarily because ofthe atbrementioned
reasons. lt should be noted that minutes ofuse (per
user) per month slightly increased by l.l4 per cent
in 2014/15.

I 5.2.4 Short message service (SMS)

The sector recorded a significant growth of 12.5
per cent in SMS in 2014/15. Though the service
encountered stiff con:petition &orn social media
services such as WhatsApp, SMS has continued
to be a preferred mode of communication partly
because of reduction of cost per SMS and very
attractive SMS bundles offered by mobile operators.
ln addition, the service does not require the
presence <lf lnternet and hence a pret'erred mode of
communication as it is accessible by all. The entry
of new mobile operator, Finserve Ajiica Limited
(Equitel) also had a positive influence in explaining
the grorvth of numbers of SMSs.

I 5.2.5 l.lobile revenue and investment
The ICT sector recorded an impressive growth in
revenue for 2014/ l5 due to wide usage of rrobile
money transfer service, increased usage oflnternet/
Data service as well as increased telecommunication
services provided by content service providers, It is
important to note that revenue generated tiom voice
and SMS services has continued to decline because
of equrlly better services offered by social media
such as WhatsApp. Likewise, the sector recorded
5.7 per cent growth in investment. This growth can
lareely be attributed to the entry of Equitel into
the sector. In addition, the growth is attributed
to the quest fbr better technologies to offer better
services as recently seen in the sector. For example,
Safaricom has invested in fibre optic technology that
has seen the recent launch of LTE (aG) network in
order to offer better data services.

I 5.2.6lnternet users

The sector recorded significant growth of -12.9 per
cent in ternls of Internet users in 2014/lS due to
efibrts that are already underway initiated by both the
public and private sectors, such as investment in 6bre
optic teqhnology that offers better data connectivity
at reduced costs. ln July 2015, the Goyernment
of Kenya was able to complete 969km of2,l00km
r.rnder the National Optic Fibre Backbone and
about 28 county olfices were connected under the
counq, connectivity project. The wide adoption of
Intemet technology to offer government e-services
has driven the $owth of lnternet. The data murket
has continuer,l to expand as reflected by increase
in number of users accessing data services, such as

online shopping and entertainment services. It is
expected thlt the growth in the sector will lead to
the growth ofnew industries such as mobile content
delivery service providers as well as mobile virtual
nefwork operators.

15.2.7 Domain names

The sector recorded a significant growth in
domain names in 2014/15 due to the efforts
made by the government in offering e-services
ilcross government olfices. Majority of the county
Bovernments have websites that are managed by
respective counties. Several institutions of higher
learning have continued to register domains in order
to attract more students and particularly because of
EJearning bssed technologies. Likervise, companies
have also taken up web technology alier realizing
the competitive advantage the technology offers. In
addition, the ltrcrative domain name o#ers provided
by Internet Service Providers (lSps) has lttracted
more companies and individuals.

I 5.2.8 Postal and courier trafric
The sector recorded significant growth in private
courier outlets in 2014/15 due to more friendlv
flexible, reliable antl convenient services introducei
by private courier outlets. The growth of postal
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Table 15.6: Domains registere.l

lnstitutions of hiliher cduc,rtion -1+ I

151 278 339 314

603 737
.ac.ke -]rrql 246t7 I

21,6$I _ 1s,na
:!gle
.go.kc

I Compenies

G(rveflltrcnt entihes

Tot l .lom.ios L4,t&

outlets was not significant partly because of the

aforementioned reasons.

I 5.2.9 lnternet servers

Ttble 15.2: Secure Intc'rtct scrrers l'er I ntillion

people

25,013 30585 38J33

issue that rrrust be prioritized to safeguard the

provision oIservices in the country. The World Bank

(2015) indicates that Kenyl has recorded a slight

growth in ternts o[ secured lnternet servers per I

rnillion lnternet users.

15.3 Recent lnitiatives and Policy

DeveloPments

Kenya has recently initiated several programmes

and developed stratesies and policies to tbster

development antl promote rvide adoption o[ ICT'

For instance, t[]e government has err.tbarked on

using technology to improve and transfornr public

service delivery. There are more than 16 Huduma

centres across the country offering more than 25

government services trom one-stop shops and

serving nrore than 2,-500 Kenyans daily Other

recent initiatives include: Cornpletion of 969km of

2,l00km under the National Optic Fibre Backbone;

connecting 28 county ollices under the County

Connectivity Proiect; recruitment o[ l00 youth

under the Presidential Digital Talent; Establishment

of Konza phase lA hrrrizontal infrastructure;

Successful rolling out of the Digital TV rnigration

proiect; Fornration of one area network within

East Africa Community that has reducecl roaming

charges to Ksh 10; Implementation of Kenya

Communications (Amendment) Act 2013;

Preparation of Standard One laptop Programme to

be implemented in 2017; aggressive plan by Rural

Electrification Authority (REA) to connect all the

2?,175 public primary schools by December 2016;

Preparition of Critical lnfirstructure Protection

Bill; and Digitizing of qovernment records and

operations.

Sour(e:XNBS(2015)
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Kenya, like many other Aliican crruntries, has

continued to pertbnn poorly in terms of securing

its digitrl platfbrms. The recent report by Serianu

(201-5) indicates thrt Kenya loses more than Ksh l-i
billion annually through cyher crime. lt is estimated

that this tiliure coultl be higher because rnost of

the cyber-related tiauds rre either urrder-reported

or undetected. The report has ranked goYeroment

data resources top list because o[ linancirl systems

such as IFMIS, i-tax and e-procurement. The rePort

indicrtes that Kenya has trne security professional

for every 200,000 lnternet users. DesPite initiatives

such as formation ofthe national Computer Incident

Response Teams (ClRTs) rnd revision of cyber

securiry masterPlan as well as the Cyber Security

Bill, Kenya continues to perform poorly in terms

of detecting and responding to different comPuter

crimes. It is observed that the rate of securing the

computing services has not matched the significant

growth seen in the sector. Cyber security is a critical

RENyA ECoNoMt( REPoRT tor6



T

T

T

I
I
I
I
T

I
I
T

t

Despite having invested heavily and making efforts
to streamline the sector, the country has been
experiencing several challenges Iiorn policy issues
to technical challenges. Securing the Kcnyan cyber
space has always been a challenge primarily because
of lack of appropriate legal fiamework to h.rndle
cyber-related crimes as well as low public awareness
on sirfety arrd privacy of data. Other key challenges
include: digital divide Ieading to widening gap
between demographics and regions that have access
to technology; cyber bullying - cyber stalking and
cyber harassment; hacktivism and hate speech;
increasing use of crypto currency such ls bitcoins;
sharing of key ICT infrastructure has not been
embraced by service providers in the sector; high
incitlences of abuse of intellectual properties; and
werk policies on e-transactions and e-payments on
emerging platforms sLrch as OLX, which .rre likely to
lead to poor revenue collection by Kenyr Revenue
Authority.

15.4 Policy Recommendations

Based on the aforementioned challenges and trends
discussed above, there are a number oi policy
recommendations that need to be considered.
Some of the existing policies require to be clelrly
and appropriately revised to regulate, improve and
safeguard the fast growth ofthe sector.

The Ministry of Inlbrrnation rnd
Communicntion Technology should work
closelywith the private sector to formulate and
implement appropriate measures to promote
public awareness on safety and security matters
oftechnology.

The current Bill on Critical lnfrastructure
I)rotection should be fast-tracked, revised
clearly and appropriately to cover all the
emerging issues such as unlawful usage of
digital currencies; privacy of data; cyber

terrorism; cyber bullying and hacktivism. The
Bill should promote srfe adoption and use of
the emerging technologies such as mobile and
cloud conrputing, and telecomntuting in work
places.

The Ministry of lnforrnation and
Communication Technology should develop
appropriate legal framework to encourage the
PPP initiatives in investing in technology in
order to reduce the ever-growing digital divide.

'Ihe National Treasury, Kenya Revenue
Authority rnd Ministry o[ Lrforn.ration and
Communication Technology should develop
or strengthen the existing policies on how
to manage the digital payment methods and
e-translctions. This effort should be directed
to guiding the development of the sector as

well as establishing eflective ways of collecting
revenue from e-transactions.

The Ministry of Information and
Communication Technology should develop
a comprehensive legal framework that involves
allthe relevant bodies such as Communication
Authority rnd Competition Authority in order
to address the regulatory issues thced by the
sector, such Js competition, monopoly, pricing
and nrergers and acquisition.

ln addition to the aforementioned
recommendations, the sector has to strategically
focus on how to deal with the emerging and
ever chrnging technological issues. It is critical
thit the Conrmunications Authority of Kenya
spearheads the adoption of best practices when
dealing with different issues such ,rs sharing of
key infrastructure, adoption of a Iiberalized
gatewry, improving quality of service, improving
Internet governance, and promoting growth
and innovation in the sector.

KENYA ECONOMI( REPORT :OI6
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KENYA'5 MEDIUllt TERI ECONOA,lIC PROSPECTS

Chapter

16
Kerya's Medium Term

Economic Prospects
l6.l !ntroduction

]}e Iienyln l].onotn), h.rs [.,c..n expcrir,,ncing
positi\,c econ()rr)ic rlron th though rt lou. Ievcls, lvitlr
( it)l' growth rcr:isterin{ levcls oi slishtl). .rbovc 5.0
pcl ccrlt fiir ]() I { and 20I 5. 'llrr, rleveloPnrcnt in oil
pliccs trru'.rrels sti[)ilisitttrn, and the lorv irrtlltion
l.rcls {ir.c.rn i|lrpc'tus tirr c'conorr-tic trotvtlr t()
irnllol'c i11 the rnr'cliurrr tcrnt. (irorr.th in Kenya'.r
nriuer.rl sector, coupl,,-tl with thc hute infi..rstrtrctur.rl
ir)vcstrr)dnts, is cxpectcd to supP()rt high!-r econ()ll.tic
qrow th in tht nrr,rliurn tcrrn.

t6.2
20 t8

Economic Projections for 20 I 6-

(;i\,.n lirc cu rent st.rblc rrr,tcrrrccononric conditions,
tltc Drc.liurtr trrn-r tro\\'tlt prospects lrc erpcctr.rl ttt
bc :,trot1g .rrri.l positir,c, [)ren]is(.J on thc tirllou.irrq
.rssur)rption..

(i) Strrrctur.rl rr'lirrnts .rn,,l public investrncnt iil
inlrlstructurc will continue as L,l.rnnc.l, thur
inrprol,ing tlrc [rusincsr cnvironlncrrt .trrr.l thc
pott'ntr:l (iDI) ofthe econorrrv;

(ii) Tir,: l.,,,irr.al clrrn.rte', rrrrtur.linq srrrooth
lr.rnjiti.r.. k) dcvol\'l..i \)rr(i,r, \\.tll be st.r[.,1c

.rlld gr'owth-orie lrtcd, Jnrl thJt tl]c l0I 7 genc,r.rl

clcctions rtill I'e pcaeelirl;

(iii) Irl,our.rhlc rvt'aIhc'r contliticrrrs r,r.ill corrtinuc trr

sust.rin inrprovelrrerrts in lqricultur.ll output;
.tn.l

{iv) 'll)cr,-' rvill be .r stablr-

ec(tn()|]1ia envir()nrnctlt
r.'tron.rl .rnJ tl,'t,al

'lhc projections in l"i[rlc l6.l sltow thlt efonor).lic
grlrrvth in Keny.r in thr'nrerlium ternr rvill bc trlrlull
in.l is likcl),to rc.rch 6.-i Per cent [r1 ]018. I)riv.rtc
irrv(\trlunti .rr rtcll .tt Srr\(rr)nlrnt rlvc\tr)cll\
are'both crpcctcri to contrnue {roivint .rt higltcr
lr.'vcls, lcltlirrq to irrrfrtrtecl L.cononti( gror,\.th
r.rtcs. Horvcver, slorr, l,,Lrption of prrblic, priv.rtc
p.rrtnerships (Pl)l)s) in inrplcnrcrrtinr the NI'tp Il
[rroiccts, ls envis;rgc,cl in Vision 2030, rn.ry le.rr-l to
l slou,er r.rtc nf ecorrtrlnic cxpansior). In .rticiition,
rve'.rk itu[rlert-tcutltittrr ol the [rLrdrlct (puld.1111,c15g1r,

.rflc'ct grou'th i11 rl'tc rr)ediunl tcrrn. llrcrciirrt,, in the
cvcnt tlr.tt thc expectcrl outcon)cs.rrc not realizcd,
the .rltcrn.rtive sccnJtio pr('sr'nte(l l)ere.rlier reflects
the tlorvnsiJe rr sk s.

ItNlA E(ONOXl1( AEtOIiT tOtb ,9
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'fubb l6.l : Ecorrorlaie lntirlittrrs JLtr 2ll I6-2O l t)

SGlcdGd EcoDomic lndtcatorr/Ycar 2013 2014 urls 2016 2017 20lt
(lt)l'Slorrth ('\,)

lnflation (96)

I)rr!Jtt aorl\trlrtPtrorr ('i, )

Government consumPtion (q,)

trri!.rte il]V.strn(rrls ( \, )

(iovemlrent investments (%)

lixpor ts of goo,l. .rrrJ srrr itcs ( ''. )

lmports goods and services (%)

( uIIcrtl .rra(rurrt hrLllrce (',,1

Fiscal Deficit (%)

I'ul,lr.r:\p,rn(irtur! ('l (;t) l' )

lntcrest Rate (qb)
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l i..l
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5.6

(,..l

6r, 
I

i.l
+.0

-,1

5.3

,-,(r

-s..f

l.t.h
to.I

5.0

6.2

r,.S

(r.l

,5.1

l.{ 0

10.I

o.l

(l

8.9 tt.9

0..)

1.2

( 
',S

-6.0

l('.6

10.8

T,-r\L',\ r!1r, rf, n^,,Jl r LIl lltl'

16.3 Alternative Scenario

'lht' .rltcrrr;ttivc sr:cn.rrro Plcscntcd ilr 
'li[rL: 16.]

shtrrv,' .r nrorc aonstrl.ltivc tr(twth P.lth ti)r tllc
c.onoruy.'Ihis sccrt.rrir.t t. [.a.c.l on the .tsstlltrl'tit'n

oi lt'ss tltan ()PtimJl irltPlctrtetrt.ttiotl tri thc l'rrrccss

of .le'rolveJ {ovcrtrDlcrtt, .rntl tll.' cct)llontv

cxpt'lie'trcing .rrlvcrsc cxtcrtt.rl sltotk*. lrt this .il\r,
thc (ountr) ct,ul.l er[',cricttec' lrighcr inflation,

rvc.rkenrnq oI tltc creh.trtq.' r.rtc .rnd hiqlrcr intclrst

r.rtcs. 'lhesc rvoulri ctrtrstr.rin thc qrortth rltt .'t

Ke nl'.r's.'conotrrl.

16.4 Scenario forVision 2030

'1he Vision l().\0 ot)ie.tivt in tltc ctt'nonrrc lill.rr'
is t() ,rtt.rin t,crrnorrric gr(tt\tl) r.rtc ol 10.() [-er ccrrt

by thr'1c.rr'l(lll.'Ihis \{.rs tlQt.r.htev!'J (lue to.r
rrunrt-rcr trl l,rctors Jt tllc d(rmc\tic .'ttttl illtcrllatiou.rl

levcl, espcci.rtly thc trisis th.rt trcre ntr-cr ctlvis.r{e.l

Horv,:r't'r, that higlr {ro\tth r.lt(' irr Vlitotl l()10

c.rn br' .rchievcrl l)ut .lt .1 l.llcr J.tte lhc 'ccnlrio ilt
'litrle l6.l ttivcs [rroicctiont tirr ccononrtc (rorrth

r,rtcs tlr.rt shou .r prt,filc lirr up kr l().0 Pcrccl]t in

ve.lr 2tll7.-lltc kcr'.tssurtrptit,trs ttt this \.cll'lrl() illc

st.r[rlc nr.tcrot'cotronric contlititrtts, prtlJcnt ii,'c.rl

arrtl rDr'rrrct.ir) [,trlicics, irDPt o!'L'nlcnt il] PI o(ltlativit\'

Jnd (oolpetitr!clr.:s, stc.l(l) contrilrtttitrtr lr-r

aountv govtrllrrlt'trts ttr ovcr.tll,'lcveloPltrtnl,
rlcll perlorrnirrg invcslnltnts .rn(l ciiPolt\, .rl1!i

l)r()feI S()\crlr.rlr(c svstcll] \\'ith zcro krlerlrrct' to

aor rltPtion.

Irolciqrr Llircct inv(stlllcnt i\ c\l..tt(l to incrL'J5e

uith thc .li.covcrv of oit, q.i' .111.1 111111g1.11s; atrel

co.rl in hittri. ()tlrcr u.titlr ill\e\tllrcllts ln(ltt.le

tht .1.'rclopnrenl oI thc l-atrltt l',.rtt .tlrtl Sotttllcrtl

SrrLl.rn t:thirrpr.r 'l 
i..rtr sp,.r t't (l.AI'SSlll') corrrdor,

rr r\(l( rn l/.ll l,, tl (,1 llrc l\ rr t t)l Nl, 'rrll'.r..1, 
(oll:( I Lr( tloI I

of th.' \1ortr1,.t..t \l'rl.r[r.t stancl.tt'tl g.rutc lrilrr'.11,

r'\p.ln\rotl oi -lomo lie'n1.ltt.r Irltcrll.rtio11.rl ,\ir'f ort

(,lKlA), f,'rr'.'r c()rrnt.tivtt-v uitlt Etltiopi.r, .trtd

irnplcrtrt'nt.rttrrrr ()l tllc 5,()()O+ \1\\I Proicct.

16.5 Policy Recommendations

,\ nunrlr.'r ol policl rl..rsrlrcs .rt'c rc.lttircd to

inr[,11r1q 1l,q l)crtirt'rr)'rr)cc rri tlrt cc,.rtttrrnv ovcr thu

nr.'.iiurrt t.'r'ur.'I hc..' ittcltr.lcr

l\l.rintainirrq .r rt.ttrlc polrticll trrlrrollrllcnt
irnpltrncnting t hc ('r)Dstituti()!1, .1(lllrl in{ to thc

rulc t, ,rrn, .trrrl ctrsttrirtq bcttcr (oorJlllltion in

thc Jitlercnt .rrnr\ ()[ qor'crt]lltctrt. -lhis shor-rlJ
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Tublc 16.2: Alte rnotive srztorio.for sclrtted uonomic indkator.s
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.rlso be lcconrplnied with inr1.rrovg111g,.,1 ;l
Boventancc Jtnrcturc, which ralls firr rr,r.isron
of the Public Ollicers Ethics Act to inclutle,
among othcr rcquirements, a Dtandatory
lif'estyle audit [Tefbrc one ,rssunres any pul.rlic
rrtfi cc,,rrrrl rluring the perro.l,ri,L,rvr(e;

Mitiglting any .rclvcrse werther conditions by
tully irnplcmcnting tllr' trrig.ltton lnitiJttve\
outlined in Ml-p II;

Reducing the size of thc prrblic sector
cspecially through comprehensivc p.rrrstlt.ll
reforms, in older to ensure lisc;l stalriliry.rnd
pmdence. The governrnent should further
enhance tax revenue collection espc,cillly
through cfliciency in tax ,rdministration .rnll
tollectirrn uhile c.rpturing rnore ilcon)e tax
and corpornte tax.

6.5 68l
86

9.4

Expeditine thc establishrnerrt oi Special
Economic Zoncs, .tnd r:rinintizing supply side
constrJints irr orcler to Lrottst exports through
productivity.rnd rlfi cie'ucy; aud

FJst-tracking the implementation of public-
pri\,.rte prrtnerships (lrPPs) throush retirrrns
in tcndcring anrl approval process, in ordt,r
to boost irvestments. 'ftis would rlso re,.luce
the need for qovernnrent bt,rrorl,ir.rg to Enance
infiastructure .rnd, therc'fbre, retluce firther
crorvth of public debt.

3.8
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Chaptcr

1
Making Fiscal

Decentralization Work

l7.l lntroduction

The obiectives of Kenya's devolution are clearly
outlined in Articlc' l7-S of the Constitution, and
include the dentocratization of self-management
while chlmpioning national rrnity alongside the
rights of rninorities and m.rrginalized groups. A
further objective of devolution is the realization
of thc Constitutionls very elaborate Bill o[ fughts
by,.rmong other things, decentrulizing tlte State to
ensurc access to equitably sh.rred resources.

An iDportnnt principle oidevolution is that county
governmcnts should have reliable revenue sources
to enable them deliver the functions assignet.l
(Artlcle tZ-S), with the Constitution specifying
both the functions (Fourth Schedule) and reyenue
sources (Articles 202 and ?.09). These ob,ectives
and principles haye been amplified in legislation,
notably the County Governnrent Act, Transition
to Devolved Government Act 201 2, public Finance
Managernent Act, lntergovernnrental Relatinns
Act 2012 and the Coordination of the Nltionrl
Govcrnrrrent Act 20 13.

The Constitntion estiblishes the Commission orr
Revenue Allocatitrn (CRA) is mandated to r-onsult

witlr Parliarnent on the sharing of ordinary national
revenue [Tetween the N.rtiona] Government and
the 47 county goverrunents through an established
fbrmula. Meanwhile, the County Government Act
oudines the principles ofplanning and development
at the county level.

The Public Finance Management Act outlines the
County Governntents' resporrsibilities with respect
to the nranagemerrt and control of public finances.
The relevant institutional arrangenrents are also
provided for to flacilitate sound public finance
m.rnagelrrent.

This part of the Kenya Economic Report 2016
reviews the trends in the 6scal performance
of counties between fisc years 201-l/1.1 arrd
201-l/1.5. It fbcuses on the revenue and expentliture
perfbrmance during the review period, and on their
linkage to service delivery. The analytical or survey
data used was obtrined ttonr Iienya Economic
Surveys irnd OIlice of Controller of Budget (OCOB)
documents, unless otherrvise specilied. Furtlrer, an
ellbrt is rnrde to identify emerging issues affecting
etiective fiscrl decerrtralization in Kenya over the
last two years to ensure a sound basis for proposing
f-easible policy retirrrns.

t(tNYA EcoNoMt( RtpoRT toi6
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Before presenting the levels of County service

delivery and fiscal perfornrance, it is important

to present an overview of devolution in Kenyan

context.

t7.2

Article

Devolution in the Constitution

I of the Constitution declares that

sovereign power belonpls to the people of Kenya,

and is exercised at the national and county levels.

Such power is delegated to Parliament and

County Assemblies, the national and county level

executives, and to the Judiciary and indePendent

tribunals. Article 6 of the Constitution creates

47 County Governments, which are distinct and

interdependent with the National Government with

whom they have mutual relations on the basis of
consultation and cooperation (also see Articles 189

to 191). The Constitution also specifies National

Values and Principles of Governance, which bind

all State and non-state o(ficers and organs, as well

as the general population. Besides Article 10, these

governance ideals are also well articulated in Chapter

Six and Article 232, and provide the context within

which the respective levels of government deliver

their functions speci6ed in the Fourth Schedule of
the Constitution.

ln order to imProve socio-economic welfare,

Chapter Four of the Constitution provides an

elaborate Basic fughts frame$'ork to Protect
human rights and fundamental freedoms, and to

foster dignity and social iustice. The rights and

fundamental freedoms belong to individuals and are

not granted by the State (Article l9), and include

the'6rst generation' civil and political rights,'second

generation' social, economic and cultural rights, and

'third generation' collective rights. Given the genesis

of Kenyas devolution, the most notable among the

rights could be non-discrimination, economic and

social rights for children, persons with disabilities,

youth, minorities rnd marginalized groups, and the

elderly, respectively covered by Articles 27 ' 43, 53'

-54,55,56, and 57. The nature ofthese rights is such

that their delivery is best situated at lower levels of

governnentr among intended beneficiaries, hence

the importance of fiscal decentralization.

The devolution framework is elaborated upon in

Chapter Eleven, Article 174 listing its obiectives to

include:

(i) Promotion (of) democratic and accountable

exercise ofpower;

(ii) Fostering national unity by recognizing

diversity;

(iii) Giving powers ofsel[-governance to the people

and enhancing the Participation ofthe people

in the exercise ofthe powers ofthe State and in

making decisions ali'ecting them;

(iv) Recognizing the right of communities to

manage their own affairs and to further their

development;

(v) Protecting and prornoting the interests

rnd rights of minorities and marginalized

communities;

(vi) Promotirg social and economic development

and the provision of proximate, easily

accessible services throughout Kenya;

(vii) Ensuring equitable sharing of national and

Iocal resources throughout KenYa;

(viii) Facilitating the decentralization of State

organs, their functions and services, frorn the

capital ofKenya; and

(ix) Enhancing checks and balances and the

separation ofpowers.

The realization of the foregoing obiectives will be

in the context of principles that include democracy

and the separation of powers, reliability of resource

inflows, gender sensitivity (Article 175), and sound

public finance managelnent. Article 177 and l8-5

create elected County Assemblies with equitable

representation across population groups, while

executive power is vested in the County Executive

Committee (,tticle tZ9), the whole County

Government being headed by an elected Governor

KENYA ECoNoMtc REPoRT 2 015
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and deputy (Anicle 180). The Constirution
envisages public participation in county governance

- see Article t96.

Chapter l2 of the Constitution provides the
financing structures tbr devolution, whose
principles include openness, accountability, public
participation, equity in revenue generation, sharing
and promotion of development, including inter-
generationally. Finally, Public Finance Management
(PFM) shall be transparent and prudent. Articles
202 and 203 elaborate on equitable pFM, while
Article 204 provides for the Equalization Fund,
with which to uplift urarginalized areas 'to the level
generally enjoyed by the rest of the nationl Further,
the Constitution provides the sources on which
taxes and charges may be imposed by the National
and County Govermnents (Articles 209) on powers
to impose taxes and charges:

( I ) Only the national government may impose -

policies, economic activities across counfy
boundaries or the national mobility of goods,
services, capital or labour, and fu:ticle 210 on
imposition of tax and for borrowing by the
national and county governments (Articles
2l I and 212 respectively) and managing debt
(Articles 2l.l and 2l4): AII revenues must be
deposited in the Consolidated Fund and the
County Revenue Fund, respectively, provided
by Articles 206 and 207.

With respect to the equitable sharing of revenues,
Articles 215 and 217 create the Commission on
Revenue Allocation, which recommends the annual
division and allocation ofrevenues (Ar ticleZlg,ZZl,
223 and 224), with each county s share transferred
"without undue delay and without deducion"
(Article Zte). Article 226 and 229 provide for
audits, while 227 covers procurement. Another
important PFM office is that ofController ofBudget
who alone may authorize the lawful withdrarval of
money from the Consolidated Fund and the Counry
Reyenue Fund (Article ZZa). Finally, section -5 of
the Sixth Schedule establishes the Commission on
the [nplenrentation of the Constitution (CIC),
which is mandated to monitor, facilitate and oversee
the development of legislation and administrative
procedures required to irnplement the Constitution,
within the timeframes of the Fifth Schedule to 201S.

Pursuant to the CIC workin coniunction withvarious
government and non-government bodies, various
legislation, policies and strategies were completed
as means of implementing the Constitution. Among
tIe most important legislation tbr implementing the
constitutional provisions for devolution was the
Transition to Devolved Government Act, which
established the Transition Authority whose core
function, is to "facilitate the analysis and the phased
transfer of the functions provided under the Fourth
Schedule of the Constitution to the national and
county goYernments':

(r)

(b)

(.)

Income tax

Value added tax;

Customs duties and oher duties on import and
export goods; and

Excise tax.

An Act of Parliament may authorize the
national government to impose any other tax
or dury except a tax specified in clause (3) (a)
or (b).

A county may impose -
Property rates;

Entertainment taxes; and

Any other tax that it is authorized to impose by
an Act oIParliament.

The National and County governments may
impose charges for the services they provide.

(d)

(2)

(3)

(")

(b)

(.)

(4)

(5) Tle taxation and other revenue-raising
powers of a counfy shall not be exercised
in a way that preiudices national economic

The operationalisation of Chapter I I
Constitution is effected through the
Government Act, u,hich expounds

of the

County
on the
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management of County Governments, including

the County ExecutiYe, County Assembly and

County Public Service Board. The Act also covers

Citizen Participation, Civic Education, Public

Communication, County Planning, and Delivery

of County Services. Finally, it provides fbr the

circumstances under which a County Governnrent

maybe suspended and re-instated.

The other important legislation is the expansive

Public Finance Management Act, whose Part IV

addresses the'County Government Responsibilities

with respect to Management and Control of Public

Financel This Part estab[shes the County Treasury,

County Revenue Fund and other funds of the

government, the Provisions also being similar for

urban areas and cities under County Governments.

It iddresses the county budget and development

planning processes, legislation for local revenue

generation, and consultations through the County

Budget and Economic Forum. It also addresses

county borrowing, lending, ioint county Proiects,

the establishment of county corporations, and

accounting and auditing procedures

In an end of term assessment, however, the CIC

felt that the National Assembly conduct had not

adhered to the sPirit of the Constitution due to its

disregard of the remuneration recommendations of

the Salaries and Remuneration Commission. The

CIC also felt that the tensions betweer, the National

Assembly and Senate, and between the Council of
Covernors and the National Government, have

also undennined 6delity to the Constitution (ClC,

20ls).

Delays in the establishment and oPerationalisation

of the Transition Authority in 20 t 3 had also meant

that it was winding up three years after the frrst

election under Constitution (zOlO) as provided

by law, without completing rnuch ol'its agenda.

Political interference had also undermined the

Authority's pertbrmance, such a. through a decree

that transferred functions lumpsum, instead of the

asymmetric process provided for by legislation

that allowed capacity building ahead of counties'

assumption of devolved responsibilities However,

the lnter-governmentd Relations Technical

Committee established under the Intergovernmental

Relation Act is expected to take over the devolution

functions of the Transitional Authoriry

17.3 Linking Fiscal Decentralization
and Service DeliverY
Performance

I 7.3. I Overview

One of the ob)ects of devolution of Government

is to promote social and economic developurent

and the provision o( proxinrate, easily accessible

services throughout the Country (nrticle tZ+ (f)).

The Commission on Revenue Allocation (CRA)

developed a formula to ensure equitable resource

distribution across the counties. Consequently, the

CRA recommended Ksh 224 billion as equitable

slrare to county governments for the financial year

2Ol3/14, up from Ksh 190 billion in Z0l2/LOl3.

The commission has for the last three years used

the first generation revenue sharing formula that

was approved by Parliament iD 2012, which was

reviewed at the end ofthe 2014/ l5 financial year' In

addition to the basic equal revenue share allocated

to all counties, the parameters used for sharing

revenue include Poverty, Population density, land

and fiscal responsibility.

The approved budget sPendins of counties in

2014/15 amounts to 5.6 per cent of Gl)[' About

18.9 per cent of all public expencliture is being

undertaken by counties. The local spending at

counties is funded by national transfers covering

almost 89.0 per cent of the counties total approved

budget, and local revenues accounting for I1.0 per

cent.

This section Prese[ts a detaileJ anall'sir ci selected

service delivery indir:atcrs. Tliese indicarors include:

poverty head count, [ife exPectancy, literacy, access

to improved water, electricity and paved roads.

KENYA EcoNoMl( FtPoRT 2ol6



tt ,\1A X lN 6 FIS(AL D t C E N T F. A L I I A T I () N '/V O n X

Ellective 6scal

contribute to
str bility.

decentralization is expected

socio-econornic development
by the rest of the nation." A.lthough these basic
services lre important tbr;r more equitable society,
it is highly unlikely that the fund, which is only half
a per cent of totrl nationally generated revenue,
would be adequate to bring about rapid change in
the maruinalized areas.

Up until now, nruch of the focus hirs been on
"marginalized counties." One of the weaknesses

of this focus is that counties have diverse
developmental outcomes within them. This implies
there is need to tlevelop county-based institutional
fiaurel'orks that can identify marginalized areas

within the counties ibr il more equitable county
distributinn of resources. The fiameworks should
mitigate possibilities of elite capture that may
perpetunte Inargina[izJtion,

to
an.l

I 7.3.2 Poverty

Poverty, one of the key socio-economic indicators,
remains relatively high and there are also wide
region.rl diflerences. The national average headcount
poverty was in 2013 estinated at 53.3 per cent and
ranged f rom Kajiado'.s l6 per cent to Turkana'.s 94.5
per cent. Thc'wide spatial variation in the st.rte of
poverty and developmentrl outcomes in general
is widely viewed as a systemic issue th;rt could be
addressecl by 6scal devolution. Thus, the ongoing
liscll decentralization is expected to reduce poverty
by enhancing a more equitable distribution ol Iiscrl
resources.

The Equalization fund is one of the tools me.int to
overco[le the challenge of uneven developntent.
lndeed, ensuring prosperity ar-ross all areas will
require thJt counties or areas within ceunties
with relatively high poverty rates such .rs Turkanl
(94.5c;), Mandera (88.30.6) and Watir (n6.5%) are

provided commensurltely larger liscal resources
(se'e Figure t7.l). The equalizatioD funrl is nreant
to "proyide trasic services' such as "water, roads,
health facilities and electricity to marginalized areas

to the extent necessary to [.rring the quality of those
seryices in those irreis to the level generally enjoyed

I 7.3.3 Health

Health function is one of the devolved functions
in the country, and the performance of the sector
hinges on effective decentrrlization. Life expectancy
is one of the many indicators of the health status
and general developnrent of a population. The
national life expectancy is estimated at.rbout 58
years, which is just about equal to the SSA average

but lower th.rn that of middle income countries of
70 years (World Bank,20l5). However, there are

wide regional variations in lit'e expectlncy across the
counties, ranging fiom ;rbout 40 years for Homa Bay,

Kisumu and Siaya counties to 66 ycars fbr Bomet

Figttre t 7.1 : Cortrrty ltowrty he id.(tult, 20 t 3 ("o )

100
90

e7o
l60lso
840310tzo

t0
o

I

+l++Il
xgj;sssHfijigrjJ3E E 

i sFsi ! 
36j 

f jsJ i3, ii; i;$iJ g$ili

KE NYA E(oNoMrc REpo8T 2016



MAXINC FISCAL DECENTRALIZATION WOf, K DD

County (FigLrre 17.2).'lhe relltivcly low lcvcl of liti
expL'ct.rrrcy in Hornr B.ry, KisutnLr, Si;rya rnd Nligori

cour'rtics can lre prrtly expllinccl b1'thc'ir relativel,v

he.rv1'.list'asc burtlen.'flrese' coltnties h.rlc rcl.rtivelt

higher inciclences of Malarr.r lncl HIV which.rrc thc

le.rcling c.ruscs oi cleltlr in Keny.r. A move torr'ards

a more cquitalrle realizatiotr of hr'rltlt orrtcomcs will

require (ounties to .rllncrtr' thcir Iiscal resourccs

(rcross sectors such Js hc;llth) throu{h.r n.rorc

evi.lencc lrlsed approlch. Le-ss attcntion shoulcl

bc paitl to thc historical incrctrretrtal apprrtach ttr

rt'sourcr llkrcatiorr. "Ihc divcrsitl in hc.rlth outctrmes

also implies thlt counties rleed t() t.lke into ilccount

corrtextual rcalitie's. Tltis u'ill [re possible if cotlntics

invrst irr thc captutc .rnd .tnalyses oI he^rltlr-rcl.rtcrl

Jat.r Jnd infirrn).rtion lresides other st"ctorrl tllt.t.

I 7.3.4 Literacy rate

Kcnyais aclult lite'racy' rates of t8.O ;Ind 67.0 Per
ccnt fcrr rn;rles lnd fcmales, rcspectively, corrrPares

fivorrr.rbly u'ith the Sub S.rhrran Atrica (SSA)

lvcr,rqe of 69.0 .rrrd -51.0 per ccnt tbr males an.l

ferrr.rles, respectively (World ll.rnk, 2()l.i). Evcn so,

rcgiorrll ditlcrencc's lrc quite cvitlcnt, with Nlirobi
County (hithest) h.rvtrrg :r score oi about t'lli.() per

cent rvlrile Matrtlcr:r cottnty hls tlre lorvest rvith

l scorc of l-i.() per .ent (F-iturc 17.-i). (ircater

r-llirrt rvill b,.' rt-quirerl fiorn both the n.rtiotl.rl an.l

count)' tlovernrncrlts to cnh.rtlce cquitv in .rccess

to cduciltion .rt .rll lcvels. C()urltics uill nct'd to

enhill.c icccss in thc torntltivc )cJrs ol edu(Jtiol'l

through the.lcvolved liCDt'l tuuctiotr, anrr.ttl{ othcr

policy intcrvcnti()rrs.

I 7.3.5 Access to improved water

Kenl'a is .r rtJt('r scaree cttuntr); rcnervable fiesl't

rvate'r cnderwments currcntly staurl .rt less th.rn

I,0()0 cubic rnetres pcr c.lPitJ. W.lter resotrrces

arc .rlso unetlurll) distribrrted .rcross thc cotttrtry.

As ln cxampL', rvhilc access to inrprovetl rvatcr

.rvcr.rct'J -+,i.0 pcr cent nationirlll', Nlirobi anel

N{igori lr.rr,l.rccess r.rtcs oa76.0 Ptr ccrlt an(l l-i.() Pcr
c€nt, re\pectivel)'. Spcci6c challe'nqt's inclutlt': lorv

wJtcr stor.l$e clp.tcity ancl llloc.ttion of in;lclctlttate

res()urcL's to wJter infristructurc. Althouth lvater is

trnc oi thc dt'r'olvr,'d functions, sott'lt' coutrties trliqllt

r-rot lrrvc prioritized spencling olt w.lter Prtlvisiotr
(Figurc' 17..{).

I 7.3,6Access to electricity

Ovr'rlll, thc most urbJniT!'d counties lr.rvc- bt'ttcr

icc!'ss to ek'ctricity. On thc other h.rtrtl, cotlntics

th.lt la{ bchind in tc-rrns oflcccss to clectricit)', such

as S.rmbum ancl Isiokr, havc rclative'ly lou levels t:l

u rl-r.r n iz.r t io n .

Access to paved road network

[hc dcvcloprttcn( .utJ In.rintcnJI'l(c (]l physic.rl

is r kcyini;.lstructurc en n sustliriblc bJsis

pr('rcquisitc tirr rapiJ Jnd sustilin.lblc ecotl()ll1l(

I:iqrrr,: I -.1: Cr,lr,lh' lilc.rrrdcl.rr,'jl', f{)l)9

llillllllilllll llllllllllllllllililltril
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Figurt I7,1: Add(.rs,o iflprold.l rtrler by countt (ou)

growth and prosperity. Despite this, all the counties
with the exception of Nairohi, had less than 30.0
per cent of pavet'l access roads (Figure 17.6). Lcck
o[ adequatc liscal resources is one of the primary
challenges firced in inrproving road intrastructure.
Other challenges include low absorption for
road construction proiects partly as a result of
poor work progress rnd ine{licient procurement.
lmprovenents in the development of physical
infrastructure should go beyond provision of 6scal

resources to embrace iurprovements in procurc'ment
systems and enhancing execution o[projects.

17.4 County Fiscal Performance

In line with the Constitution of Kenya 2010,
tlre Conrnrission on Reyenue Allocation (CRA)
reconrmends Parliament to illocate at least
I5.0 per cent of national reveDues to a county
government revenue pool frorrr which resources
would be equitably slrared across the counties

using a fornrula cleveloped by CRA. Counties also
get conditional grants dcpending on whether they
h,rve tlonor projects and/or'Level -S'hospitals (the
firnner provincial hospit.rls and upgr:rded district
lrospitils). County governments nray also rect'ive
other grants, and will eventually be eligible for loan
linancing subiect to conditions under preparation by
the Nrtional Treasury. Further, CRA tras developed
a criterir tbr sharing the Equ.rlization Fund among
some l4 most marginllized counties. Additionally,
the Public Finance Managemcnt Act 2012 provides
that any unutilized budget resources in a fiscal year
be carried forwartl to the succeeding year, and is
consequently re-voted into that year s resources.

As shoryn in Table 17.1, aggregate actual County
Covernment budgetary resources fbr 2013/14
totalled Ksh 224 billion, or 3.4 per cent o[ GDP. ln
Z0l4/15, the totxl resources wcre estimated at Ksh
.3 18.-l billion, having increasetl by 42. I per cent trorn
thc previous year. The rapid rr'venue growth is due
to the trinsition to devolution, and the national
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commitment to inrprove scrvice delivery .rcross

counties. The equitablc' shart' resources constitute

about 89.0 per cent ofcounty revenues while locally

generated rcvenucs coustitute I1.0 per ccnt (Table

r7.l ).

The shlring of revenues has nlet tlte constitutional

threshold o[ at least tS.0 per ccnt oi ordinary

revenues hcing transf'erred to the county level.

C)verall, cotrnty resource allocation increased from

I9.9 per cent o[total ordinary revenue in 201 3 / l4 to

rbout 24.2 pcr cent in 2014/ t.i. County exPenditure

as a percentage of GDP and of the nrtional debt

were estin'lated at 5.6 per cent iurd 13.7 Per cent,

respectively.

During 201-l/5, Ill.9 per cent of total governurent

c-xpenditure was spent.rt the county level, which

is close to the level of the other E.rst Atrican

Community countries' spending at their sub-

n.rtionrl levels (Figure I7.7). The Kenyan share of
county level expenditure closely mirrors the Ievels in

the region, with Ut.rnda lnd Trnzania exPenditures

by sub-nationrl governmcnts .rccounting fbr 20.0

per cent and 22.0 pcr ccnt, rcspectively. However,

tor Ethropia, it J((ounts ti)r +6.0 per (ent ol'

totirl expenditure, prob.rbly hccause it hrs becn

irnplenrenting devolution tbr longer th.rn Kenya.

The shrre of .ievolved funds is higher in tederal

countries, with Nilreri.r, Br.rzil and Ethic\Pi.r as

examples.

I 7.4 County Revenue Performance

The process of revenue govern.rnce entails

d('termiution of tax revenue policy .rnd

administration of tlx an.l non-ttx revenue

collection, including 6sc,rl capacity and citizeni
voluntary compliance. ln 2014,/ 15, county resources

rrere estimated at Ksh -318.-1 billion comprising

(ENYA E(oNoMrc nEPoRT 1016
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lil'lL l- l: -1.(.(r...(rrt. (orlrrl,.(rtttnuttnt li;rd irriic,rlrtrs, )Ot ) l.t rtnl )Oll t.i

2J|t?lt1 2,Dl1lts
(lrors [)onrcstr I\rrLlu!t (.rr rn.rrker priccs) Ksh nrillrons

National Governnrr:nt Revenue and Grents - l(sh millions
li,tJl (;,,r.rrrrr.ot ()rrtl.rr. f.rlr nrrllr,'rr.

Total Govemnrenr Outlays (Nct Debt Repayment) . Ksh millions
Rr(ur'r'(.rrt . Kslt nrrllrons

Dovelopmerrt - Ksh rtillions
l'ulilir Debt lr.rrs.r(trorrs (l{cprl,rnents) . Ksh rnrllions

Debt - Ksh millions

[:rtrnt.rl l]i:[rt K.rh nrrllr,rns

lnternal Detrt . Ksh millions
(-ountl Rt'sour',-c,s l(:h nrrllrol:,
'fransftrs ofGcneral (llrlrncter bctween Lcvels o[(iovcrnment - Ksh
nrillions

l-.,crl Il.'vcnuts Ksh rnrllrons

County Expenditure - Ksh nrillions

t ountl' .{llrri.rtr,rrr .rs ,,, ol'licvcn(lc

County Expenditure as qo ofGDP
( oLrnt)' Erpcnclrtrrrc .rs t\, ol Nrtionrl L)clrt

Courty Expenditur('rs ,h ofTotal Govenrment Oudirys

Loe.rl Revcnrre as,i, rrl lirt.rl Rcvcnuc
(iovernment TransferJ ns 9{' ofTotal Rrvcnue

!1\r,{ ': 
(ra!e,nnreft .t li,nvr r l rl

()l n.ltior)rl tr.rnsti'rs {Ksh lS-1..{ billion) and loc;rl
rcvenuc (Ksh 31.ti [,illion). nhich is dr;rrvn tiom
c()urties discrcti()nir'), p()tver to itrrpose' t.rx.rtiotr.,
Articlc 209.rllows courrtics to ritise rrtcs.tn(l ti,cs;lt
thcir cliscretion, l)ut tirxcs nrust [rc lut]rorizeJ ]ry ln
.,\ct (rF Pulirnrcnt. [,,.rc]l 1g'yg1.l11g is collcctcJ iionl
ProPertV rJt(rs, cntertilitltltcnt t.rx!'s, c()utlt1, \crviae
.h.rrqes, .rn.l tlr.rtron leqisl.rted [rr, l).1111.1n1",.,g.

Second, eqLritlble shJrc is part of tllL. ,rltion.rl
vL'rtic.rl .tl]ocition, which is rlistribrrterl aDrollg the
c()unties based on (jt{A:\ {ormulation. Adclition.rlly,
c()unty {ovclnnlL\nts ll).r) rcceive conditiotr.rl {r.rnts,
suclr,rs thr' Equiliz,ltior) Funcl, .rnrl unc()nditionirl
gr.rnts. Finllll, thc [rl].rncc oi resourc('s fiorn oDr,

lisc.rl ;-e.rr may [rr-'c.rrricci tbrrvlrd re-v()te(i rntrr
tlrc Dcxt ye;lr.

' tc Cornmission tirr l{cvenue Allocation has in the
l.tst thrce years usc.l thc tirst ge'nerition rcvcnuLl

+.;,i0,80().5()

99t,870.60

l,sll,99t.0r)
1,187,21-1.7,1

r.0l L912.s9

511,070. t 6

3-15.1;9 t6
1,732,7+3.O0

ti-+-t,-i6t.I0

889,180.80

l2+,0.15.00

197,i+9.00

s,-r5.,6: L-0
t,176,22.1.80

I,9l+,8S5.90

t ,s99,965 .7 2

1,069,t0+.r,t6

8,55,681.01

-12+,9t().1l{

2,211,3t2.O0

I.I-iti,-i0+.-0

r,078,807.-10

-i l t{, :,i - .0()

284,408,00

16,296.01)

t6t,397.4i

19.9+

3..r1

9.1I

t -1.-i9

I t.:0

88.10

-i3,s.+9.(x)

302,817.34

t.l.l s

5.6-s

I t.66

llt.93

lO.(10

89.40

sh.rrinu tirrnrLrl.r tlut rvas Jpproved bl.Plrli.rme,nt in
l0ll. lhis firrnrulae is currentl)'under revierr,. Jlrc
firrntul.rc rcvicw procesli is in line tvitir fu.ticle l6
of thc Sixth Schcdule to the (lonstitution of Keny.r
1.010. As part r.rf the revicw, tlre (.ornntission fbr
Revcnue. Alloc.rtion (Cfu\ ) conr,lucte tl torums rvith
couDtie\, cxPcrts .rnd rc,ceived rnr'nrorlnd.t fiorll
expcrts rrrJ thc public. It is hol,ctl that after rr-r,iov
.1p.1 .ri1r1Tti1rn, the second tirrmul;r rvill [re used frrr
slraring rr'r'cnuc trou 2016/ t 7 to 201 8/ t 9 fin.rncial
ye.rr. 11rc p.rr.rtrrcters, rveiqlrts .tncl allocations as

use'cl in the currr'rrt tbrmul.r .trc sho*.n in T.rble 17.2.
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Figura 17.7: Shurc o.f d*olveil Juids |or st:lcct l counrries (o<t)
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17.5 County Expenditure
Perform ance

17,5. ! Overview

County expenditure Patterns in tlre initial years of
devolution show that recurrent expenditure by far

exceeds spending on development The approved

budget allocation on recurrent and development

was 62.0 per cent ard -18.0 per cent, resPectively,

in 2014/15 and by the end of that 6scal year,

only 22.0 per cent of actual sPending took place

on development areas as shown in Figure 17.8.

Recurrent expenditure has grown much faster,

reflecting high administrative costs related to

County Executives and County Assemblies.
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Statutorily, all revenue raised or received on behalfof

county governments must be paid into the County

Revenue Fund (CRF), excePt where exemption

is provided through an Act of Parliament.r No

withdrawal is allowed fiom CRF without the

Controller of Budget's approval and suPPorting

County Assembly appropriation legislation.(
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Only l0 counties reached the targeted 30.0 per
cent threshold of development spending. These
are Waiir, Turkana, Bomet, Machakos, Murangh,
Homa Bay, West Pokot, Trans Nzoia, Kisii and
Nyamira. Development spending is theretbre low
and counties will largely depend on the national
government to initiate development activities. The
low development expenditure is o[ concern given
the need to enhance provision of basic services to
citizcns in most counties. Figure 17.9 shows that
almost half of the counties arc spending less than
the average 22.0 percent of acturl spending on
development, which might affect counties' delivery
ofcore services.

ln the 2013/14, tlre totrl revenue available to the
county governnrent was about Ksh 224 billion,
which is i summation of about Ksh 197 biltion of
vertical allocation ofequitable share, and about Ksh
26 of conditional grant (Governnrent of Kenya,
2014). On the other hand, the total expenditure
was Ksh 169.4 billion, made up of Ksh 132.8 billion
and Ksh 36.6 billion of recurrent and development
expenditure, respectively. This translates into a

utilization rate ofabout 72.0 per cent.

ln2014/15, total revenue stood at Ksh 3l8 billion,
which included Ksh 284 billion, Ksh 1.87 billion,
Ksh 32 billion, Ksh 0.7 billion, respectively, of
equitable share, conditional grant, local revenue,
and donor grants, and Ksh 4.2 billion carried

tbrward. The total expenditure amounted to Ksh
2-S8 billion, with Ksh 168 billion and Ksh 90 billion
going to recurrent and development, respectively, a

utilization mte of 81.0 per cent.

The 201-3/14 data reveals important emerging
trends on expenditure rs shown by Figure 17.10.
There is an overall approved budget executir:n
gap estimated at 1.0 per cent of GDP; county
expenditure has built up and under-spending is

reported on the development budget. Onty a few
counties allocated at Ieast one third of their budget
[or deYelopment proiects.

The approved budget allocations on service delivery
shows that prioritization at the county level did
not match the budget allocations on the devolved
functions at the time when expenditures were part
oI national government budget.

But under the counties' budget in 2013/14, the
total allocation for health services, for example,
stood at Ksh 54 billion. Other devolved areas such
as agriculture were allocated Ksh I I billion. Figure
l7.l I rlso show that counties expenditure patterns
cover recurrent expenditure than development
expenditure. Recurrent expenditures have built up
much faster over time, reflecting to some extent the
administrative costs of the County Executive and
the County Assemblies.

I 7.5.2County expenditure by functional
classification

The OCOBs constitutional powers to issue
quarterly reports on implementation of budgets
of county governments and publish the same has

incentivized the county governments to improve on
budget utilization. This assertion is attributable to
OCOB'.s 2014 recommendation that called for better
planning and increased capacity (Government of
Kenya,20l5). This is also reinforced by OCOBs
constitutional independence as well as its power to
approve withdrawals from County Revenue Fund.

I
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The County Executives' statutory compliancen by

devoting it least 30.0 per cent of totil expenditurc

to development in 20t3/1't and sliShtly better in

2014/15 can be inferred as an irnProvement in

conrpliance with principles of fi scal responsibility.

Table l7.l slrows that county expenditure ircreased

by 26.0 per sent between 201.3/14 and 201'll15

from Ksh 161.4 billion to Ksh -102.8 billion. A

functional analysis ofcounty expenditure suSSests an

improvement in allocative efficiency as expenditure

on general public services t-ell signi6cantly. Horveveq

there has been improved allocation in agriculture,

economic affairs, transport, he;rlth, environmental

protection, alnong other services.

I 7,5.3 County expenditure by economic
classification

On one hand, further disaggregation of 2014/l-S

recurrent expenditure reveals that -l-3.5 Per cent,

19.9 per cent, 37.0 pel cent and [ 3 per cent was on

personnel emoluments, oPerationsi use goods and

services; rcquisition of non'financial assets; and

acquisition of 6narrcial assets, respectively (Table

17.4). Disaggregation of counties development

expenditure shows diverse development

activities, which reflect the diversity of the 47

countieli. However 4l counties sPent most of
their development expenditure on infrastructural

pro,ects. The allocations to compensatiotr oI

Figurr 17.10: Corrtrlv got'tntnrcr s tct'trrrtc tnd txq t.rilurc is tto o.l GDI' 2('17 11
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Toblc 17,4: Coun/l expenditure by eeotonic

clossifcation
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employees fell from 39.8 Per cent to 33.S per cent.

The increased allocation to acquisition of non-

financial assets implies that counties are gradually

increasing expenditure on development activities.

I 7.5.4County revenue and exPenditure

An analysis of /ol4/15 county level budgetary

resources shows that most of the counry

govemments' local revenue shares were below 10.0

per cent of total county government resources

(Figure 17.14). Nairobi recorded the highest local

revenue share standing at 51.0 per cent, lbllorved

by 31.0 per cent share for Mombasa and 28.0 per

cent for Narok. Only 13 counties had local revenue

shares ofat least 10.0 per cent. Meanwhile, Mandera,

Marsabit, Waiir, Garissa and Tana fuver counties

each recorded low shares of about 1.0 Per cent.

Another 2I counties have shares ofbetween 2.0 and

5.0 per cent. Clearly, county revenue performance is

low across the country contributing to over-reliance

on CRA's equitable shares of national revenue. This

situation partially reflects the unequal development

resulting 6om years of inequitable public spending

that have compounded the adversities of agro-

ecological heritage, especially in the arid and semi-

arid lands of northern KenYa.

It is clear that most county governments will

continue relying on resources from national level

transfers, with CRA's equitable shares ranging from

Nairobi's 49.0 per cent to Mandera'.s 94.0 per cent.

The data also shows that the shares of conditional

grants are quite uneven across counties, with the

share tbr four counties above 20.0 Per cent, while

six counties have 5.0 Per cent or less. Surprisingly,

neither of the four counties with shares above 20.0

per cent have a Level 5 Hospital. Finally, the 6gure

also illustrates the disparities in re-voting; for nine

counties, re-voting reflected a zero share, while for

one counry it stood at a 7.0 per cent share. These

very modest re'voting returns are interestin8 in light

of government concerns that county Sovernments
have a weak absorPtive capacity over voted

resources,

The local revenues constituted about 54.4 per cent

of Local Government resour€es during the period

prior to devolution. This share dropped to iust over

ll.7 per cent and 10.6 per cent during 2013/14

and 2014/15, respectively. A partial explanation

for that Browth is obviously in the changed

service delivery roles of the national and county

levels of government. Figure 17'15 shows county

expenditure disaggregated by county br 2014 / lS.

17.6 Lessons from Other Countries

Under this sub-section, we present lessons

from selected comParator countries that have

decentralized fiscal systems.'Ihese are Australia,

Percentage
change

between the
ttdo y€ars

201{,, I520I l,/ l.t Percentaga,
20l {,/ l s

Percentage,
20ti,'I{
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Gernranl', (itranr, rnd South Atiica Sl'ccilically, rve

.lr.ll l..,rorts trom tlr.'tr tisill tr,itllsf-er.rrrJl)EetlrL'nt\'

Australia

Austr.rliJ is a f-ederal cottntrl l'here the centr.rl

governnrcnt has the rcspronsihiliq' tbr tlle nlrirl ta,xes,

but St.rtes rnd territorie's h.tve the resp..rnsibility

fo; 1l1l1qst half of cc,vcrrlment spent'ling, Central

governlllcrlt transf-ers lrc still an inlportlrrt tuethod

of tundinc the States .rnd territories. 1lc' layers oi

devrrlutittt't in Australi.r shtrw that the Austrirliin

f-eclcrirtion cotrprises ofsix St.rtes antl two intcr self--

governirrg tcrritories. Therc.rre also sornc -S65 locll
:tuthoriti('s.

'Ihe centr.rl [overnment or the conrln,lnrlellth is the

,.lnly Icvel ()l q(',vtrnrllL'tlt llt.rt r.rtses revcttt'tc tir.rnt

incerrc tilx, corporJtiorl tJx, excisc clutl"tncl levies

ind taxes o11 internatiorrlltrltle. While tht Strtc an''l

territoriill {Qvernn'}tllts arc tice to s('t t]r riltcs.lnd

rcccivc rcvenur' trorrr hnd taxcs, titl:tncial and c.rpit'rl

trirnsJction t.lxcs, t.rxes ,.rn qanl[-rling' t.txes on

insurance, taxcs ()n adtivities .rn.'l the use t'f ut'o.ls

(such as rnotor vehicle tax) ltlcl rrining ltry'rltics

(except tirr oll.shore oil and gas) They rlso h.rvc

the responsitrilit)' tor collcctinq ntost p.r1'roll tax

(thc clrmmonu'cllth rcceive s thre'e per cent oi tot'rl

plyroll tax collccted through the superantrtt.rtion

gtrrrrrttec elr.rrgt). Ltrcll .rtttlrrrriltcs rt'ccive rcvcttttc

lrorn rnunicipll rltcs and uscr chlrges (rvith tlrc

lilttcr grolvirlit in importancc oil.rtc)

St.rte governnrct'tts have trtr [,orrQtcin( ccilinS.

'lhe Australiatr Loan Cottncil hls ln ovclsight

.rnd tnonitorin( rttlc but .rrr.rnqcnrcnts clrrl''h'rsize

trJnspirenc) r.rthcr than linrits .rnrl oP!'r.rtc on 'l
volu ntarl' blsis. Ntost StJtes hlvc tllt)tlest borrr'ru itr8,

which is undertakcn throuuh 
-lic.tsr'r11' Corpor.rtiorts

(their orvn [Torrowitrg lgencit's) rtsing .r r.rtr{c o[

tlcbt instrun'tr.'trts issued directly in lin.rnci.rl rl.rrkets

( includirrg lirreitn btrrrorvints).
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Fiscal transfer arrangements

According to the Scottish Inforrnation Centrc
(2014), States and territories in Australi.r raise just
over halftheir spending in revenue (Sso,i, from strte
own sources on iverage over the plst tlecade), with
the central government trlnsf'ers providing the
remaining funding. Horizontal liscal equalization
is untlertaken through the distribution of revenue
fionr Goods and Services Tax (GST) as untietl
grants. lt aims to equalize the capacity of all States
and territories to raise revenues .rnd provide services
to a national average standard. In addition, there are

6scal transf'ers provided to the St.rtes and territories
which have to be spent on a particular sector or
prograrnme as agreed r,r.ith the central government.

All revenues collectcd under the Australian GST
rre distributed to States Jnd territories rs untied
grants, based on the principle of horizontal 6scal
equalization. It is intended that each State and
territory should receivc. transt'ers so that each uses
its revenue brses to the same degree .rnd operirte
it the samc efliciency in providing public services
to the same standard.]he Commonrvealth Grants
Commission (irn independcnt body which makes
recommendations on tlte distribution of VAT
revenues among Statcs and territories) phys a

central rolc in tlre equalization. It undcrt.rkes a

comprehensive issessrnent of state ind territory
revenue raising cap.rcities and expencliture needs.
The f'actors tl'rat are taken into account irrclude:
population size, age structure, income geography,
presence of indigenous people, .rnd capacity of

various tJx bases. It is in this assessment of both
expenditure needs and revenue raising capacity that
makes the Australian approach to fiscal equalizrtion
unique internltionally (Fraser Institute, 201.3).
Around ;r third of equalization transf'ers arise liom
differences in .rssessed reyenue capacities and the
remaining two-thirds arise from dillerences in
expenditure needs. The process is dynamic, and
periodic reviervs ofnrethods arrd annual updates are

designed to keep the relativities r,rp to date.

The common wealth also makes conditional fiscal
transfers to the States, which are intended to support
the irrrplementation of particular national priorities.
These include national specific payments, national
partnership p.lyments, and health and sclrool
fi.rnding. This makes around half of comrnonwealth
tunding to the States and territories. Majority ofthis
furrding is accompanied by conditions to ensure that
national obiectiyes are met.

Germany
(ie'rmany is a tecleral republic. The fiscal
powers of each sphere of governme,nt follows
the constitution.tlly-assigned competencies.
f)ecentralization fbcuses on tax rssignment rather
than the devolution of major tax powers, and there
is a tax r.rte unitbrmiry across the sub-counties. The
sub-counties also rely on grants and borrowing.
There is il process of fiscal equalization to ensure
uniforntity of living conditions. In Germany, there

XENYA ECONOMIC REPORI 2O 15
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are three layers of Boyernment - the Federal, States

and Local Municipalities.

The Federal government has exclusive,urisdiction

over tariff.s, indirect taxes (including mineral oil

tax, tobacco tax, sPirits tax, sparkling wine tax,

intermediate good tax, coffee tax and electricity

tax), capital transaction taxes, insurance taxes and

surcharges on income taxes. The sub-counties or

States have exclusrve rights to obtain revenue from

wealth tax, the inheritance and gifts tax, motor

vehicle tax, transaction taxes not in the power ofthe

Federal government (including real estate purchase

tax, betting and loftery tax and the beer tax), and 6re

protection tax. However, the bases and rates ofthese

taxes are set iointly by the Federal government and

the State governments. There must be no di$erences

in taxation across the States, with the exception of

real estate purchase tax, for which the State have tax

rate autonomY.

lncome tax, interest rebate, corporation tax and

VAT are ioint taxes, with revenue shared between

the Federal goyernment, the State governments

and to a lesser extent the local jurisdictions. Income

tax laws are federal, but require the consent of the

State government. The individual State governnrent

receives their shares of income tax and corporation

tax revenues according to the place of residence of
the individual taxpayer/location of the 6rm. About

75.0 per cent of the VAT revenues due to the State

government are allocated on a Per caPita basis,

which distributes in favour of economically weaker

States. The local governments have the power to set

the tax rates in relation to [oca] business and real

estate taxes,

The State governments use borrowing to finance

shortfalls in revenue. There are no credible federal

restrictions on state borrowing. However, the

State governments have their own constitutional

statutory provisions that restrict them from

borrowing more than the outlays for investment

purposes proiected in the budget. This restriction is

not enforced by the Federal Sovernment, and there

are several provisions that soften it. For example,

borrowing can exceed investment spending if the

Federal government declares a disturbance o[ the

macroecononric equilibrium.

Fiscal transfer arrangements

There is strong emphasis on equality of living

conditions and public services in Germany, which

has brought about the cooperative model of fiscal

federalism. Fiscal equalization ad,ustments serve to

support nscally weaker states and are a central Part

of Germanyi sub-central financing arrangements'

There are four main stages to liscal equalization

across Germany: tax revenue assignment, VAI
revenue sharing with the Poorest state, 6sc

transfers from the richer to the Poorer state, and a

federal adjustment for the Poorest state.

Tax revenue from different sources is assigned to

the State. Secondly, 25 per cent of the State VAT

revenue is used explicitly as an equalization tool.

A measure of liscal capacity for each land is made,

which incorporates yields from personal income

tax, corporation tax, and the few taxes levied at the

State level. Any State measured as less than 97 per

cent of the average receive Payments to bring them

closer to the average.

The third stage is unique, consisting of direct,

horizontal redistribution from richer to Poorer

States. Where other Federal systems provide for

horizontal equalization, redistribution is carried out

by the Federal level. For this to be done, a notional

assessment of the fiscd capacity of each State is

made, which takes into account the use of city

services fiom individuals from neighbouring States

for the three maior city regions (Berlin, Bremen

and Hamburg). Those nationd fiscal capacities are

then compared and those that are above the national

per capita average are obliged to make equalization

payment.

The 6na.l process of horizontal 6scal equalization is

made directly at the Federal level, where if after the

KENYA ECoNoMlc REPoRT 2016
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above processes, a State still has a fiscal crpacity ol
less thiln 99.5 per cent of the national average, 77.5
per cent of this is compensated through Federal
supplerrrentary allocations. In addition to these
supplementary allocations, specific allocations are
made to retlect certain needs of the State.

Ghana

The Ghanrian 1992 Constitution and various other
legislative instrurnents have long been committed
to decentralization. The goals of decentralization
programrne are strengthening and expanding
local democracy; promoting local social and
economic development; and reclucing poverty
antl increasing the choices of the people. The
comprehensive decentralization policy tiarnework
objectrve is to deepen political, administrative
and fiscal decentralization in Ghana and realfirm
the government's commitment to the policy of
decentralization in coniunction with the people!
participation.

Inter-governmental fiscal decentralization
fbcuses on the 6nancial component of the larger
dccentraliz:rtion progrurnme. The Ghanaian
Constitrttion prescribes a devolvetl f'orrrr of
decentralization where there is transfer of authority
fbr decision making, finances and management
fionr the central to the local governments. However,
the central government still pertbrms many
functions that should be moved to the district level,
and controls the majority of regional and district
financial resources. As a result, the franrework
providcs chri6cation on various issues.

the goal of the tiamework is to provide a

comprehensive road map with broad-based support
for the vision of fiscal decentralization as rvell as

thc strategies to meet that vision. The fianrework
addresses the lirnctions between the central and
sub-national levels of government, the resource
gaps at the sub-national levels, and the Enancial
accountability capacity issues at the sub-national
levels-

The framework defines the relationslrips under the
fiscal decentralization vision betwcen the tlifrerent
layers of goyernment, the ftrnctions assigned to
each layer, and the authorities gnnted to the sub,
national governments by the central governntent.
The goals for functional assignrncnt arc guider.l 1,1,

the principles of devolution and subsidiarity, where
responsibilities are transferred to the lowest levcl ol'
government, which can most t-fiiciently provide the
goods and services,

In general, however, broad responsibilities of
each level of goverument include: setting national
standards and guidelines by the central government;
harmonization, coordination and nronitoring
and evaluation by the regional coordinating
councils; and providing services to the citizens
of their Districts by the Metropolitrrr, Municipal
and District Asserrrblies (MMDAs). A further
break tlown is provided of the intended ftrnctional
relationships and levels of autonomy assigned to
the dillerent levels of government for organization
structure, policy and planning, budgeting, financial
management, reyenue generation and stalfing.

The frarrework also inclucles all ,rsprs'J1s of MMI)A
taxing authority and mobilizition, all central
governments transfers to the Regir.rnal Coordinating
Council (RCC) and MMDAs including L)istricr
Assemblies Common Fund (DACF), developnrent
partner support aDd borrowing authority. To achieve
devolution as defined under the Constitution.
the RCCs :nd MMI)A must be responsive to rhe
citizens oftheir iurisdictions. To this enrl, they musr
hl.e adequrte 6nancial resources to ful6ll their
assigned responsihilities and functions as well as the
ability to phn rnd manirge those recourses. Other
goals fbr revenue and funcling arr.rngements include
clear assignment of revenues; alignment of revenrc
with RCC and MMDA functic.rnal rcsponsibiliti(s;
transfer system, which is harnloniz-ed and simple,
with perfbrmance-hased triggers to promore
accountability.rntl transparency; and the ability or
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MMDAs to access credit or dnancial markets within

defi ned risk limitations.

The framework covers a broad range of linancial

management areas, including planning and

budgeting, procurement, internal and external

audit, payroll, accounting, 6nancial reporting

and nronitoring and evaluation of finances and

programmes. Local governments operating in a

decentralized environment have integrated 6nalcial

managenrent systems, which are transParent,

responsible and accountable to provide citizens and

tax payers with the assurance that Public ftnds rre

sate and being used prudendy.

One of the priorities of the inter-governmental 6scal

decentralization Programme is the consistent focus

on continued progress and deepening the level of
understanding of the issues. The institutional issues

need to be structured to enhance the ability of the

government to nreet these Priorities.

South Africa

South Africa has a unitary but decentralized system

ofgovernment. lt is not a federal system. The 1994

post-Apartheid system created three tiers ("sphere")

of governmentr national, provincial and local.

The Constitution assigns functions to the three

spheres. The national and provincial SoYernments
are concurrendy responsible for functions such as

school education, health, welfare and housing. ln

practice, this means that the national government

detennines the policy and provincial Eovernments
are responsible for implementation. Exclusive

functions for provinces are not si8nilicant in

budgetary terms, with the notable exception of
provincial roads.

While the division of powers changed for nationa.l

and provincial governments after 1994, the local

government's sphere was left with similar powers

and functions as the previous white local authorities.

Approximately two-thirds o( local functions (in

budgetary terms) involve user fee services such as

electricity, water rnd sanit.ltion, while the remaining

third involves the provision of public goods such

as municipal and household infrastructure, streets,

streetlights .rnd garbage collection.

The South A.frica Constitution entrenches the

important principle of cooperative governance. This

obliges the three spheres ofgovernnrent to cooPerate

and legally enforce negotiation, ratherthan litiSation,

to solve political (and budgeting) problems between

them. Numerous inter-Sovernmental forums have

been established as a result, including the Budget

Council and Budget Forum, which facilitate

cooperation and consultation in the budget process.

The Council comprises the national and provincial

ministers of linance, while the Forum consists of

members of the Budget Council and the national

and provincial chairPersons of local government

association in each Province.

Two aspects of decentralization in South Afiica

must be noted: Firstly, public servants employed by

national and provincial governments comPrise one

single public service (with sinrilar remuneration for

similar ranking, irresPective of tunction). Provinces

employ the maiority of Public servants. Municipal

employees are not part ofthis public service, nor any

uniform municipal service, but employees of their

respective municiPalities only. Secondly, there is a

high level ofunionization, and collective bargaining.

This reinforces the uniform nature of the public

service, not only at the national and provincial level,

but also drives municiPalities to converge towards

similar conditions ofservice and salary structure.

Fiscal transfers arrangements

South Africas liscal system is based on a revenue

sharing model, with Provinces totally dependent

on transfers from the national Sovernmerrt, while

n,runicipalities are only nrarginally dependent.

Provinces cannot imPose corPorate income tax,

VAT, excise levies or property taxes. Though they

crnnot impose a personal inconle tax, they may

impose a surcharge on personal income tax and on
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the fuel levy. However, in terms of the Constitution,
the right to impose a tax or surcharge is subiect to
national legislation and national economic policy
obiectives-

South A.&ica allows provincial and local

Bovernments to borrow flor capital and bridging
purposes only. Local governments have traditionally
borrowed for capital investments. However, given
the poor state of local government {inances, and
uncertainty generated by the rnany policy changes

since 1994, long term borrowing has largely dried
up. This is because the previous system of national
goyemrnent was lbrced to borrow on their own
merits. Proposed legislation to facilitate long
term borrowing tbr municipalities reinforces the
approach of not providing central guarantees for
sub-national borowing. This legislation allows for a

form ofiudicial intervention in the event ofdefaults,
clarifying the rights oflenders.

Provinces and local governments have dillerent
fiscal capaciry Local governments have significantly
more revenue-raising powers than provincial
governments, rising over 90 per cent of their own
revenue, while provinces raise only 4 percent
of their own revenue, Local governments have

traditionally been allowed to borrow for both capital
and bridging purposes, while provinces only borrow
for bridging purposes.

Under the South African revenue sharing system,
nationally raised revenue is divided among the three
spheres after national debt servicing needs and a

contingency reserve [or emergencies are taken into
account. Allocations are made for three years under
the multi-year budgeting system in South A-frica.

The Constitution requires ten frctors to be taken
into account to help detennine this division. These

include fiscal capacity and expenditure efficiency of
the provincial and Iocal spheres, their development
needs and backJogs and provision for emergency
funding. Before proposing its 6nal allocations
to Parliantent, the national Cabinet discusses its

proposals with provinces and local government at
the inter-governmental forums, the Budget Council
and the Budget Forr.rm. It also trkes into account
any recommendations from the Financial and
Fiscal Commission (FFC). ln addition, provincial
premiers are invited to the Cabinet meeting where
the linal rllocations berween the three spheres are

decided.

The consultations use as their starting point a

baseline allocation (which includes the implicit
percentage shares allocated to each of the three
spheres), which reflects three year allocations
from the last budget. As a result, it is only the
additional resource:i that have to be a[ocated.
This division between the three spheres reflects
priorities determined by the national Cabinet after
the above consultations. It is a political judgment,
and depending on the programme or sector
prioritized, more resources are made available to the
implementing sphere. Thus, if school education is

identified as a new or higher prioriry the provincial
share inL-reases over the baseline allocation fiom the
current three year allocation; ifpolicing is a priority,
the national govemment share is increased.

Given the high tlemands facing South Africa and
the need to prioritize, it is unlikely a formula-
driven approach can be used to improve on this
process for the vertical division among the three
spheres. The political ,udgment approach does not
make the budget process ad-hoc, given the baseline
allocations (and the implicit baseline percentage
share) of each sphere. The provincial and local
spheres are (nrplcitly) guaranteed their baseline
three year allocations. Furthennore, Parliament
(and particularly the second house, and the national
council oI provinces) subjects such allocations and
shares to rigorous scrutiny, where the FCC (and
provincial and local) cornments are taken into
account-

The political judgment thus only involves
allocations on the margin, and the additional
allocations indicate the new priorities determined
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by the national executive. lt is also not an unf'ettered

political iudgment, as the baseline percentage share

between the three spheres is an imPortant factor

when new priorities are taken into account. It
would be incorrect, as well as unrealistic, to make

the resource allocation process a mechanistic one

determined by a formulae. A formulae approach

for the vertical division is not necessarily any nlore

certain or less ad-hoc. For instance, a formula will he

subject to annual changes as policy priorities change

or better information becomes available.

accompanying the process of decentralization.

Some ofthe basic elements that outline an effective

fiscal decentralization system include: an adequate

legislative and institutional enabling environment;

assignment o[ an appropriate set of functions to

devolved units; assiBnment of an appropriate set of
local own-source revenues to county Sovernments;
the establishment of an adequate inter-governmental

Iiscal transfer systenr; and the establishment of
adequate access of sub-national Sovernments to

developrnent capital.

I 7.6 Emerging lssues and
lmplications for Policy

Kenya's adoption of the constitution in 2010

defines the public sector as comprising two tiers of
government: a national government as well as county

governments. Kenya! constitution sets an in'lPortant

framework for some minimum level of autonorny

across the two tiers ofgovernment. In Article 174,

the Constitution clearly outlines sorne of the broad

obiectives of enshrining devolution, including: to

promote democracy and accountability; greater

participation and empowerment; and improve

access to public services. The Constitution also

sets out the fiscal and otlrer responsibilities and/or

functions oI the national and county governments'

The public finance principles and framework are also

articulated in Article 201 of the Con:ititution. An

overriding theme is openness and accountability to

guide all aspects of public Iinance, including public

participation.'ilris h.rs provided a 6rm fbundation

on which to burld fiscal decentralization.

The Publit Finance Management Act Sives effect to

the principles set out in the Constitution. The Act

creates a number of crucial public service entities

such ar. the National Treasury and Parliamentary

and Sei..rte conrr[ittees and outlines their functions.

Although tl.. motivati.n behind fisca'

decent.ali r -tior r rnd other lt" rns .rl, | 't cntralizatt ur

ls 8re-trr ellr, :ivettess .rr(l <:!:-:c.., ], Positlvrl
outcomrs depe .,.1 crucially.,r ., r.'t ol l,-.]sir elements

Adequacy of legislative Provisions

A broad assessment is that there are irtdeed adequate

legislative and institutional enabling environments

for 6scal decentralization. Even so, there rre a

number of hiccups that relate to elements that ar€

critical in establishing sustainable environments

for 6scal decentralization. A few that are notable

include:

(i) Politicat will, nhich ought to [,e ar.lequate.

Numerous push and pull f'actors between

the national lnd countl' governments ,rs

well as other national agencies indicate that

perhaps rnuch more political will is required

to meet the constitutional thresholds of 6scal

decentralizrtion. The problems Kenya faces

in this area lean more on adherence to the

rule of law and implementation ol legislative

provisions. Poirtical will to Pursue the rule of
law would Brertly improve otlt,:omcs in this

area.

(ii) There ire protracted delays in plssing relevant

legislation, such as the County Finance Acts.

This has undermined the setting up of rotrust

and clearly defined Iegal provisions to suPPort

decentralization. Holr'er',:r, the delays could be

part ofthe learning process associated witlr any

t rans it io:.r .

(iii) The cooriin.rLrcrr .tl .tcrtvrtier; ts strtl rveak, as

evidence.l by turfwars acri's; thc govertuuents
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rnd related agencies. There is also duplication
of some services across the two tiers of
government. Despite the existence of
coordin.rtion arms at the national and county
levels, there seems to be no appropriately
empowered mechanism for coordinating
the complex activities t)?ically associated

with decentralization. This has resulted in
conrpeting interests and agencies working
against each other.

(iv) the country is also experiencing signilicant
budgetary and human resource constraints,
yet effective 6scal decentralization requires
that adequate resources and capacity be
decentralized.

Assignment of appropriate set of
functions to national and county
governments

The hrndamental institutional framework of
assigning services to devolved units foll:rws the
principles tbr assignment ofservices to sub-national
governments. However, there are challenges to the
national or county governments in the assignment of
(or the process ofassigning) appropriate functions.
For example:

(i) The national and county government are

prone to viewing each otlrer as competitors.
This results from the perception that tlre
national government is slowing down the
decentralization process. On the other hand,
the devolved units bave been perceived as

wasteful.

(il) fhe pace of decentraljzation has been too
rapid. The process of decentralization
of health services is a good example.
Experiences from other countries indicate
that if too many sectors are decentralized
too rapidly, county governments would be
likely to perfornr poorly. Central agencies

hostile to decentralization can use poor Iocal

performance as an excuse for keeping the
services centralized. Poor 6scal performance of
devolved units does not necessarily prove that
fiscal decentralzation is inappropriate. It mal
simply nrean that the liscal decentralization or
sub-national government reform programme
is giving sub-national governments too much
functional responsibility too rapidly and
without appropriate capaciry building and
local governance developmerrt support from
the central government.

Assignment of appropriate own-source
reyenues to sub-national governments

Assigned revenues are almost never adequate

to meet the local expenditure requirements.
This means that national government transfer
programrnes are inevitably required. The three
years ofrevenue generation across counties indicate
that the county governments often use too many
unproductive revenue sources that barely cover the
costs of collecting them. One of the most critical
international lessons of local tax reform is that sub-

national governments should focus their energies

on systematic development of a t'ew local sources

of revenue that can provide substantial yields
and establish a better link between the taxes local
residents pay and the benefits they receive.

Assignment of appropriate reyenues to
sub-county levels

Further, there is no clear legal hamework for
transterring resources and functions from the
county level to sub-county levels, or and micro units
within the counties. This has led to concentration
of resources at county headquarters, while the
sub-county units remain either under-resourced
and or under-supported. There is also need

to strengthen coordination between national
government transf-ers to counties, service delivery
and constituency resource allocations and spending
across all counties.
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Developing an appropriate inter&
governmental fiscal transfer system

lnter-governmental transfer prografixnes serve

multiple often-interrelated purposes. First, they

help to cover sub-national government fiscal

imbalances, supplementing inadequate local own-

source revenues to improve the ability of sub-

national governnents to meet their exPenditure

responsibilities.

Second, they can be used to meet national

redistribution obiectives, helping to ofset
fiscal capacity dillerences among sub-national

governments.

Third, they can be used to encourage local

expenditure on particular goods and services that

exhibit positive externalities or are considered to be

basic needs that should be distributed less unequally

than the ability to pay for them. Most transfer

systems arc intended, at least omcially, to meet

these objectives, and they use a variety of types of
mechanisnrs to do so.

Developing adequate local access by
county governments to investment
capital

Sub-national governments in many developing

countries get much of their caPital budget from

inter-governmental transfers, Some decentralized

govemments, typically states, provinces, and large

cities, are able to borrow in some countries.

There is an ongoing debate to allow counties to

borrow. A key institutional design across countries

is to develop and enforce credit limits. A.lso, access

to capital rrarkets can be structured to be direct

in cases where decentralized governments are

relatively strong.

There are additional basic elements of a successful

decentralization process. These include:

Ensuring 3trong linkage between
county and national plans and budgets

Despite the fact that most counties have developed

County lntegrated Development Plans, the plans

are weakly linked to the national government plans.

There is also inadequate monitoring and evaluation

system, and effective data manrgement systems. If
not addressed, this situation will make it difficult

for both national and county Sovernments to

assess impact of public spending by both levels of
government and other stakeholders.

Capacity and in3titutional/devolution
systems

Most counties face a risk of over-employment and

duplication offunctions by national government and

county government employees. Across a significant

number of counties, the former local authority staf
were retained and additional workers employed

without proper rationalization of the staffing

requirements. This has led to over-employment and

relatively large wage bills existing side by side with
human resource capacity gaps.

There are several typical
involved in designing

Progranxnes.

and problems

systems and

lssues

transfer

(i) foo many transfer programmes with different

allocation criteria create an administrative

burden for local officials and provide incentives

fbr unproductive competition and strategic

behaviour.

(li) ln some cases, transfer programmes may

substitute local tax effort rather than stimulate

it.

Common reforms put in place to overcome tlese
and other challenges include: moving towards

consolidated programmes with more transParent

allocation mechanisrns; introducing incentives for

good fiscal behaviour into the access criteria and

distribution formulae; and starting new programmes

incrementally.
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Support public participation

Public participation primarily assesses whether

Bovemments provide for direct engagenlent

between the public and the government during
formulation, execution and implementation of
national budget process (lBP, 2015); in other
words, the extent to which stakeholders outside
govemment are able to participate and influence
the rules that guide financial governance, set the
agenda, policies and shaping execution. Cranted
that the sovereign power is tied to citizenry public
participation is the determining variable in any

policy formulation at both national and county
level. Devolution laws provide a framework that
allows citizens to participate in the budget process,

including monitoring expenditure and assessing

service delivery performance (KSG,2015). The

County Government Act outlines the principles
upon which public participation must be anchored
on. Such principles include reasonable access to the
process of formulating and implementing policies,
laws and regulation, including the approval of
development proposal, projects and budget, the
granting ofpermits and the establishnrent ofspecific
performance standards.T Furthermore, the county
government is mandated to establish structures for
citizen's participation in budget preparation and

validation forums, among others.

According the draft OCOB County Revenue

Baseline study, 89 per cent of the 47 counties had

an established County Budget Economics Forunr
(Cnef) as provided in the PFM Act. The CBEF
comprises the Governor, members of the County
Executive Committee and Governor Appointees.
The purpose ofthe forum is to provide a means for
consultation by the county government on county
plans, budget-related documents, including the
economy and financial nanagement. The forum
is an opportunity for citizen participation with a

broad mandate. Seemingly, the aforementioned
statistic is quite high but frrther disaggregation

of the statistic reveals a different and ineffective
system. For instance, the frequency of meetings of
annual, biannual and quarterly are 8 per cent, I8 per

cent and 37 per cent, respectively with l3 per cent
dormant (OCOB-KIPPRA, 2015). Furtherrnore,
the law is silent on whether the appointment process

of menrbers of the tbrum is representative of the
public in general.

Ln another survey conducted in 2014 by CIC, public
participation on budget making process registered

a composite index of 67.8 per cent. The index
constitutes seyeral indicators of public participation
based on access to the public gallery petitions to
the County Assembly, memorandum, press adverts,

stakeholders'consultation and others such as

website, radio stations, and churches ward olfices
(CIC, 2015). ln view ofthe public participation test
in the aforementioned legal analysis, both surveys

are lacking facilitation element.

[nclusiveness of revenue governance reflects

executive consultation witl the public to determine
budget priorities. Although there was no evidence

on public consultation of budget priorities
2013/ 14, some counties conducted consultations in
Z0l4/ L5. Such consultations included information
dissemination on proposed prolects by the County
Executive Committees and Members of County
Assembly. Granted that the proposed proiects
were predetermined, the consultrtion was mere

informative rather than participatory (IEA, 20I5).

Transparency and accountability

This reflects the extent to which the process of
govemance is transparent with regard to sharing
documents and information that the public
need in order to exercise its accountability
role. Transparency enta.ils disclosure and timely
publication of budget documents relating to
formulation, execution and implenrentation of
the budget process (IBP, 2015). Opeoness is

anchored in the Constituhon and the statutory lalt s.

lnformation accessibility is a fundamental righC for
State-held information especially on public financial
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m.rtters. ln addition, such infbrmation nrust be

timely and accurate. Privately helcl infornration that

has bearinq with thL' execution of a fundamental

right does not enioy constitutional protection. In

addition to reiteratiotr of information accessibility

rights, the statutory laws provide for information
rccessibiliry channelso with the widest public reach,

anr.l which rnay include the following: television

station, information communication technology
(lCT) centres, website, radio station, public

nreeting, and traditional media, among others.

The transprrency ofbudget government entails easy

.rnd timely accessibility of key budget documents.

Sr.rch accessibility calls tbr publication ofdocuments
such as circulars f<rr citizen participation, county
fiscal strrtegy paper, and budget review and outlook
p.rper, including .r citizens budgct.

Openness of revenue governance ernbodies

taxpryers' awareness of liabilities and obligatiorrs.

Baseti on the County Revenue Baseline Survey,

86 per cent oi locll revenue collectors reported

taxpiyers' resistance to pay taxes. The distribution
of reasons for non-payment resistance in order

of magnitude ilcludes 40 per cent, 27 per cent

and l7 per cent of high rate, non-value o[ money,

rnd corruption, respectively. Such resistance rnay

hive in impact on local revenue generation. Thc

local revenue constituted 56.0 per cent of the total
resources available fbr the then local governmenti
prior devolution. Suhsequently, the share droppcd

to 10.6 per cent and I I.0 per cent oftotal resources

available to county governnrents during 2013/14
and 2014/15, respectively (OCOB-KIPPRA,

2015). Such significant drop is aftributable, 6rst

to counfy governments' over-reliance on vertical

equitable allocation from tlre national government,

whiclr is distributivc in nature.

Second, a survey on the revenue collectors reveals

possibilities of revenue leakage. For instance, 69.0

per cent of collectors believed that their respectiye

iurisdictions were adequately mapped. Twenty
(ZO) per cent and three (3) per cent believed

that their respective iurisdictions were too big to

allow .r possibility and guarantee rron-collection,

respectively.

Third, the mode of revenue collectirrn hrs a trearing

on the effectiveness of revenue collectiorr. About
79.0 per cent of collectors were paid in receipted

cash compared with a more secured mode of
payment sucl, .rs cheque, bank deposit slips, and

E-mobile banking, which were 4.6 per ccnt, 10.0 per

cent and 2.0 per cent, respectively.

Fourth, -l-1.0 per cent and 43.2 per cent of revenue

collectors deposited their collections to crshier or
cash ofiice, irnd direct banking through Mobile-
banking, respectively. Eleven (lt) per cent of
collectors keep thcir collection in their respective

oflices while 2.4 per cent manage their collections

in other di$-erent ways, including takinli thern home.

Such managenrent creates loophole fbr further
leakages.

Oversight (MCAs,Auditor General)

The oversight rncasures the efiectiveness of
Parlirment and other audit institutions to provide

eftbctive oversight. Such e$ectiveness embodies

6nancial and administrative independence tionr

the Executive ar|n of governnrent (lBP, 2015).

Accountability is cnshrined as one of the objects

and principles ofdevolved government"' .rnd public

finance."

The OfSce of Controller of Budget (OCOB) hrs duly

and timely fulfilled its constitutional rnJndate to

report on the implerlentation of budgcts of couDtv

governments. For instance, the Annual County

Governments Budget lnrplenrent.rtion Review

Report of20l4/15 provides rn analysis of revenue

rnd expenditure that identifies key challenges as

well as recommendations. However, there is no

evidence that the county governments hrve met

their statutory obligationsr: of maintaining internal

auditing arrangements.
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Oversight on reyenue governance entails
comprehensiveness of audit activities. The County
Assemhly has a constitutional oversight dutyr, over
the County Executiye with the power separation
doctrine.

Link between policy, planning and
budgeting processes

While most counties submit their budget estinrates
to county assemblies by 30,h April as required by
Iaw, rnrny counties do not adhere to the tirnelines
for submitting other budget documents that are
integral to the proper preparation or execution of
county budgets. In the short run, therefore, the tight
budget calendar will undermine the credibility of
the budget particularly for county governments.
Ceunties prepare and approve their County Fiscal
Strategy Papers (CFSPs), which set out proposed
expenditure ceilings for each sector based on a
resource envelop thot they are unrware of, This
is because the statutory deadline for approval
of division o[ revenue bills (which sets out the
horizontal .rnd vertical sharing of revenue) is -10,h
March. Due to overlapping national and county
budget calendar, counties currently prepare their
CFPS without alignins them to the annual budgets.

Fiscal risks

County governnrents have two systems operating
corrcurrently: [ntegrated Financial Management
Infcrrmation System (IFMIS) for expenditure
manasement, and Local Authorities lntegrated
Financial OperJtions Management System
(LAIFOMS) tbr revenue management in some
counties or bcally designed revenue management
systems. These rwo systems rre incompatible, with
no integration between the two. LAIFOMS is r
computer-supported 6nancial manrgement tool and
IFMIS is a web-based systenr. Delays in integration
of these two systens have caused some counties to
procure integrated systems to handle this function.
IFMIS is perceived to be contrary to Article 190 ot'
the Constitution and section l2 of the pFM Act.

Limited use o[ [)FM systems is also attributed to
limited staff capacity to operate IFMIS, insullicient
budgetary allocations for computers, poor internal
connectivity i-ystems, and budget system being
stand alone with dillerent accounts. The limiterl
use of PFM systems creates loopholes through use
of manual systems that undermine recording and
reporting.

Transparency and public access to
budget information

Section 7 of the County Government Act 2012
provides for the membership of the County
Assembly whose role is: (i) legislation; (ii)
representation, and (iii) approval. In public 6nance
management (lrFM), the County Assembly is
vested with the role of oversight, which includes
approving the budget and expenditure of the
County Government. The mandate of the County
Executive is to implement the functions of the
County Governments as provided under Schedule
2 of the Constitution. In addition, the Executive
is expected to implement National rnd Counry
Coyerrunent legislation as well as provide regular
reports to the County Assembly on matters such as
budget implernentation.

County Assernblies and the Senate are the legislative
arms of the county governments, thus have an
oversight and accountability ntandate. euite olien,
these roles are undermined by political economy
issues, which olten manifest into misunderstandings
on trvo ironts; first between Senators, and
Governors on one hand and secondly between
Governors and Members ofthe County Assemblies.
These misunderstandings delay the passing of key
bills inclucling supplenrentary budget estimates, the
finance bill, among others, all ofwhich alfect budget
execution-
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!nternal revenue and exPenditure
control sy3tems of control

The PFM Act 2012 enshrines a number of 6scal

responsibility princiPles:

i) Development exPenditure should be a

minimum of 30 per cent of the national or

county government budget.

ii) Wages and benefits should not exceed a

speci6ed Per cent ofrevenue.

iii) Debts limits as set by Parliament or County

Assemblies shall not exceed and in any case

not exceed levels specified in the medium term

debt management strategy.

iv) Level oftax rates and bases should demonstnte

a reasonable degree of predictability and

stability.

v) Deviation from financial obiectives can only

be a temPorary basis and only when such

deviation is caused by a major natural disaster,

or other signi6cant unforeseen event

vi) National and county governments are

prohibited from deviating ftom 6scal

princiPles.

The above requirements may be too stringent

particularly for county governments with limited

capacity. Neither the national nor the county

Sovernments are adhering to the fiscal responsibility

principles relating to the recurrent development

expenditure ratios. ln the case of county

governments, this is for a number of reasons related

to inherited costs and new administrative structure,

transfer formula and information asymmetry on

the cost of devolved functions, and lasdy limited

capacity in revenue forecasting and administration

Transfer offunctions and the related
challenges

In some counties, the wage bill consumes

categories of employees, (i) those inherited from

the tbrmer local authorities; (ii) those seconded

kom the national government; (iii) newly recruited

into county executives; and (iv) newly recruited

in the legislative arm, i.e. County Assemblies' This

administrative structure has seen a rapid increase in

administrative costs.

The current transfer tbrmula was designed to

'equalize'and redress historical iniustices in resource

allocation process, but was formulated without data

on the cost of devolved fi.rnctions, thus does not

take into account other considerations such as (i)

inherited recurrent costs, (ii) the minimum package

for service delivery; (iii) the capacity to generate

own revenues; and (iv) the creation of incentives

for fiscal responsibility. The formulae, which would

achieve the equalization obiective, leaves some

counties with limited 6scal space to deliver the

devolved services' This has led to counties sPending

less on services such as health compared to actual

spending before devolution.

17.8 Conclusions and
Recommendations

I7.8. I Conclusions

The national government has continued to suPPort

the devolution as evidenced by subsequent

increase ofvertical allocation beyond the minimum

threshold of l5 per cent. However, lssessment of

counties' public 6nancial management reveals some

weakness. Based on recent studies, the evaluation of

budget and revenue Sovernance indicators gives a

rnixed results.

From the counties' perspective, public ParticiPation

in the budget process is based on the statutory

compliance of establishing county budget economic

forums. However, further disaggregation on the

operation of these forums show some weatness

based on the frequency of meetings held' ln

addition, the measure of public ParticiPation based

on the CBEF underestimate the ParticiPation

I

a

signiGcant share of the transfer from the national

gov€rnment. County governments have four
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because membership to these forums tends to be
county executive appointees, which might not be
representative. Furthermore such outcome would
fall short of the newly established threshol<l that
encompasses both participation and flacilitation as
per recent case law.

As fbr transparency ofbudget governance, there is no
evidence that budget documents are transparently
ayailable to citizens in an effective ways.

lnstitutional oversight was provided as evidenced
by the OCOB's annual budget implementation
reports. The County Assembly oversight may be
presumed because appropriation dnance bills has
been enacted in most counties, However, there is
no evidence that the county governments have met
their statutory obligation of maintaining internal
auditing arrangements.

Further analysis shows a 2014l l5 improved budget
utilization rate compared to 20l]./14, which is
supported by equally better absorption rate in
the same review period, These improvements are
coniecturally attributable to the effectiveness of
OCOB's oversight role and other t:actors such rs
legal requirement ofat least _10 per cent development
spending. Furthermore, the interest of being re_

elected may have incentivized the counties to devote
more resources on development proiects.

Evidently, some counties conducted consultations
on revenue governance in 2014/15, which included
information dissemination oo proposed proiects by
the County Executive Committees and Members of
the County Assembly. Granted that the proposed
proiects were predetermined, the consultations
were merely informative rather than participatory.
Transparency assessment of revenue goyernance
reflects the reluctance of the citizens to pay taxes
as reported by the collectors. Such reluctance is
manifested in financial leakages.

The counties' sources of revenue tn 20t4/ 15

local revenue, donor grant and unutilized balance.
The vertical allocation for the last two financial
years reflects an increment above (about 20%)
the constitutional l5 per cent of sharable revenue.
Conjecturally, tlis is anributable to the national
government! commitment to pursue devolution
agenda. Moreover, to pacify the Council of
Governors, there are calls for constitutional
amendments to increase the allocation.

I 7.8.2 Recommendations

Fiscal decentralization is a relatively new entrart in
the realm of 6scal management even in the global
arena. This section highliglrts recommendations
and the way fbrward for Kenya in its efforts to fully
implement the requirements of the Constitution of
Kenya 2010"

(i) Ensure fi.rll implementation of legal and
legislative frameworks and enhance adherence
to the rule of law. AII arms of government
should ensure that Chapter I I of the
Constitution on devolution and principles of
governance are adhered to. particularly, Article
174 provides for ensuring equitable sharing of
national and local resources and promoting
democratic and accountable exercise ofpower.

(ii) The Commission on Reyenue Allocation
should allocate revenue sharing based on
historical allocation and expenditure of
ministries, agencies and departments. Howeve6
this should only be done after costing of both
national and county governments fi:nctions
has been comprehensively undertaken. proper
costing will enhance equity in revenue sharing
between tle two levels ofgovernment.

(iii) Systematically assign appropriate sets of
functions to counties. Any assigned functions
should not be rapid and should pay attention
to existence of appropriate capaciry

include the vertical allocation, conditional grant,
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(iv) Revenue sharing between levels ofgovernment

in a decentralized environment require

consultation. tn addition, there is need to

strengthen the transparency and accountability

oversight systems.

(v) Deepen effective coordination for etficient

service delivery, and link county and national

plans and budgets. Due to low technical

capacities at the county levels, there is poor

adhereance by counties to deadlines set in

tlre Constitution and the PFM Act, due to

lack of the necessary exPertise to PrePare the

required documents. This is particularly the

crse in regard to PrePnration of Programme

Based Budget. Poor budget imPlementation

has been attributed to delayed aPPointment or

inadequate staliing in the relevant departments'

(vi) Ensure that all counties access development

capital and deepen public participation on the

budget making process and implementation of

budget plans.

(vii) Ensure adequrte capaciry building and

sustainable institutional.idevolution systems'

The Controller of Budget rePorts raise

particular concerns relating to inadequate

technical capacity to suPPort County

Assen.rblies on budget preparation and

legislation.

(viii)To enhance own-source revenue lnd service

delivery link, counties should collect revenue

tiom a few (rather than many) local sources'

Counties have two PFM systems oPerating

concurrently: IFMIS and LAIFOMS for

revenue management.
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