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Foreword

The 2022 Budget Review and Outlook Paper (BROP) has been prepared against a background
of economic slowdown occasioned by the ongoing Russia-Ukraine conflict, effects of the
COVID- I 9 containment measures, higher+han expected inllation worldwide triggered by
higher global oil and food prices and the impact ofthe global monetary policy that has created
tighter financial condition. As a result, the global economic growth is projected to slow down
to 3.2 percent in 2022 md 2.7 percent in 2023 from 6.0 percent in202l.
On the domestic scene, the Kenyan economy has demonstrated remarkable resilience and
recovery from COVID-19 shock due to its diversified nature and the proactive Govemment
measures to support businesses. Consequently, the economy grew by 7.5 percent in 202i
following a modest 0.3 percent contraction in 2020. The growth momentum continued in the
first halfof2022 with the economy expanding by 6.0 percent suppo(ed by the ongoing recovery
in the services and industry sectors. Agricultural output has been affected by the ongoing
drought. Addressing lood security and climate change that will becomc a core development
policy anchor in response to the climate change in relation to adaptation, mitigation and
resilience. The Govemment in partnership with the Development Partners and the private sector
under the auspices of the National Steering committee on Drought Response has provided
response to adverse impact of the bngoing drought to affected persons, regions and
communities. As part of the country's long-term food security plan, the Government has made
available subsidized fertilizer to farmers across the country.

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

The fiscal performance in the FY 2o2ll22 was satisfactory, largely attributed to improved
operating business environment following the recovery ofthe economy from the adv.r." irnpu"t
of covlD-19 pandemic. Revenue performance recorded a growth ofi2.0 percent compared to
a marginal growth of 0.3 percent in FY 2020l2l.The growth in revenue coliection was recorded
in all broad tax categories in the period under review. This good performance was however
overshadowed by the effects of the Russia-Ukraine conflict which put pressue on fuel and
commodity prices prompting the Government to increase spending inLrder to cushion citizens.
This coupled with the unfavourable conditions in the sovereign bond market which resulted to
below target performance in foreign financed resources and shortfalls in domestic market
affected expenditure performllce during the reporting period. This notwithstanding,
implementation ofthe FY 2022/23 budget picked up.^oothly and we expect this to continue
during the remainder ol the financial year.

The strong outcome in revenue collection in
the expenditure estimates in the Fy 2023/24
mobilization, the National Treasury has
Revenue Strategy (MTRS). Based on the C

theFY 2021122 offers a strong base for supporting
and the Medium Term Budget. To enhance revenue
initiated the development of the Medium-Term
ounty Governments' fiscal performance in the Fy
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2L2l/22,County Govemments are expected to p.ut measures in place to address the several

areas of weakress that has b;;;';;iJ In particular' Countv Go'"--tnts are expected to

put in place measures to address ti. roiro*i"g,'optimization of dwn Source Revenue collectionl

adherence to fiscal responsro'iity principles;-and clearance ofpending bills

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

assressive revenue mobilizationlncluding policy measures to brins on board additional revenue

w-liile containing groMh in ";;#il;;:'This 
will reducc the frlcal deficit that will support

reduction in the growth "'p#;';";i;; 
*'*" a"ut.'*tainabilitv ln this regard' the Sector

working Groups are *q'i"d;;;"l;rri '""'iti" 
uil p'oootta Ministries' Departments and

Asencies (MDAs) uuag"t', to',"F; if;itii ^"athe 
medium term to ensure that they are not

on-lv directed to*u.d, i*p'oui* pt'"a"ti'it' but are also ulientd to the achievement of the

ffijilJ;'i"." il; :1i .yil?'il:.1fl H**:f"",t";];l;iii;iXll5i'llll1:f ','ffi
provided in this document to

budget ProPosals.

4

SE.CRET

NJUGUNA S. NDUNG'U' CBS

CABINET SECRETARY



Acknowledgement

The 2022 BROP has been prepared in accordance with the Public Finance Management (PFM)
Acr,2012 and its Regulations. The document provides the fiscal outtum for the FY 2021/22,
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Russia-Ukraine conflict and higher than expected inflation worldwide. Our resources are
limited while at the same time the Govemment is confronted with significant expenditure
demands. This calls for proper prioritization on Govenlment projects that will ensure we focus
on critical expenditures with the highest impact on the well-being of Kenyans while our
economy remains resilient and continues to register growth. Therefore, All Sector Working
Groups (SWGs) are expected to ensure that their budgets are aligned to the overall Govemment
priorities while taking into account the resource constraints. We have put in place a budget
implementation and monitoring framework at the National Treasury to ensure that budget
implementation by all spending units is strictly adhered to as per the cash, procurement and
work plans provided.

The preparation of the 2022 BROP was a collaborative elfort among various Govemment
Agencies. we thank-all the Govemment Ministries, Departments and Agencies as we[[ as other
spending units for the timely provision of useful data and information on their FY 2O2l/22
Budget execution. we are also grateful to the Macro working Group, that reviewed this
document to ensure it satisfies the PFM Acr,2ol2 and set out the sector ceilings contained
therein to guide the rest ofthe sectors in the preparation of their Fy 2oz3/24 and Medium Term
Budgets. This document incorporated key inputs from various Directorates and Departments
within the National rreasury and Planning. I wish to thank the core team from the Macro and
Fiscal Affairs Depa(ment that coordinated the finalization of thisdocument.

Finally, allow me to thank all institutions that we consulted as well as the public for the useful
comments and inputs. I wish to reiterate the importance of public participation in the Fy
2023/24 and the Medium Term Budget preparation process by calling on all SWGs to ensure
engagement and open public and stakeholders' participation and incorporation olthe proposals
received.

JULIUS MUIA, PhD., CBS
PRINCIPAL SECRETARY/ THE NATIONAL TREASURY
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The Budget Review and

Management Act. 201 2.

l,csal liasis for the I'ulr licat ion 0f the lludcet Rcyien and Outlook PaDer

Outlook Paper is prepared in accordance with Section 26 of the Public Finance

The law states that:

l) The National Treasury shall prepare anrJ submit to -Cabinel for approval' b-v the l0 ' september in each

f."".i^i y."i. 
" 

Budiet Review and Outlook Paper' which shall include:

a. Actual fiscal performance in the previous financial year compared to the budget apProPrialion

for that Year:

Updated macro-economic and financial forecasts with sufficient information to show changes

ir ir'" ror..u.,t in the most recenl Budgel PolicY Stalement

lnformationonhowactualfinancialperformanceforthepreviouslrnancialyearmayhave
affected compliance *ith the fiscai'rIii;;;ifiit p'in"ipits or the tlnancial objectives in the

latest Budget Policy Statement; and

The reasons for any devialion lrom the financial objectives together with proposals to address

the deviation and ihe time estimated lo do so'

b

c

d

l)

l)

cabinet sha consider the Budger Review and outlook paper with.a view to approving it. with or

;;;i;;;""ts. not later than founeen davs after is submission'

Not later than seven days afler the BRop has been approved by cabinet. the National rreasury shall

a. Submit the paper to the Budgel Commifiee of the National Assembly to be laid before each

house of Parliamentl and

b.PublishandpublicizethepapernotlaterthanfifleendaysafterlayingthePaperbefore
Parliament.

t- llcs sibil I'ri ct lcs D ubli [.ina Nlana ent A

In line with the Constitution. the Puhlic Finance Management (PFM) Acl' 2012' sets out the fiscal

responsibility principles lo ensure prudent and transParent lnanagement of public resources' Section I 5 of

the Act states that:

l)overthemediumterm.an]inimumofs0Toofthenationalbudgetshallheallocatedtodevelopment
expenditure

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

-' 
p"r..noga oithe national government revenue as prescribed by the regulations'

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

financing development expenditurc and not for recunenl expenditure

4)PublicdebtandobligarionsshallbemaintainedatasustainablelevelasapprovedbyParliament(NC)
and county assemblY (CG)

5) Fiscal risks shall be managed prudently

6)ArtasonabledeSreeolPredicbbilitywithrespecttotheleveloftaxratesandtaxbasesshallbe
mainrained, taliing into accounr any ta)( reforms that may be made in the future
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"-""*,".$*$$ETThe 2022 BROP has been prepared pursuarlt to PFM Act,2012 and its Regulations. The

document provides an overview ofthe govemment's frnancial performance for the FY 2021122

including compliance with the fiscal responsibility principles and the financial objectives spelt

out in the PFM Act. It also presents macro-economic projections and the sector ceilings for the

Fy 2023/24 and the medium-term budget as well as information on variations from the

projections outlined in the 2022 Budget Policy Statement.

The 2022 BROP has been prepared against a background ol global economic slowdown

reflecting the impact ofthe ongoing Russia-Ukraine con{lict, effects ofCOVID-19 containment

measures in China, higher+han-expected inflation worldwide triggered by higher global oil and

food prices and the impact of the gtobal monetary policy that has created tighter financial
conditions. As a result, global growth is projected to slow down to 3.2 percent in 2022 and2.7
percent in 2023 from 6.0 percent in 2021.

On the domestic scene, the Kenyan economy has demonstrated remarkable resilience and

recovery from COVID-I9 shock due to its diversified nature and the proactive Govemment
measures to suppo( businesses. Consequently, the economy grew by 7.5 percent in 2021

following a modest 0.3 percent contraction in 2020. The growth momentum continued in the
first halfof2022 with the economy expanding by 6.0 percent supported by the ongoing recovery
in the services and industry sectors. Agricultural output has been affected by the ongoing
drought. Addressing food security and climate change that will become a core development
policy anchor in response to the climate change in relation to adaptation, mitigation and
resilience. The Govemment in partnership with the Development Partners and the private under
the auspices ofthe National Steering Committee on Drought Response has provided response
to adverse impact ofthe ongoing drought to affected persons, regions and communities. As part
of the Country's long-term food security plan, the Govemment has made available subsidized
fertilizer to farmers across the country.

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

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

9
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underexpenditureispartlyattributedtolowerthantargeteddisbursementstocounty
Govemments, Ministries, Oepartments and Agencies (MDAs)' Civil Servants Superannuation

Scheme and below target p.rtoinlun." in Minilterial Appropriation in Aid (AiA). This resulted

i" i"*". 
"ur".p,ion 

r""co.ded in'6otn .".u.r"nt and development expenditures by the National

and County Govemments

ThestrongoutcomeinrevenuecollectionintheFY2o2|/22offersastrongbasefbrsupporttng
rhe expendittrre estimates inneiv zozltz4 and the Medium Term Budget. To enhance revenue

mobilization, tlrc National r;^t;;';^t i,.itiut"a the development of 
^thc 

Medium-Term

Revenue Strategy (MTRS)' B;;;; the County Govemments' fiscal performance in the FY

2[21l22,County Governm"nt' ut" 
""p""ttd 

to put measures in place to address the several

areas of weakness that has b";;";;iJ in puttit'lu'' Countv dovemments are expected to

put in place measures to "aa""'i"fi"*ing: 
optimization of Own Source Revenue collectiou:

adherence to fiscal responsrorliif principlei; und 
"ltutun"" 

ofpending bills'

TheGovernmentwillcontinuewithitsfiscalconsolidationplandrivenbycontinuedreformsin
tax lesistation and administra;i;;. ti;;;;;; collection is pioiected to increase to l7'8 percent

of GDP in the FY 2023t24f'#i;;;;;;;t "i99r^111nirY 
2022t23' rotal expenditures are

nroiected to decline t" 22.4;;tt;;;icpp l" FY 2023124 from 23'3 percent of GDP in FY

i;5;r. *il;ii," "*."ri ri""ii"rJ,Ir"p.o.;""ted to decline from 5 8 percent oIGDP in FY

2022/231o 4.3 percent of Cnp in fVZOZ:/i4 and further to 3'5 percent of GDP in FY 2025126'

stc$EIT
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SEGTIET
I. IN'TRODUCTION

Objective of the 2022 Budgct Review and Outlook I'apcr

1 . l'he 2022 BROP provides a review of the fiscal performance for the hnancial year 2021/22
including adherence to the objectives and principles outlined in lhe 2022 Budget Policy
Statement (BPS) and the PFM Act,2012.lt also provides a basis for the revision ofthe current
budget and the financial policies underpinning the medium-term plan. The 2022 BROP will
guide the development of the 2023 BPS. The 2023 BPS will summarize programmes and
projects under the Fourth Medium Term Plan (MTP IV 2023-2027).

2. The fiscal performance intheFY 2021/22 was broadly in line with the financial objectives
outlined in the PFM Act,2012 and the 2022 BPS, and the Budget for FY 2022123. The
performance of main tax heads was broadly above the Supplementary II targets resulting to a
surplus of Ksh 66.4 billion in ordinary revenue. As such, the overall ordinary revenue
projections will be retained at the levels outlined in the 2022 BPS. Any adjustments to the
revenue targets will be only to reflect movements in the pacroeconomic indicators should these
change. With revenues retained at the sarne levels at lhe 2022 BPS, the overall resource
envelope therefore, remains unchanged from the 2022 BPS position. Any adjustments would
be to reflect any change in priority across sectors or MDAs and any identified one-off
expenditures.

3. As required by the PFM Act, 2012, the annual budget process aims to improve the
efficiency and effectiveness of revenue mobilisation and government spending to ensure debt
sustainability and stimulate economic activity. In this regard, this BRop provides sector
ceilings which will guide the budget preparation process for rhe FY 2023/24 and the medium
term. The sector ceilings are based on the overall resource envelope that is informed by the
medium-term macro-fiscal projections as presented in sections III and IV of this document.
Sector ceilings in this BROP are aligned to the priorities of the Government, ongoing
implementation of the Economic Recovery Strategy and other priority programmes outlinid in
MTP IV which aim to create wealth and employment; reduce poverry and create a conducive
environment for savings and investment.

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

ll
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SEGtsET
il. REVIEW OF FISCAL PERFORMANCI'] FOR THE FY 2021/22

A. FY 2021122 Fiscal Performance

Revenue I'erformance

5. Revenue Performance in FY 20 21122 was above target largely attributed to improved

busines s environment following the rccovery of the economY from the adverse impact of

COVID- I 9 Pandemic. Total cumulative revenue including APPropriation in A id (A-i-A)

collection recorded a groMh of 22.0 Percent compared to a marg inil growth of 0 .3 percent

reg istered in FY 202012 i. 'l'he growth in revenue collection was reco rded in all the broad tax

cate gories in the FY 2021122

6. l otal revenue including A-i-A for FY 2021122 was Ksh 2,199'8 bitlion against a revised

target of Ksh 2, 192.0 billion (Table l), recording a surplus of Ksh 7.9 billion. OrdinarY revenue

colleotion was Ksh I '
917.9 billion against a target of ksh 1,85 I '5 billio n. Collections fron.r the

broad tax categorles were above target excePt for Value Added Tax on locally produced goods

and services and Excise DutY which were slightlY below target bY Ksh 4'1 bi llion and Ksh 3.8

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

surpassed the ir targets bY Ksh 2.4 bitlion, Ksh 40.0 billion and Ksh l3.l billion respectively

7 . Perlonnance of min isterial A-i-A was below target bY Ksh 58.5 billion on account of

shortfalls recorded in both recurrent and develoPment A-i ol Ksh 44.9 billion and Ksh 13 7

billion, resPectivelY. Short fall in recurrent A-i-A was maln on account of below target

performance recorded bY State Department for Infrastructure (Ksh 9.8 billion), the Executive

Oftlcc of the President (Ksh 7 7 billion) , Slate DePartment for UniversitY Education (Ksh 5 6

billion), State Department for TransPort (Ksh 4.4 bill I Oll State Department for CroP

Developnr ent and Agricuhural Research (Ksh 4.1 billion) and the Ministry of EnergY (Ksh 2'9

bitlion). DeveloPmenl A- i-A performan cc is attributed to shortfall recorded bY the State

Department for Infrastruct ure (Ksh 12.5 billion), Executive Office of the President (Ksh 2 0

billion) and State DePartment for Sports (Ksh 2 0 biltion)

'f ablt l: Government Ilovenuc and !lxtcrnal G rant FY 202llz2 Ksh Nlillion

l/ includcs rent on land.buil dings, lLnes and forfeitures, other taxes, Ioan interest receiPts reim ts and other iund

contributions, fees, and miscellaneous revenue
rProvisional

Source of Data: The National Treasury
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SE.SIIET
8. Grants amounted to Ksh 3l .0 billion against a revised target of Ksh 62.9 billion, registering
a shortfall of Ksh 3 1.9 billion. This composed of programme grants (AMISOM
reimbursements) of Ksh 3.6 billion,project grants revenue of Ksh 5.9 billion, project grants
(A-i-A) of Ksh 12.4 billion and grants from Nairobi Metropolitan Services (NMS) Ksh 9.1
bitlion (Table 5).

9. During the FY 2021122, the Govemment collected Ksh 45.5 billion of investment income
in the form of dividends, surplus funds, directors' fees and loan interest receipts against a
revised target of Ksh 39.9 billion (Table 2). State agencies with on-lent loans from the National
Govemment paid interest of Ksh 1.9 billion against the revised target of Ksh 2.2 billion.
Table 2: lnvestment lncome for the FY 2021122 (Ksh Million)

Source of Data: The National Treasury

Expenditure Performance

10. Total expenditure and net lending in the Fy 2o2l /zz amounted to Ksh 3,027.g billion
against a revised target of Ksh 3,2g6.1 bi ion, representing an under spending of Ksh 25g.2billion (7.9 percent deviation from the revised budget). The shortfall in spenairriwas uti.iurt"a
l"_l:LtilA:]ated spending on account of reducid collections, lower than i*-g"r"a ,flrOingon lnterest payments and low absorption of both externally and domeiically 'funded
dev.elopmenr projects (Tabre 3)._The underspending of rcsn zsa.z uirtion *a. a[o'partryattributed to below target transfers to county Go-vemments and lower disbursement ofGovemments contribution to civiI servant superannuation pension scheme.
11. The National Government's recunent expenditure was Ksh2,135.3 b lion (incruding Ksh48'8 billion spending by Judiciary_ and-parliament) against a target of Ksh 2,227.3 bi ion,
represenling an under-spending of Ksh 92.0 bilrion- Tie recurrent spending was below target
mainly due.to lower than targeted absorption on operations and maintenance 

"by 
Krt ii .s i rio,

and shortfalI related to poor collection ofrecurreni ministerial A-i-A of Ksh 35.2 billion. Interest
payment was below target by K:!?7.3 biirion while payment of wages and pension anJ othercFS was below their targets by Ksh 5.1 biltion and rsn'2.9 bilion re"spectivJly. 

--- ----

12' Development expenditure amounted to Ksh 540.1 billion against a revised target of Ksh
657.5 billion, translating to a shortfall ofKsh 117.4 billion. This was on account ofiower thanprogrammed absorption of domestically and externally funded programmes by Ksh :r. t uittionand Ksh 77.5 billion respectively, and non-disbursement of-Equarization 

-Fund 
or rsn o.sbillion.

t3

FY 2O2Ol2t FY 2021122
ACTUAT

RECEIPTS
REVISED

ESTIMAITS
ACTUAT

RECIIPTS
OTHER PROFITS & DIVIDENDS

DIVIDENDS FROM C8K

SURPLUS FUNDS

DIRECTORS FEES

LOAN INTEREST RECEIPTS

37,s82.3

7,500.0

2,777.2

24.8

2,@5.2

29,400.2

5,500.0

2,777.2

31.7

2,200.0

33,729.3

5,500.0

4,418.2

13.9

1,868.3
TOTAT 49,990 39 909 45,529
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FY 2O1t 12022tY 2O2O 17021

o/o Grorvth
Revised

IstinlatesActual t7.8
l7 .5
13.9
8.5

27 .7

5.5
31.435.2

(e2.0)
(22.4)
(4.e)
(z.e)

(21.5)
(s.1)

2t)27.3
479.2
126.1
125.3
738.9
525.1
232.7

7,135.3
456.8
121.1
122.4
717.3
520.0
197 .5

1,813.3
388.8
106.3
112.9
561.9
493.0
150.3

1. Recurrent ExPe

Domestic Interest

Foreign Interest due

Pensions & Other CFS

Operations & Maintenance

nditure

esriaSal5ia
AAenal Recun steNI

0.0
0.0

-tt.l
- 1.7

-77 .7
0.0

-3.0
-3.0
-3.1

(117.4)
(33.1)
(77.s)

0.0
(6.8)

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

0.0

657.5
411.3
239.4

6.8
40r.2
370.0

540.1
378.2
161.9

352.4
340.4

12.0

5s7.0
390.0
167.0

399.0
346.2

52.8

9.3

DeveloPment
DomesticallY Financed (Gross)

Foreign Financed

Net Lending
Equalization Fund

3. County Transfer
o/!v Equitable Share

Conditional Allocation

7.

4. Conti Fund 258.23 286.1769.3Rtll.l1TN DPEFXATOTI

Tablc 3: F)xPenditur o and Net Lending' F'v 2021122 ( Ksh Million)

llapes and salories: includes wages

SoJrce of Data The National Tr
for teac

ea5ury
hers- civil sereants and Po[ice

Ministerial ExPenditure

13. 'fhe total ministerial expenditure including A-i-A for-FY 2021l2zwas Ksh 1'941 7 billion

(90.2 percent absorption) "r#i';';;;;-.;i-tfsh 
2,1s2.6 billion. Recurrent expenditure was

Ksh 1,408.5 billion (96 2 p"rc"rrt "i'"tp'ion) 
against a target of Ksh l'463 9 billion' while

development expenditure *^t f i s::'j Uittiorlzz + perce"nt absorption) against a- target of

Ksh 6gg.g billion. The fo*", ilrn 
"rg",J^"i."tp,ion 

of exoendituies was partly due to the

delaycd reporting of "*p"nait"'tJs't"fi; 
t" Appiopriation-in-Aid collected by State Owned

Enterprises.

14.AsattheendofFY2o2llz2,recurrentexpendituresbvtheStateDepartmentforEarly
Leaming and Basic ga'"ution"iiut"'ntp^n"'it for-Univensitv Education; Teachers Service

Commission; State uepartment?'-vtJ"itnul and Technical Training and the Ministry of

Heatth (Social S""tory u""ou#a io.:S.O;.."""t glrolal recurrent expenditure. In addition' the

State Deparlment fo, tnt.rio, lii *"-ftai'riu.y of Defence accounted for 9.0 percent and 9 l

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

15. Analysis of development outlay indicates.that the State Department for Infrastructure

accounted for the largest ,1'*" oftn" total development expendituie (24'l percenr)' followed

by the National r.easrry 1lz.ipi.."o ^.a 
tr," r,ainistry of water and Sanitation (l 1.0 percent)'

TheexpendituresbylargeMinistries/StateDepartmentswerebelowtargetbecauseofunder-
reporting of expenditure fr";;;';;;-;;ii*ui, pururtu,uls and some donor funded projects.

Table 4 shows the recurrent ;J d;relopm"nt expenditures by Ministries, State Departments

unJ otflo Govemment entities for the period under review'

t4

SEGHET

DeviationActual

I r,ozz.e

SEC[TIE



SECBET
Tahle .l: Ministerial Ex enditurcs, Period Endin -10th June 2022 Ksh Millions

Source ol Data: The National Treaiury

Ovcrall Balance and Financing

SECRFT

16. In line with the performance in expenditure and revenues, the fiscal deficit (including
grants), amounted to Ksh 797.0 billion (6.3 percent of GDp) against a target of Ksh 1,031.2
billion (8.2 percent of GDP) (Tabte 5).
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SEOHET
'Iablc 5: llud ot Outturn for the FY 21t21122 (Ksh Million)

a: The Ndlional Treasury

scal deficit was financed through net external financing amounting to Ksh 142.5

percent of GDP) and net domes tic financing of Ksh 605 .3 billion (4.8 Percent of

GDP). l otal disbursements (infl ows) including A-i-A amounted to Ksh 327.1 billion against a

I Ksh 545.2 biltion. 'fhe disbursements included Ksh 92.6 billion P i-A,
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STCBTT
Ksh 58.6 billion project loans revenue, and Ksh 175.8 billion programme loans. Extemal
repayments (outflows) of principal debt amounted to Ksh 184.5 billion including principal

repayments due to bilateral and multilateral organizations and to commercial sources.

B. Fiscal Performance for the FY 2|2ll22 in Relation to Financial Objectives

18. The fiscal performance in the FY 2021/22 is broadly in line with the financial objectives

outlined in the PFM Act,2012 and the 2022 BPS.

i. The performance ofmain tax heads was above the Supplementary II targets resulting to

a surplus of Ksh 66.4 billion in ordinary revenue. This revenue outcome builds

confidence in the revenue projections for the FY 2022123 and over the medium term.

As such, the overall ordinary revenue projections are slightly higher than $e levels

outlined in the 2022 BPS. Further, fiscal aggregates have been revised to mirror
revisions in the macroeconomic projections as well as budget execution outcome for the

first quarter of FY 2022123;

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

identifi ed one-off expenditures; and

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

C. FiscalResponsibility Principles

19. In line with the Constitution, the PFM Act,2012, the PFM Regulations, and in keeping in
line with prudent and transparent management of public resources, the Govemment has largely
adhered to the fiscal responsibility principles as set out in the statute as follows:

i. The National Govemment's allocation to development expenditures has been above 30
percent of Ministerial Government expenditures. In the FY 2021/22, the allocation to
development in the budget was 32.0 percent of the total expenditues meeting the set
threshold (Table 6).

sf c$xrE
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Table 6: l'iscal Perform an cc in Rclation to F inancial Objectives

/lllages: For teachers and civil servants including the police- TheUgure includes the funds allocatedfor the pension

contributory scheme

Source of Data: National Treasu4'

11.

t

lv.

The National Govemment's share of wages and benefits to revenues was 28 0 percent

in the FY 2021122 which is within the statutory requirement of 35 0 percent of the

National Govemment's equitable share ofthe revenue plus other revenues generated by

thc National Govemmenl;

'I'he fiscal responsibility principle spelt out in Section l5(2)(c) of the PFM Act' 2012

requircs that over the medium term, ihe National Govemment's borrowing shall be used

oniy fo. financing development expenditure During the FY ZO2l122' The National

Govemrnent borrowed a total of Ksh 916'6 billion comprising ol project loans of Ksh

l5l .2 billion, programme loans of Ksh 135'0 billion' use of IMF SDR allocation of Ksh

40.SbillionanddomesticsecuritiesofKsh58g.5billion.Thisborrowingwasspenton
loanfundedprojectsofKshl55.6billion,extemalredemptionsofKshl84.5billionand
domesticallyfundeddevelopmentexpendituresofKsh3g6.0bitlion(inclusiveof30
percent equitable share). As such, the Government spent Ksh 82'3 percent of borrowed

."rour"", on development and redemption of external loans and 177 percent on

recurrent spending. The recurrent spending was occasioned by spending interventions

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

of COVID-19.

The PFM Act, 201 2 requires that pubtic debt and obligations remain at sustainable levels

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

sustainable wirh overall and extemal ratings for risk of debt distress remaining high'

Table 7 below shows the Present Value (PV) ofexternal debrto-export and Public and

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

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

throughout the medium

to large infrastructure

-term projectlon Perl
proiects combined
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with the sharp
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economic growth in 2020 caused by the pandemic. However, the debt indicators will
improve as fiscal consolidation progresses and exports and output recover from the
global shock; and

Table 7: Kenva's External Debt Sustainabili calendar cars

Source. IMF Counlry Report No. 21/27 5, December 2021

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

20. The Govemment has maintained tax rates for domestic taxes at stable levels over the years
except in 2021 when the rates were temporary reduced to address the adverse effect covlD-
l9 pandemic. Since 2004 the EAC community have maintained three-band structure on impon
on goods from outside the region with a manimum rate of25 percent. Goods originating from
the region that meet the East African Community Rules of Oiigin has continueJ to beiraded
freely in the region. From 1st July 2022, three-band structuie was changed to four-band
structure with a maximum band of 35 percent to keep up with global changes, protect the local
industries and encourage value addition. The four-band structure is expictei to prevail for
several years before review is undertaken. The Government will continue to maintain stable tax
rates for domestic taxes and build confidence in the Kenyan taxation system, enhance
compliance and improve predictability while improving tax administration. Th" Gor"- 

"nrwill also use tax policy initiatives to address areas where the tax base has been eroded to
strengthen revenue mobilization. Thc National Tax Policy that is being finatised is expected to
guide tax reforms and entrench predictability in the tax system. In addition, the Medium Term
Revenue Strategy (MTRS) will give clarity on what administralive and tax policy reforms to be
undertaken in the medium term.

2l . The National Govemment fiscal projecrions lor the 2022 BRop (Table g) are consistent
with the 2022 BPS estimates and shall inform the projections for the Fy 2(lz3nq and the
medium term. The Govemment will not deviate from the fiscal responsibility principles, but
will make appropriate modifications to the financial objectives in the 202j Bps to reflect
changing circumstances.

2020Ind icators 'I'h resholds 2021 2022 2023 21t24 2025

PV of debt-to-GDP ratio 40 27.1 28.2 27.2 26.9 25.9 25.6

PV of deblto-exports
ratl0

I ttO 280.1 218.5 24t.7 22s.6 207.5

PPG Debt service-to-
exports ratio

t5 24.7 21.6 23.7 19.s 28.8 17.4

PPC Debt service-to-
revenue ratio

14.6 13.6 16.0 I 3.3 12.2

sr0ffi[T
l9

198.8

l8 20.0



Tablc 8: (,iovernmcnt l-iscal Pro cctions, Ksh llillion

Source of Dato: Nalional Treasury

D. County Governments' Fiscal Performance

Sources of County Government Revenue

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

p.o"""a, from loans and grants from development partners' and county own source revenucs'

Transfers from the National C"r..."", 
"un 

b" in the form of; Equitablc l!*:^'l line with

Article 202 (l) of the Co*tit,tio"tt udditionat allocations in line with Article 
'93^!'],:t 

tn'

C."riltrni""l County O*n Source Rcvenue (OSR) may be fronr property rates' entertarnment

taxes, an. any other tax ttrat ii is uuitro.ir"i to impose by an Ait of Parliament in line with

Articlc20g(3)ofthecon,titution.Inaddition,.CountyGovemrrrentsmayborrowifthe
National Government guaranteesiire foan in line with Article 212 (a) of the Constitution' Table

s ,unl.-ir", total buJgeted revenue from the various sources for the 47 County Govemments

for tlre FY 2021122.
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Budgeted 7o ofTotal
revcnue

Budgeted County Governments
Revenue FY 2021/22 (billions)

Revenue Source

790370Equitable Share
8r39.9Additional Allocations
t3%60.42OSR
0o/o0Loans

100%470.32Total

SE[[E!!T
Table 9: Coun (iovernment sources of Revenuc FY 202U22

Source: Ndlional Treasury

23. The main source of revenue for the County Govemments in the FY 2021/22 was lhe
Equitable Share (79 percent) (Iable 9). During the FY 2021122 budgeted additional allocations
to the County Governments from the National Government's share of revenue as well as from
proceeds ofloans and grants accounted for 8 percent of the total County revenue while the

budgeted own source revenue was Ksh 60.42 billion translating to l3 percent ofthe total County
Govemment revenue. County Governments did not report borrowing as a source ofrevenue in
FY 2021/22.

Total Transfers to Counties

24. As provided for under the County Allocation of Revenue Act (CARA), 2021 and the
County Govemments Additional Allocations Act,2022, Counry Govemments were allocated
Ksh 409.9 billion for the FY 2021122. Out of this, a total of Ksh 359.8 billion was disbursed to
the County Govemments as at 3Oth June,2022, comprising of Equitable Share Ksh 340.4 billion
and Additional Allocation Ksh 19.8 billion (Table l0).

Equitable Shore

25. During the FY 2021122, a total of Ksh 370 billion was allocated to the County
Govemments as equitable share as reflected in the County Allocation of Revenue Act (CARA),
2021. Even though disbursements to the County Govemments as equitable share stood at Ksh
340.4 billion representing 92 percent ofthe total allocations during the FY 2021l22, I 00 percent
of the equitable share was disbursed to the County Govemments as at 29th August,2022.

Ad d il io n a I A llocat io ns

26. In addition to the equitable share, the County Govemments were allocated Ksh 39.9 billion
as additional allocations as provided lor under the County Govemments Additional Allocations
{ct,2022. As at 30th Jtne,2022, a total of Ksh 12.0 billion had been transfened to the County
Govemments as additional allocations from proceeds of loans and grants from development
partners, Ksh. 225 million transfened to the Counties for construction of county headquarters
and Ksh. 7.2 billion for the Managed Equipment Services. The total additional allocations as
at the end ofFY 2021/22 translates to 48.6 percent ofthe total additional allocations to County
Govemments.
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Performance of County Governments Own Source Revenue

2T.DuringlheFY2O2ll22,theCountyGovernmentswereabletoraiseatotalofKsh35.9l
billion in own Source tt"u"n* iosn) against an annual target of Ksh 60.42^billion as shown

l. trigu." I and Annex TaUl" Zl. rn" rrpresents 5gy' percent ofthe annual oSR target in FY

iOilEz. There was a slight imfrovement recorded in OSR in FY 2021122 compared to FY

)O2Ol2l *h"r"a total olKsh:+'qq Uittion was raised' Thirty-seven (37) County Governments

in lY 2021122 were able collect more than fifty percent of their annual osR target The top

f".fo-ring counties as far as OSR is concem"d *ttt Turkana (113 5%)' Migori (ll0'5%)'

Lamu 1to-s.sx; and Vihiga (101.6%) while the least performing counties were Kajiado

(33.1%), Murang'a (32.9%) and Busia (30%)'
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Figure l: Actual Revenue Collected by the County Governments as a percentage of
Annual Revenue Ta et for FY 2021122

Source of Data: Controller o/ Budget

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

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

Mineral Royalty Revenue Sharing Framework

30. 
' Section 183 of the Mining Act, 2016 provides that any holder ofa mineral right shall pay

royalty to the State in respect ofthe various mineral classes won by virtue of the mineral right.
Such royalties sha[[ be distributed at 70 percent to the National Govemment; 20 percent to the
County Govemment; and l0 percent to the Communities. In order to implement this provision
of the law, the National Treasury in consultation with the Ministry of Petroleum and Mining,
Ministry of Industrialization, Trade & Enterprise Development, Commission on Revenue
Allocation, State Law Office and Council of Govemors developed a framework on sharing of
mineral royalty revenue .unong the National Govemment, County Governments and
Communities, which was forwarded to the Attorney General's Office for gazettement. The
Attomey General has recommended the need for enactment of Regulations specifically to deal
with the question of the transfer of the l0 percent share of royalties to the communities in
accordance with Section 223 of the Mining Act, 2017 and other connected matters.
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Legal framework on County Governments Expenditure

31. PF'M Act,2ll2Section 130 (l) (b) (v) requires the County Executive Committee Member

for Finance to submit in tr.," corniy'arr"nluty'uuag", estimates that include all expenditure by

vote and by program 
"f.^,fv 

ii"ttifvi"g both recuient.and development expenditure Further'

rhe pFM Act provides fo, fir;;l';;i;r;hich are provided.as fiscal responsibility principles to

be observed by County Governineni' in'u"gt'inl of public finances' Specifically' PFM Act'

2012 andthe PFM (County C"""rnt""l Rlgulations' 2015 rcquire county governments to

enforce the foltowing PrinciPles:

i. ]'hc County Govemments' recurrent expenditure shalI not exceed the County

Government total revenue'

ii. In the Medium 'l 
"*, 

u iinin't'rn o[30 percent of the County Govemments budget shall

be allocated to the development expenditure'

iii. The county G*"--;'";;"roi,u." on wages shall not exceed 35 percent of county

Governments totar rerenue' as prescribed by the county Executive committee for

Finance.

Overall Performance of Expenditures

32. The total expenditure by the County Govemments .in 
the I:Y 2021122 was Ksh 400'9

billion of which actual 
"*p"nditut" 

on development was Ksh 98 5 billion while on recurrent

was Ksh 302.5 billion <f,Ultii *i'n"'extaU" ?)' On the other hand' the expenditure on

wages was Ksh 190.1 billion' The expenditures were against actual revenue amounting to Ksh

440 billion.

33. The expenditures rellect an improvement from FY 7O20l2l where total expenditure was

Ksh. 3gg.0l billion comparea *iin krrl 400.9 billion in the FY 2021122, Figure 2 shows the

actual expenditure by the County Govemments as a percentage of the total budgeted

expenditure for the FY 2021122'

Tablc I 1: 'l'otal Actu al l.r enditure for the first ninc months ofFY 2021122

Source of Data: Conlroller o/ Budget

Il.cvc n ue
7o of ExPeirditure to TotaKsh'llillion'I tcnr

440.0Total aclual Revenue
91 .1400.9Total aclual ExPenditure
68.8302.sRecurrent exPenditure
43.2190.1Wages
25.5I12.4Operations & Maintenance
22.4gtt.5

I)evelop ment expenditure
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Figure 2: Actual'I'otal Expenditure by the County Governments as a percentage ofTotal
Budgeted Ex enditure Target for FY 2021122

Source o/ Datq: Contoller o/ Budget

E. County Governments' Compliance with Fiscal Responsibility Principles

Recurrent Expenditure as a percentage ofTotal Revenue

34. The PFM Act,2012 requires that a County Govemment's recurrent expenditure shall not
exceed the County Govemment's total revenue. In the FY 2021/22, the total recurrent
expenditure for the County Governments was Ksh 302.5 billion, while the total revenue
available for the County Govemments was Ksh 440.0 billion, representing 68.7 percent of the
total revenue (Figure 3). In this regard, the total recurrent expenditure was within the PFM
threshold as at the end ofthe FY 2021/22.

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

Source of Data: Controller of Budget

Development Budget as a percentage of the Total Budget

35. The total development expenditure amounted to Ksh 98.5 bitlion in the FY 2021122 against
a budget of Ksh 535.7 billion representing 18.4 percent ofthe total budget. This is an increase
from Ksh 48.5 billion attained in FY 2020/21. The Public Finance Management Act, 2012
Section 107(b) requires that over the medium term, a minimum of 30 percent of each County
Government's budget shall be atlocated to development expenditure. Most of the County
Governments meet this requirement as far as the approved budget is concemed. In terms of
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actuar expenditure, onry ereven out or the t$E$"HI'Xo*"*****"I-tr:^::,1""*
""* lO i"r."nt oi their budget on development with. Embu' Busia and Baringo having the

trigtrest attocation of 41.82 pircent, 37'10 pcrcent and 3.5'34 percent' respectively On other

t u'"a, NV".i, Vihiga, and Homa Bay: spenr the least of their budgets on development within the

specified time Period (Figure 4)

Figure 4:Actual Developmetrt Expetrditures as a Percentage ofTotal Budget for FY

202t122

Source of Datq: Controller of Budget

Expenditure on Wage bill

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

billion over the Fy 20211202;.ouiing ,t 
" 'urn" 

period, therotal revenue available to the county

Governments was Ksh 440 biiii; ih; public Finance Management (County GovemmenQ

i"gri"i.rr,-zol5 .eqrir", tt ui ""p"Jitr." 
on wages and benefirs for public olficers shall not

;;-"?; iil;r".nt of the total revenues. This meani that on average County Governments spent

+.i.j p"r*", of their total ."u*u" on wages which is higher than the threshold of 35 percent

provided by the PFM e.t, zOii. Witt'in ihis period' only eleven counties (Makueni' Migori'

'S^*ir.", ri".i" Gishu, Kilifi, Turkana, Nakuru, Kwale' Isiolo' Mandera' and Tana R.iver) were

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

s).

Figure 5: Actual Expenditures on Wages and Salaries as a Percentage ofTotal Revenue

for the FY 2021122
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Pending Bills of County Governments

37. The office of the Auditor General (oAG) issued a Speciat Reports on Pending Bills for

county covemments as of 30th June, 2020. The Special Report showed that the total pending

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

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

bilis 6y county assemblies was Ksh 2.9 billion, which comprised Ksh 1.9 billion described as

eligible and Ksh 1.0 billion described as ineligible.

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

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

hand, the county assemblies had paid Ksh 923.8 million of eligible pending bills and Ksh l'22.8

million of ineligibte pending bills (Table l2). The total outstanding pending bills for both the

executive and the county assemblies as at 30th Jvne,2022 was Ksh 134.9 billion. To address

this challenge of pending bills by the county governments, the National Treasury has issued a

number ofcirculars aimed at ensuring that the settlement ofthese pending bills is prioritized to

clear the existing bills and reduce further accumulation of the pending bills.

Table 12: Payment ofPending Bills ofthe County Governments'as at 30th June 
'2022 

for
thc Pendin Bills Audited OAG as at 30th June 2020.

Source of Data: Controller of Budget

39. Based on the County Govemments' fiscal performance in the FY 2021122 outlined in the
section above, County Govemments are expected to put measures in place to address the several
areas of weakness that has been revealed. In particular, County Govemments are expected to
put in place measures to address following: Optimization of Own Source Revenue collection;
adherence to fiscal responsibility principles; and clearance ofpending bills.

Payments (Ksh)
(B)IDescription

18p29,846,7'79 27,514,752,882Eligible Pending
Bills

45,544,599,661

10s,433,052,920Ineligible Pending
Bilts

1,57 4,978,453

1s2,552,631,034 19,604,825,232 132,947,805,802Sub Total

Eligible Pending
Bills

1,974,921,408 923,842,554 1,022,078,8s4

Ineligible Pending
Bills

1,014,552,269 122,827,458 891,724,811

Sub Total 2,960,473,677 1,046,670,0r2 1,913,803,665
'l otal 155,513,104,711 20,651,495,,244 134,861,609,467

ST-GRET

,

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

Pending Bills (County
Executives )(Ksh)

(A)

107,008,03 l,373

Payments (Ksh) Outstanding Pending
Bills

Description Pending Bills (County
Assemblies)
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III. RECENT ECONOMIC DEVELOPMENTS AND OUTLOOK

A. Recent Economic DeveloPments

G lo bal E co n om ic Pe rforma n ce

40. This BROP has been prepared against a background of global economic slowdown

reflecting the impact ofthe ongoing Russla-Ukraine conflict, effects of covID- I 9 containment

measures in china; r.,igl.,"r-tt ui-""*i."i"J i"n",i"" worrdwide triggered by higher global oiland

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

has crcated tighter financial ttl"iiti""t' As a result' ttre lUp piojects 
-gl^obat 

growlh to slo\e

;;;;;;l; fEr""nt in 2022 from6'0 percent in 2021 (WEo october 2022)'

41. Growth in advanced economies is projected to slow down to 2.4 percent in 2022-from 5 2

percent in 2021 reflecting *"ult'-if'ut-"*p"cted gromh. in the United States and the Euro area'

For emerging market and d"';i;;i;; "ttiomies'"growth 
is also projected to slow down to 3 7

percent in 2022 ftom 6.6 p";; i; 2021 reflectlng mainly the sharp slowdown of China's

;;;;y and the moderation in India's economic groMh'

42. In sub-saharan Africa region, groMh is projected to slow down by 3'6 percent in 2022

f;".;'g;;;h;f 4.7 percenr iiioii. The slowdown is as a result of domestic price pressures,

partly induced by supply air.uptiont owing. to the Russia-Ukraine conflict reducing food

'urioiauuitity, and-reallncomes as well * 
"tging 

fuel prices across the region'

D o mes tic E c o n o mic Pe rforma n ce

GDP Growth

43..fheKenyaneconontydemonstratedremarkableresilienceandrecoveryfromCoVlD-19
shock due to the diversified nature of the economy and the proactive measures bv the

Goverrunent to support Urun.r.", The economy expanded by 7'5 percent in 2021' a much

stronger level frotn a contraction of 0 3 percent in 2020- (Figure 6)' This economic recovery

*u, fruinty supported by the reco*,ery in the service and industry sectors despite the subdued

performance in the agricultural sector.

Figure 6: Annual Real (JDI'(,irowth Rates, percent
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Source of Data: Kenya National Bureau ofSlalistics

44. The growth momcntum continued in

agriculturc and weaker global growh. T'h

2022 compared to a growth of 2.7 percent

thc first halfof2022 despite subdued perfonnancc in

e economy grew by 6.8 percent in the first qr'ra(er of
in a similar quarter in 2021 . This economic recovery
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continued in the second qtarter of 2022 with the economy expanding by 5.2 percent compared

to a grovrth of I I .0 percent in the corresponding quarter of 2021 (Table l3). The slowdown in

growth was as a result of normalization of activities after the 2021 recovery from COVID-19
pandemic. The growth in the second quarter of 2O22 was supported by the non-agricultural
sectors particularly strong activity in financial and insurance, transportation and storage,

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

Table l3: Sectoral GDP Performance

Source of Data: Kenya National Bureau ofStatistics

45. Activities in the agriculture, forestry and fishing sector contracted for the third consecutive
qua(ers mainly attributed to unfavorable weather conditions that resulted to reduced
agricultural production. The sector is estimated to have contracted by 2.1 percent in the second
qt rter of 2022 compared to a contraction of 0.5 percent in the corresponding quarter of202l
(Table l3). The performance ofthe sector was evident in the significant decline in exports of
vegetable and cut flower, and production of tea, coffee and milk. The sector's contribution to
GDP growth was -0.4 percentage points in the second quarter of 2022 compared to -0.1
percentage points contribution in the same quarter in 2021(Figure 7).

46. The performance of the industry sector slowed down to a growth of 4.5 percent in the
second quarter of 2022 compared to a growth of 9.1 percent in the same period in 2021. This
was mainly on account of normalization of activities in the manufacturing, electricity and water
supply and construction sub-sector after the strong recovery in 2021. The industry sector
accounted for 0.7 percentage points of gro\4,th in the second quarter of 2022 compared to 1.5
percentage points conhibution in the same quarter in 2021 (Figure 7).

47. Manufacturing sub-sector expanded by 3.6 percent in the second quarter o f 2022 compared,
to ll.3 percent growth recorded in the same period of 202l.ln the manufacture of food
products, growth was supported by processing and preserving of meat and fish and manufacture
ofbakery products. In the manufacture ofnon-food products, growth was buoyed by assembly
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of moror vehicres and production "r "".E?$FJ;|*1 ", 

the sector was constrained by

manufacture ofdairy products and edible oils'

l.i ure 7: Sectors contrib ulions to Real GDP Grorvth

Source of Data: Kerrya Notional Bureou of Slalistics

48. EtectricitY and Water SuPPIY sub-sector exPanded bY 5.0 Percent in the second quarter of

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

the sub-sector was supPorted bY increas ed generation of electricitY from renewable sources such

asgeothermal and wind that offset the potential detriment associated with an rncreasc ln

gcneration of electricity liom thermal sources and a decline in generation from hYdroelectric

s()urces. Generation of electricity from hydro declined bY 2 1.8 percent mainly due to

insuffi cient rainfall received.

4g.Activitiesintheconstructionsub-sectorremainedrobustinthesecondquarlerof2022
partly suppo(ed by the ongoing Public infrastructure,projects' though the performance was

slower compared to the seconi'iuln", "rzoz 
r . The sub-sector expanded .by 

5.8 percent in the

second quarter of 2022 compJr"'Ji" o s percent groMh in the corresponding quarter of 2021'

The sub_sector.s groMh *u, *ia"nt in the incieased cement consumption. The import ol

construction materials ,""o.d"d -i*"d performance with. quantity of imported, 
ll:tmen

increasing while the quantity "ii.p.n"a 
iion and steel declining in the second quarter of 2022.

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

of 2022 afler a strong recovory in 2021 from the effects of COVID-19 pandemic f'he sector

growth slowed down to Z. S p.i""nt in the second qtarter of 2022 compared to a growth of 14 9

percentinthesecondqua(erof202l.Thisperformancewaslargelycharacterizedbysubstantial
'gr.*t , i, ac"om,,,oiation ""J 

i""a ,"*'i."r, financial and insurance sectors, wholesale and

retail trade, and transport and storage. The service sector accounted for 4.3 percentage points of

groMh in the second quartcr o 12012, adecline compared to 8.5 percentage points contribution

in the same quarter in 2021 (Figure 7).

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

,""tor;. f".fo.,nance remained below the pre-pandemic level. I'he sub-sector grew by 22'0

p".".n, in the second quaner of 2022 
"o.iu."d 

to 90.1 perccnt groMh in the corresponding

iuarter of202l . Transportation and Storage sub-sector grew by 7' I percent in the second quarter

of2ll2comparedtoagrowthoflS.6'percentintl.te.correspondingquarterof202l.The
slowdown in activities inihe sub-sector *u, u, u resuh of increased price of light diesel, which

isakeyinputtolandtransportationactivities.Thesub-sector'sperformancewashowever
,rpp"n.a by increased activity in the railway, air transport and port operations'
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Emptoyment sEcRtT
52. Relaxation of various containrnent measures, such as the night curfew, lockdowns and

travel restrictions coupled with the rollout of COVID-19 vaccination had a positive impact on
economic activities. This provided an environment that spurred economic recovery and groMh
in 2021. There was a gencral decline in unemployment and inactivity levels, with total
employment surpassing the pre-pandemic level. Total new jobs created in the economy were

926.1 thousand of which 172.3 thousand were in the formal sector, while 753.8 thousand were

in the informal sector (Table l4). Jobs created in the informal sector accounted for 81.4 percent
of the total jobs created outside of small-scale agriculture and pastoralist activities.

53. Wage employment in the formal sector recorded a growth of 6.0 percent to 2.9 million in
2021 supported by a partial resumption of intemational travel, and a broad-based recovery in
the manufacturing sector. The number of self-employed and unpaid family workers engaged in
the formal sector increased by 4.9 percent in 2021 compared to a decline of4. I percent recorded
in2020.

54. The share of private sector employment was 68.3 percent in 2021, which was slightly
higher than the previous year which stood at 67.8 percent. In 2021, the private sector recorded
a growth of 6.8 percent in employment levels compared to a decline of 10.0 percent registered
in 2020. The top three sub-sector providing wage employment in the private sector were
manufacturing, agriculture, forestry and fishing and wholesale and retail trade: There was a
tumaround in accommodation and food Services which recorded a significant growth of 23.9
percent compared to a decline of 38.7 percent registered in 2020. Employment in
accommodation and food activities industry has been on a recovery mode from the drastic
decline at the height of COVID-19 pandemic. The easing of the pandemic restrictions impacted
positively on the employment in the industry as well as the bed occupancy rate, hence increasing
employment in the sector.

Table l4: Total obs Created (in thousands)

Source of Data: Kenya National Bureau o/statistics
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55. Employment in the public sector increased by 4 3 percent lo 923'l thousand persons rn

2021. The increase ** ,u'nfy u*iUutea to rectuitment in the civit service for essential

services.Publicadministrutionu,,adefence;compulsorysocialsecurityregistered'the'highest
growth of 5.9 percent in zoz t.bitrer 

""ononri. 
u"tlrities in the public sectorthat realized growth

in ernployment were human rr."rrrr-^ra .".ial work activitiis, education and transport and

storage.

Inflotion Rate

56. I'he year-on-year inflation rate was above the 7 5 percent upper bound target lor the fifth

ctrnsecutive montt in o"tou"'io;;' i"li;i* rate was * q o percent in October 2022 from 6'5

pcrcenr in ocrober zozr -uinii Ju"io t,igrr", international food and fuel prices (Figure 8)'

lnflation is expected ,o ,.*u,i]'i,""uii"i i,,'irr. 
""^, "nn. 

due in parl to the scaling down of the

Government price support rnt"*'"t Lt'f ing in increases in iuel and electricity pric^es; the

impact of tax measures i" ,rr. i:v'iijz)l-zl 
-s;ag"rr 

and gtobal inflationary pressures' overall

annual average inflation "tuinta 
within Governmcnt target range at 7 l percent in

ti.i"i..Zoiri"mpared to the 6' l percent recorded in october 202 I '

Fi ure 8: Inflatio n Ratc. Perccnt

Source of Data: KenYa Nationa I Bureau ofStatistics

57. Food inflation remained the main driver of overall year-on-year inflation in^ocrober 2027'

contributing 6.1 percentage p;i;;, "' increase' compared to a contribution of 3'8 percentage

points in october 2021 (Figure g;:'fl;;;;rJ *as mainly auributed to unfavourable weather

conditions and supply constr"i;;;ik"y io"d items particuiarty cooking oil (salad)' maize flour

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

58.Fuelinflationalsoincreasedtocontribute2.2percenlagepointstoyear-on.yearoverall
inflation in october 2022 from a contribution of I .6 percentagJ points in october 2021 ' This

was mainly driven by in"."u."J i,i""t 
-of 

k"'o'"n"/putalfin' diesel and petrol on account of

f,lgi., i*rn",ional til prices dJaitionutty, in September 2022' subsidies for petrol were

"ii-Ininut"a 
while those foi diesel and kerosene were substantially reduced'

5g.Thecontributionofcore(non-loodnon.fuel)inflationtoyear.on.yearoverallinflationhas
been low and stable, consisteniwith the muted demand pressures in the economy' supported by

p.rJ*, *"r""ry policy. ftt" .oll"lt''ion of core inflation to overall inflation increased

slightlytol.'lpercentagepointsinOctober2022comparedto0'gpercentagepoints
contribution in Octobcr 2021 .
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60. Kenya's rate of inflation compares favorably with the rest of Sub-Saharan Africa
countries. In October 2022, Kenya recorded a lower inflation rate than Ghana, Ethiopia,
Rwanda, Nigeria, Burundi, Zambia and Uganda (Figure 10).

I'i re l0: Inflation Rates in selected African Countries October 2022

Source of Dala: ,\ational Central Banks

Kenya Shilling Exchange Rate

6l . The foreign exchange market has largely remained stable despite the tight global financial
conditions and the high demand for the US Dollar in the intemational market. The Kenya
Shitling to the US Dollar exchanged at KSh 121.0 in October 2022 compared to KSh I10.9 in
October 2021. Over the same period, the Kenyan Shilling strengthened against other major
intemational currencies. The Euro exchanged at KSh 119.0 in October 2022 compared to Ksh
128.6 in October 2021 while the Sterling Pound exchanged at KSh 136.6 compared to KSh
I 5 I .6 over the same period (Figure l0).
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62. In comParison to Sub-Saharan Africa currencies, the volatility of the KenYa Shilling

exchange rate has remained reIatively low at 9.2 Percent against the US Dollar in October 2022

(!'igu re 12). Thc dePrcciation rate of the KenYa Shi lling was lower than that of Namibian

I )o llar, Botswana Pula, South African Rand and Malaw i Kwacha. 'Ihe stabilitY in the KenYa

Shitling was supported by increased remittances. adequate foreign exchange reserves and

improved exPorts receiPts.

Figure 12: Performance ofselected Currencies against the US Dollar (October 2021 to

()ctober 2022

Source o/ Data: Notional CentraI Banks

Interest Rates

63. Shortterm interest rates remained fairly low and stable supported by ample liquidity in

ih. -on.y market in the last one year. Moneiary policy sta,ce remain tight to anchor inflation

expectations due to the elevated rirL of t igh inflition outlook as a result of increased global

"oli.oaity 
prices and supply chain disrupiions. The Central Bank Rate (CBR) was raised to

g.25 perceni from 7.5 peiient in Septem|er, 2022. The.interbank rate remained stable at 5.1

per"ent i, October 202i compared to 5.3 percent in October 2021 (Figure l3)'
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64. The Treasury bills rates remained relatively low (below l0 percent) in October 2022. The
9l-day Treasury Bills rate was at 9.1 percent in October 2022 compued to 7 0 percent in
October 2021. Over the same period, the 182-day Treasury Bills rate increased to 9.7 percent

from 7.4 percent while the 364-day also increased to 9.9 percent from 8.1 percent.

F' ure 13: Short'l'erm Interest Rates Percent

Source of Dqta: Central Bank of Kenya

65. Commercial banks' lending rates remained relatively stable in September,2022 suppo(ed
by the prevailing monetary policy stance during the period. The average lending rate was at
12.4 percent in September,2O22 from 12.1 percent in September 2021 while the average deposit
rats increased to 6.8 percent from 6.3 percent over the same period. Consequently, the average
interest rate spread declined to 5.6 percent in September,2022 from 5.8 percent in September
202 I (Figure l4).

Fi re l4: Commercial Bank Rates, Percent

Source of Dota: Central Bank of Kenya

Money and Credit

66. Broad money supply, M3, grew by 6.1 percent in the year to September,2O22 compared
to a growth of 8.8 percent in the year to September 2021 (Tabte 15). The growth in
September,2022 was mainly due to an increase in domestic credit particularly net lending to the
private sector. This growth was however curtailed by a decline in the Net Foreign Assets (NFA).
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Tablc l5: Money and Credit I)evelopments (12 Months to September 2022 Ksh billion)

.Soie of Data: Central Bank of KenYa

67. Net Foreign Assets (NIiA) ofthe banking system in the year to Sept ember,2022 contracted

by 55.7 percent, compared to a contraction ol 1 1.5 percent in the year to September 2021 . The

decline in NFA was PartlY due to the Central Bank PaYments of Governnent external

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

depos it assets to support lending to customers

68. Net Domestic Assets (NDA) registered a growth of 16.4 Percent in the year to

Scp tember,2022, an imProvement comP ared to a growth of 13.1 Percent over a sirnilar Period

in 2021 . The growth in NDA was mainlY supported bY resilient growth ln credit to the Private

sector as busincss activities imProved. Credit to both the Central and Counly Govemments

declined in the year to September,2022 due to a slowdown in Govemment activities during the

stcRsI

transition period.

Privote Sector Credil

69. Private sector credit improved to a growth of 12 7 percent in the 1^2^:o.*' to

s"p"*t".,iozz compared to a growth of 7.4- percent in the year to September 2021 (Figure

l6). All economic sectors ..girtir"a positive growth_.rates reflecting increased credit demand

irf1"*i.g f*p-r"d ""onu.i. 
activit'ies. Stroig credit grou'th was observed in the following

sectors: mining, transport and communicaii'on, agriculture' trade' consumer durables'

,,-,".ri".,r.i"g, tusiness- services and building and co;struction. Monthly credit flows (month

on ,oontt ; ha"s-also improved from Ksh 39.0 biltion in September 2021 peaking at Ksh 60 2

billion in September 2022.

70. The credit Guarantee Scheme for the vulnerable Micro, Srnall and Medium Enterprises

tft Sfr EO, continues to de-risk lending by commercial banks hence remains critical to

increasing credit flow to the private sector'
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S[,GSETre 16: Private Sector Credit

Source of Data: Cennal Bank of Kenya

External S eclor Develop me nts

71. The overall balance of payments position improved to a surplus of USD 2,318 million (2.1
percent of GDP) in September,2022 from a deficit of USD 745.6 million (0.7 percent of GDP)
in September 2021 (Figure 17). This was mainly due to an improvement in the financial account
despite a decline in the merchandise account reflecting increased impo(s ofpetroleum products
owing to high intemational crude oil prices.

Fi re l7: Ilalance of Pa mcnts crccnt of (i I)P

Source o/ Data: Central Bonk of Kenya

72. The current account deficit was generally stable at USD 6,020.6 million (5.4 percent of
GDP) in September,2O22 compared to USD 5,739.5 million (5.2 percent of GDP) in September
2021. The current account balance was supported by an improvement in the net receipts on the
services account and the net secondary income balance despite a deterioration in the net primary
income balance and merchandise account.
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73. The balance in the merchandise account declined by USD 2,139.2 miltion to a deficit of

usD 12,54g.5 million in septemuer,zozz mainly due to increased payments on impo(s in spite

of - i.prou"Inent in the eiport eainings (Table l6)' In the year to September'2o22' exports

*r"* iV'!+.0 p".."nt p.i.*iiy-arir"" Ui improved ieceipts from tea and manufactured goods

E"rpi,"'. a""ril"" in receipts from horticujtur". Th" in"."ur" in receipts lrom tea exports reflects

improved prices attributed ,o a..u"J rro. traditional markets. on the other hand, imports of

soods increased uy t8.o percii''i i'i" ytt to September'2O22 mainly due to incrcases in

l'rnporrs of oit and other intermcdiate goods

'I'able l6: Ilalance of Paynr ents (tlSD Million)

Source of Data: Central Bank o/ Kenya

74. Net receipts on the services account improved by USD l'506'8 million to USD l'826 0

mitlion in September,2022 .o,np*"a to a similar.period in 2021 This was mainly on account

of an increase in receipts from i.anspo.tation and tourism as international travel continues to

improve. Net Secondary in.o*" i".iin"d resilient and increased by USD 667.5 million during

itJr"ui"* period owing,o un in"."ur" in remittances. The balance on the primary account

*ia"""J UVi:SO 3 16.2 inillion to u J"n"it of USD I ,707.0 million in September,2O22, from a

deficit ofUSD 1,390.9 million inin..u*" period last year, reflecting higher interest related

payments on other investments'

75. The capital account balance declined by USD 39'0 mittion to register a surplus-of IJSD

165.7 million in Septe-be.,i022 compared'to a surplus of USD 204'8 million in the same

p".r"a r. iozl. N"ifinun"iui-inflo*simp,o'ed to 0so o,a1t s million in sen111lilzozz

i".p"*o to USD 6,105.0 Iniirion i, September 2021 . The net financial inflows were mainly in

the form of other investments, financiat derivatives and direct investments. Portfolio

investments registered a net outflow during the period'

Foreign Exchange Reserves

76. The banking system's fbreign exchange holdings remained strong at USD I l'337'4

.nillion in S"pt"rni"iZ0ZZ lrom UID 14,089.1 million in September 2021. The oificial foreign

"-"ft^"g" 
,"*.u", freta try ttre Central Bank stood at USD 7'787'5 million compared to IISD

9,632.2 million over the same period (Figure l8)'
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77. The official reserves held by the Central Bank in September,2022 represented 4.4 months

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

fulfilted the requirement to maintain i1 at a minimum of 4.0 months of imports cover to provide

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

holdings decreased to USD 3,549.9 million in September,2o22 from USD 4,457.0 million in

September 2021 .

Fi rc l8: Official Forci Reserves USD Million

Source of Data: Clental Bank of Kenya

Cap ilal Markels Deve lop me nt

78. Activity in the capital markets slowed down in October 2022 compared to October 2021
due to the outflow of investors as advanced economies tightened their monetary policy amid
recession fears. The NSE 20 Share Index declined to 1,678 points in October 2022 compared
to 1,961 points in October 2021 while Market capitalization also declined to Ksh 2,007 billion
from Ksh 2,777 billion over the same period (Figure l9).

Fi ure l9: Performance ofthe Nairobi Securities Exchan c
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B. Medium Term Economic Outlook

Global Growth

Tg.l.heglobaleconomicoutlookremainshighlyuncertainwithgrowthprojectedtoslowdown
fro^ t.Z 

"percent in 2022 lo 23 percent in Z-OZ\ fnis projected growth in 2023 was revised

downwards from the initiat p.o.ieciion of 2'9 percent largely reflecting a slowdor+in in advanced

"*ror;., 
despite a g*auul-pitk up in th" ernerging market and dcveioping economies'

Advanced economies ur" p,o.;"i,la ,i'rto* ao*n bf lJ p".c"nt in 202i from 2.4 percent in

2022 maintydue to a s1o*dowi"ii;;;; ir;h. Uniied States and the Euro area. Gro*h in the

United States is projected ,o ,lo* io*n due to the expected impact of a steeper tightening in

monetary policy' Gro*h in tn"luto ar"a is expected to be adversely affected by the spill overs

;#;;il;;i;_uk.uin" conflict as welt as the tighter financial conditions.

80. Ihc emerging market and developing economies are plojected 1o grow by 3 7 percent in

2023 same as in 2022 utUeit *itt' varyirig perform-an"" u"'o-" countries The emerging and

developing Asia is projected t" pi"f up 
^"u 

iesutt of a more robust recovery in China despite a

slowdown in India, *nif. groJ*"n in ,i'" i"ii, Americrynd ihe'Caribbean, and the Middle East

"J E.",r"i eri" ui" 
"*p"Jt.d 

to slow down'

81 . l he Sub-saharan African region is projected to pick up to a gro*h of3 7 percent in- 2023

from 3.6 percent in 2022 witiir,E-E".i iri s"uthern African sub-region showing a sustained

recovery from the recession. in" oRC and Zarnbia are exoected to benefit from rising metal

prices in the short-and."ai"n i"* and gain from the transition away from fossil fuels in the

long term.

Domestic Growth

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

percentrecordedin202l.Realcopgrewby6.0percentinthefirstha]rfof2022suppo(edby
the ongoing recovery in the servicels sector, driven by accommodation and food services'

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

the back of elevated global commodity prices'

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

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

climatechangeinrelationtoadaptation,mitigationandresilience.TheGovemmentin
partnership *i tt tt. Development Putt'"" and the private under the auspices of the National

SteeringCommitteeonDroughtResponsehasprovidedresponsetoadverseimpactofthe
ongoin[ drought to affected pJ..onr, regions and communities' As part oflhe Country's long-

t",nl i*a security plan, the Government has made available subsidized fertilizer to farmers

across the country.

84. The economy is projected to grow by 5 5 percent in 2022 and above 6'0 percent over the

mediumterm(intermsoffiscatyearstheeconomicgroMhisprojectedat5.8percentintheFY
2022123 and6.1 percent in the FY 2023124) (Table 17 and Annex Table 1). This growth will

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

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

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

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

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

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

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

S[CHII
.+0



SEfrHFT

4t

s[cilrT
Industry. The Govemment has launched the Hustlers Fund, as an intervention to correct market

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

insurance and investment.

Monetory Policy

85. The main objective of monetary policy, over the medium term will be to maintain price

stability. Overall inflalion is expected to remain within the medium term target range of 5+2.5
percent as international and domestic commodity prices stabilize.

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

Fiscal Poticy

87. Fiscal policy over the medium-term aims at enlancing revenue mobilisation, containment
ofexpenditure growth and strengthening management ofpublic debt to minimize cost and risks
ofthe portfolio, while accessing extemal concessional funding to finance dbvelopment projects.
This is geared towards econornic recovery to support sustained, rirpid and inclusive economic
growth, saGguard livelihoods and continue the fiscal consolidation programme to create fiscal
space for the implementation of the Government priorities.
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Table l7: Macroeconomic I n d icators
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C, Risks to the Domestic Economic Outlook

88.TherearedownsideriskstothismacroeconomicoutlookemanatingfromdomesticaSwell

","*.",."rsources.onthedomesticfront,theenergenceofnewCoVlD-l9variantsmayoccasionrestrictivemeasures.otherrisksemanatefrornunfavorableweatherconditionsthat

""riJ"li.., "g.icultural 
proau"lion, the rising inflationary pressures and market failures that

restrict access to credit.

8g.ontheextemalfront,uncertaintiesintheglobaleconomicoutlookhavealsoincreased
*ni.1, 

"oufa 
impact on the domestic economy. ihese risks include: the possible worsening of

the ltussia - Ukraine conilict which could heighten the risk of oil and commodity price volatility

and elevated inllationary pressures; the cintinued COVID-19 restrictions in China could

fu(her disrupt the globai supply chains; and global monetary policy tightening, especially in

the United States, could increase volatility in the financial markets'

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

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

tu.g"f,d intervention to persoris and communities affected by the ongoing drought and

estlbtishment olthe Hustler Fund to support groqh olMSMEs and individual traders that will

correct the market failures ofthe vast mijority of Kenya's at the bottom ofthe pyramid.
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IV. RESOURCE,ALLOCATIONFRAMEWoRK

A. Implementation of the FY 2022123 Budget

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

smoothly. Total revenues amounted to Ksh 73 L3 billion (5.2 percent of GDP) in the four
months to Octob er 2022 against atarget of Ksh 73 3. I billion. This revenue represented a growth
of 11.9 percent in the twelve months to October 2022. Tolal expenditure for period ending
October 2022 was Ksh 868.8 billion and was below target of Ksh 937.8 billion by Ksh 69.0
billion. There has been expenditure pressures due to in part, the ongoing drought as well as the
need to cushion farmers with subsidized fertilizers. While the FY 2022123 Budget has been
revised to cater for these emerging expenditure pressures, the Govemment has affirmed its
strong commitment to its fiscal consolidation plan. The fiscal deficit for FY 2022123 is now
targeted at 5.8 percent ofGDP instead ofthe 6.2 percent in the budget approved by Parliament
in June 2022.

92. Total revenues for the FY 2022123 are projected at Ksh 2,512.7 billion (17.3 percent of
GDP) with ordinary revenues at Ksh 2,191.9 billion (15.1 percent ofGDP). Total expenditures
are projected at Ksh 3,390.0 billion (23.3 percent.of GDP) with recurrent expenditures projected
at Ksh 2,352.7 billion (16.2 percent of GDP), development expenditures are projected at Ksh
596.6 billion (4.1 percent of GDP) and an allocation of Ksh 4.0 billion to Contingency Fund.
Transfer to County Govemments is projected at Ksh 436.6 billion (3.0 percent of GDP).,The
resulting fiscal deficit of Ksh 849.2 billion (5.8 percent of GDP) will be financed by a net
extemal financing of Ksh 298.4 billion and a net domestic financing of Ksh 550.9 billion
(Annex Table 2 and 3).

B. FY 2023124 Budget Framework

93. The FY 2023/24 and the Medium Term Budget framework huilds up on the Government's
efforts to stimulate and sustain economic activity, mitigate the adverse impact of covlD-19
pandemic on the economy and re-position the economy on a sustainable and inclusive growth
trajectory. This will be achieved through implementation of programmes supporting economic
recovery and additional priority programs of the Govemment. The government wilt eliminate
the remaining unsustainable and consumption driven fuel subsidy by end of December 2022,
but will continue to offer support to agricultural production tkough the fertitizer subsidy
programme. In addition, the Government though thc Financial Inclusion Fund will inspire
growth and innovation in the Micro, Small and Medium Enterprises (MSME) sector and boost
economic growth and entrance the saving culture among Kenyans. These priority programmes
aim at bringing down the cost of living; eradicating hunger; creating jobs; and provide the
greater majority ol our citizens with much needed social security while expanding the tax
revenue base and improving foreign exchange balance.

94. Additionally, the Govemment will continue to implement its fiscal consolidation plan to
contain the pace of growth in debt. In this regard, particular emphasis will be placed on
aggressive revenue mobilization including policy measures to whip in additional revenue and
reign on expenditures to restrict its growth. As a result, the overall fiscal deficit is expected to
decline from 5.8 percent of GDP in FY 2022/23 to 4.3 percent of GDp in Fy 2023124. This will
boost the country's debt sustainability position and ensure the country's development agenda is
sustainably funded.

95. ln the FY 2023124 total revenue including Appropriation-in-Aid (A-i-A) is projected at
Ksh 2,897.7 billion (17.8 percent of GDP). of this, ordinary revenue is projected at Ksh 2,566.0
billion (15.8 percent of GDP). This revenue performance will be underpinned by the on-going
reforms in tax policy and revenue administration and boosted by economic recovery occasioned

SEfrHEI
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by implementation of priority programmes tYpqol'lg-:"o::mic recovery' priority projects and

piog.u-,r., of the Govemment a"s outlined in larp Iv of vision 2030. on the other hand, the

ir.|utl"*p"nairure and net lending are projected alJ(-sh.3,641.0 (22.4 percent ofGDP)' Of this,

."*.r.* expenditure will amorirt to Ksh 2,422.3 billion (14.9 percent of GDP) while

a-.*r"p."ri.-penditure will anrount to Ksh 796.4 billion (4.9 percent of GDP). Transfer to

a;r;;;;and iontingency Fund are projected at Ksh 4173 billion and Ksh 50 billion'

respectively.

g6.TheresultingfiscaldetlcitofKsh6g5.2biltion(4.3percentofGDP)inFY2023/24will
be financed by a net "*t",'d 

;;;;;"i;oi x'tr' rsa ot'ilion (I 2 percent of GDP) and a net

;;;;i;i,;"ing of Ksh 496'6 billion (3 0 percent oIGDP)'

C. Medium Term Fiscal Projections

97. Over the mediunr term' driven by economic rccovery stratcgies' continued relorms in

revenuc administration and revenue enhance-"nt *"u"tt'' the Govemmenls total^revenue

including A-i-A i, pro.j""t"a to ti" ft"* f Z : percenl of GDP in the FY 2022123 to 1 7 8 percent

of GDp in theFy 2023t24#'i;.d';;r";rfoicpp in rhe FY 202st26. On the other hand' the

Government will continue," p*t'J pti"iities which are aimed at safeguarding livelihoods'

creating jobs, reviving businisscs and economic recoverv ln addition' provision of core

services, ensuring 
"quity 

uni-rnini*i';ng "ottt 
through the elimination of duplication and

inefficiencies will be prioritl"l.' ir,.r"i"r", total expinditure is projected to- pro-g.ressively

decline from 23.3 percenr of C# in if,. fV iOZZtZl to ZZ.q percent of GDP in.the FY 2023124

andfurtherto2l.TpercentofGDPintheFY2025126'Ofthetotalexpenditures'recurent
expenditures are expected to decline from 16'2 pcrcent of GDP in the FY 2022/23 to l4'9

percentofGDPinther-Y2023124andfu(herto14.3percentofGDPintheFY2025126.Wh 
e

development and net lending l:lp"nJi,r.. is expected to remain stable a1 around 5.0 percent of

GDP over the medium term.

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

i.. S.S f.r""n, of GDp in the Fy 2,22tzi to 4.3 percent of GDP i. the Fy2023/24 and further

i" l.i pi**, of CDP i" ttt" eV 2025126 (Annex Table 2 and 3)' This is intended to

significantty improve Kenya's debt sustainability position'

D. Medium-Term Expenditure Framework

gg..l.heGovemmentwillcontinuewithitspolicyofexpenditureprioritizationwitha.viewto
supporting economic ,""ou".y una achieving iti transiormative development agenda- This

uginau ir- anchored on p.orision of core sirvices, creation of employment opportunities

iip.oring tne general weifare of the people and ensuring.equity while minimving costs through

tne 
"timi'natioi 

of duplication and ineificiencies. Realization of these objectives will have

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

a guide for allocating resources:

i. Linkage of Programmes that support Economic Recovery;

ii.LinkageoftheprogrammewiththeprioritiesofMedium-TermPtanlVoftheVision
2030;

ii i.

iv.

vi.
vii.

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

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

Expected outputs and outcomes from a programme;

Cost effectiveness and sustainabitity of the programme;

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

pending bills; and

ts for lurtherance and im lementation of the Constitution.p
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100. Reflecting on the above, the Medium-Term Expenditure Framework provided in Table 18

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

Table l8: Medium Term Sector Ceilings' FY 2023124 -FY 2025126 (Ksh Million)

E. Public Participation and Involvement of Stakeholders

l0l. As required by the Public Finance Management (PFM) Acl,20l2 this Budget Review and

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

Code Sedor

Approwd
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finalization. Specifically, the document *ai furthe, reviewed and finalized during a retreat of

it 
" 

tulu"ro Worting Group in Nakuru from 1 I 
th to l Ttl' September, 2022 that brought together

34 Officers of the i{acro working Group from the fottowing institutions:.varioxs Departments

or ir," Nutionut rreasury, the St"ate Department of planning, the central Pd gf Kenya, the

[";;; R;;;";; Authoritv, the Kenva institute ofTublic 
,Policv 

Research Analvsis and the

CommissiononRevenueAllocation.AnnexTable8providesalistofofficersfromlheMacro
Working who attended the retreat' A summary of the.comments received fr:l I^t-Y*'

working Group, various s,"k;;;il;*-^.d ti" prulic and the actions taken are summarized in

Annex Table 9
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V. MEDITJM'I'ERM REVENUE STRATEGY

102. The ordinary revenue as share ofGDP has been declining since FY 2013/14. The revenues
declined from l8.l percent in the F'Y 2013/14 to 15.4 percent in the FY 2018/19 mainly
associated with various challenges including increase in tax incentives, growth ofthe informal
sector which is hard to tax and change in business models (use of new technology) which create
tax administrative bottlenecks. The emergence of COVID- 19 pandemic worsened revenue
performance for the FY 2019120 and FY 2020/21 with revenues declining to 14.8 percent and
13.7 percent, respectively. Revenue collection improved to 15.0 percent of GDP in the FY
2021/22 as economic activities picked up following the easing of COVID-19 restrictions.
Despite the effo( to mobilize revenue, Kenya's revenue yield is still below the desired East
African Community target of 25 percent of GDP (Figure 20). .

Fi re 20: Ordinary Revenue as a rcenta of Gl)P

Source: Nal ional Treasury

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

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

. Facilitate the implementation of Govemment programs under the Vision 2030;

o Fntrench predictability on tax rates by providing greater certainty ofpolicy direction for
investors;

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

o Encourage voluntary tax compliance; and

o Identifu tax reforms to be undertaken such as widening the tax base and tax administration
reforms.
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l05.ThemainobjectiveofthisStrategyistoprovideacomprehensiveframeworkforguiding
tax reforms for boosting .",",u"t 'niirnp'o'ing 

the tax system over the medium-term' The

specifi c objectives are:

i) Raise ordinary revenue to GDP from l5'0 percent inFY 2O2l122 to 25 percent by

2030.

ii)

iii)

iv)

Increase tax compliance rate from 70 percent in FY 202ll22to90 percent by 2030'

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

loiig urtin".r, trade policies among others; and

Enhance collaboration between the Govemment MDAs' County Governments'

private sector, civil society anJ the general public for enhancement ofthe domestic

106. Two MTRS will be prepared to cover the remaining period of Vision 2030 which targets

ro raise ordinary revenue to dil;i;;;;v un uaaitio-nut 10.0 percent gradually through the

Strategy period. rhe n"t r'l r ili ;;ii;;;"; it" FY 2023t24 - 2026t2; whttetl'-*::I YrRS
will cover the FY zozl -zt toii zOzq-ro' ro titt off the process' The National Tre-as'ury^iisued

a ciroular on 30th August, zoi,i"t'ti"i ot*"flt from Government MDAs and the county

Governments ror tn" aeu"toiiieni';'id N;ina The circular provides timelines for the

completion ofthe Strategy as outlined in Table 19'

107. 'fhe objectives and interventions in the MTRS will be aligned with Vision 2030' the MTP

IV, the MTEF, the BPS, "a *iii'f" 
*itttin the Public Financial Management Reform Strategy

(2018-2023).The reforms i" ffiRi ;iii;ir. be atigned with the National Tax policv which is

at the final stage ofdevelopt"ni fn" addirional o'Jinury revenue generat"'d'fr:T th" Strategy

isexpectedtohastenthefiscal-consotidationprocessthus.reducingthefiscaldeficit'totheEAC
target of 3.0 percent of GDp.'if," N",f"."f tax policy aims at having an efficient and fair tax

system that promote 
"qu,,y 'n 

iu* uan]i"isttatinn and predictable tax environment for business

iiil;#',;';;;;i;;;;;;'p.t""Nr., "i,"l administrarion and revenue collection and sets

narameters on tax policy 
"ra 

ii'n", iu* related matters. Further, the policy guides tax reforms

and tbrms the basii lor tax legislation and review'

Tablc 19. Timelines fo r the Com letion of the l'irst Mediu nt Ternt Revenuc Strate

SEC[BET

TIME I.-IIAME
ACTIVI'I'IESN().

l2'h to 23'd Septernber, 2022fbr c 02
,)

t) lrnrallCOtsltnRSt' rPMol'aar n Pr(jp
()RBiikil dlt 0utcl' cRI]

I

2022
26'h September to 2l '' October,rat () tllllad lt sdI] ta\o atl taxrt()ll r ll\() c)'o l' l)Rev rep 'I'RS

NItlrontintrf ACelll n oevd c perpand kgroull ol')
2

2 l'' to 25'l' Novernber, 2022
S'l I{Mtidzeroie Ill nceI) op3

gn' to 27'h January, 2023lilir (l ISst keha ()oltralS sIrecedanT ropoI)UCS PItcq
1'RSildr Mlic roc no thh c t.rtlsrsIr Ion clllt1)dclll lltl !r

4

20'n to 24u' February,2023
Consideration of proposals receiv

stakeholder engagement

blic participation/ed fronr pu5.

June 2023Review of the draft MTRS at ti(r
July,2073Preparation of a Cabinet Menrorandunl and aPProva hy

the National Treasu ancl l'lannittCabinet Secret
7

August, 2023
Submission of the draft MTRS to Cabinet for aPProval8

September,2023Sensitization of MDAs including the Departmental Committee

of the National Assemb
9

November,2023Developnrcnt of an imP

monitoring aud evaluation tool
actloll plan, andlcmentation10.

-1r,i

revenue mobilization.

)(

leve I



VI. CONCLUSIONANDNEXTSTEPS

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

Russia-Ukraine conflict, effects of COVID- l9 containment measures, elevated inflationary

pressures, volatile financial markets, and persistent supply chain disruptions. The Kenyan

""ono*y 
demonstrated remarkable resilience and recovery from COVID-I9 shock due to its

diversified nature and the proactive measures by the Government to cushion the vulnerable,

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

in 2021, from a contraction of 0.3 percent in 2020 and is expected to remain resilient in 2022

going forward. This outlook will be reinforced by the ongoing implementation ofthe strategic

priorities of the Govemment and programmes to support economic recovery. The economic

growth over the medium term will further be supported by implementation of strategic

intervenrions contained in the Fourth Medium Term Plan (2023-2027) ofthe vision 2030 aimed

at driving the economy towards a sustainable growth path.

109. The strong revenue performance in the FY 2)2ll2zoffers a strong base for supporting the

expenditure estimates in the FY 2023124 and the Medium Term Budget. The approved fiscal
year 2022/23 budget broadens tax collection and maintains careful expenditure control while
protecting social spending. To strengthen the fiscal position, the budget for FY 2023124 and
over the medium term will focus on revenue mobilization and containment of expenditure
growth. [n this respect, the MTRS being developed will guide tax reforms, improve the tax
system and boost revenue over the medium-term. Based on the County Govemments' fiscal
performance in the FY 2021122, County Govemments are expected to put measures in place to
address the several areas ofweakness that has been revealed. In particular, County Governments
are expected to put in place measures to address following: optimization of Own Source
Revenue collection; adherence to fiscal responsibility principles; and clearance ofpending bilts.

I10. The Sector Working Groups are required to carefully scrutinize all proposed Ministries,
Departments and Agencies (MDAs) budgets for FY 2023/24 and the medium term to ensure
that they are not only directed towards improving productivity but are also aligned to the
achievement of the objectives. In this regard, the Sector Working Groups are expected to
unbundle the medium term development strategies and develop budget proposals for FY
2023/24 and the medium term. The 2022 BROP sector ceilings will guide the development of
sector budget proposal which will form inputs into the 2023 Budget Policy Statement.
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Annex Table l: Macroeconomic Indicators for the N'Y 2020/21'2026127 PeriotJ
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Annex 'l'able 2: Government O erations for the F-Y 2020121 - 2026127 Period' Ksh Billion
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Annex Table 4: Development Sector Ceilings for the FY 2023124'2025126 MTEF Period

(Ksh Million)
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Annex 'I'able 4: Development sector Ceilings for thc FY 2023124-2025126 MTEF Period

(Ksh Million)
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Annex Table 5: Recurent Sector Ceilings for the FY 2023124-2025126 MTEI'Period (Ksh
Million)
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AnnexTable5:RecurrentSectorCeilingsfortheFY2023/24-2025126MTEFPeriod(Ksh
Million)
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Annex Table 6: Bud et Calendar for the Fl' 2023124 Medium-Term Bud et
tY2023l74

Ii melineResponsibilityAdivity
3GAus-22NationalTreasuand issue MTEF1. Develo delines
+Sep-22NationalTreasuryGroups2. Launch of Sector Worki
21-Sep-22MDAs

lan s3.1. Review and u date of strate tc

3.2 Review of programme out uts and outcomes

3.3 Review of Ex e nd itu re

Project Committees3.4 Review and approval of projects for FY2023/24

3.5 Progress report on MTP implementation

3.6 Preparation of annual plans

3G5ep-22Macro Working Group4. Development ot Medium-Term Budget Framework

4.1 Estimation of Resource Envelope

4.2 Determination of policy priorities

4.3 Preliminary resource allocation to Sectors, Parliame nt, l ud iciary & Counties

4.4 Draft Budget Review and Outlook Paper (BR0P)

30-Sep-224.5 Submission of BROP to Cabinet

4.6 Approval of the BROP by Cabinet 14-Oct-22

4.7 Submission of approved BROP to Parliament n-ocr-n
5, Preparation of MTEF budget proposals Line Ministries 28-Nov-22

S.l Retreats to draft Sector Reports Sector Working Group

1429 th Oct & 30th

Oct - 13th Nov -22

5-2 Public Sector Hearing NationalTreasury 23rd Nov 22

5.3 Review and incorporation of stakeholder inputs in the Sector proposals Sector Working Group 3&Nov-22

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

5.5 Consultative meetin I with CSs/PSs on Sector Budget proposals NationalTreasury 6-Dec-22

6. Draft Budget Policy Statement (BPs) Macro Working Group 1+Feb-23

Macro Working Group 2-Dec-22
6.2 Division of Revenue Bill (DORB) NationalTreasury
6.3 County Allocation of Revenue Bill (cARB) NationalTreasury
6.4 Submission of BP5, D0RB and CARB to Cabinet for approval NationalTreasury 12-Jan-23

6.5 Submission of BP5, D0RBand CARBto Parliamentforapproval NationalTreasury 1&Feb-23
8, Preparation and approval of tinal MDAs Budgets 2gApt-23

7.1Devel op and issue final guidelines on preparation of 2023/24 lvfTEF Budget NationalTreasury 3-Mar23
7.2 Sub mission of Budget Proposals to Treasury Line i,4inistries 15-N4ar-23

7.3 Consolidation ofthe Draft Bud et Estimates NationalTreasury 1-Apc23
7.4 Submission to Cabinet for A proval NationalTreasury 13-Apr-23

7.5 Submission of Draft Budget Estimates to Parliament NationalTreasury 27-Apc23
7.6 Submission of the Finance Bill NationalTreasury 27-Ap'-2j
7.7 Review of Draft 8ud et Estimates b Parliament National Assembly 15-May-23

7.8 Re ort on Draft Budget Estimates from Parliament NationalAssembly 31-May-23

7.9 Consolidation ofthe Final BudBet Estimates NationalTreasury &Jun-23
7.10 Sub mission of Appropriation Bill to Parliament NationalTreasury 8J un-23

Statement8.8 NationalTreasury &Jun-23
9. ro riation Bill Passed National Assembly 30-Jun-23

10. Finan(e Bill Passed National Assembly 30.Jun-23

Source: National Treasury

$ECrlET

$ETR[T

3. Propramme Performance & Strategic Reviews

6.1Draft BPS
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Annex Table 7: Coun Governments ' F-iscal Performance for FY 2021122
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Annex Table 8: Members of the Macro Working Group who attended the Retreat in Nakuru from September ll-17,2022 to linalize this

2022 Bud ct Review and Outlook Pa er
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DesignationNameInstitution/ Department

Director/ Macro & Fiscal Affairs1. Mr. Musa Kathanje

Senior Deputy Director2. Mr. Joseph Z. Ngugi

Director Planning3. Mr. John Njera

Director Planning4. Mr. Johnson Mwangi

Senior Economist5. Mr. Maurice Omete

Senior Economist6. Ms. Catherine Kalachia

Senior Economist7. Ms. Lucy Muraya

Senior Economist8. Ms. Mary Maina

Senior Economist9. Ms. Geraldine Kyalo

Economist I10. Ms. Phyllis Muthoni

Economist I1 I . Mr. Thomas Kipyego

Economist II12. Ms. Ann Nyagah

Senior Assistant Office
Administrator
Office Assistant

Macro & Fiscal Affairs

14. Ms. Phyllis Navaria

Assistant Director of Budget15. Ms. Miriam Musyoki

Economist

Budget

16. Mr. Dancan Kombo

Principal Economist17. Mr. Brian K. Cheruiyot

Economist I18. Ms. Sharon Wamu

Intergovemmental Fiscal
Relations

Senior Economist19. Ms. Josephine KulunduFinancial and Sectoral
Affairs

The National TreasuryI

59

S/No.

13. Ms. Jane Karanja



DesignationNamcSA{o. Institution/ Department
Economist II20. Ms. Lottan MwangiDebt Policy, Strategy and

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

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

Public Ente SCS

Assistant Accountant General24. Mr. Paul KimaniPublic Private Partnership

Principal Economist25. Mr. Jackson KiProno

Senior Economist26. Ms. Peninah Kawira

State Department of Planning1

Manager27- Dr. Anne Kamau

Economist28. Ms. Caroline Wanjiru
Central Bank of KenyaJ

Manager29. Dr. Alex Oguso

Olficer30. Mr. Walter MokaYa

Kenya Revenue Authority.+

Senior Manager31. Mr. Benjamin MuchiriKenya National Bureau of
Statistics

5

Director/Economic Affairs32. Ms. Lineth Oyugi6 Commission on Revenue
Allocation

Senior Policy Analyst33. Mr. Benson Kiriga

Policy Analyst34. Ms. Hellen Chemnyongoi

7 Kenya Institute of Public
Policy and Research Analysis
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Annex Table 9: Summa of Comments Received from Stakeholders and Public on the 2022 BROP

tfr
HN
€?uq4
7-rS
i'-ct
:wnl

POLICY
AREA

PARAGRAPH ACTION TAKENRECOMMENDATIO:\iS

5r( Fiscal performance of 2022 BROP has been

drafted to reflect that total revenue remained
above target in the FY 2021122.

Total cumulative revenue including A-i-A for FY 2021/22 amounted
to Ksh 2,199.8 billion against a revised target of Ksh 2,I 92.0 billion,
recording a surplus of Ksh 7.9 billion. This has remained so in FY
2021/22.

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

7 2023 BPS will provide adequate information ofi
the revenue collected by each ministry and statlr
agencies. (

The Ministerial AIA have not been disintegrated of revenue
collected by each ministry and state agencies under each ministry. It
is difficult to know how much each state agency contributed

9 This is a welcomed proposal however moreli
information will be provided in 2022 BPS ,

There is need to disintegrate information from state agencies for
accountability and tracking. The information should display the
estimated revenue and actual collections for each state agency under
the ministries.

The low absorption on O&M by Ksh. 21.5

billion as one of the reasons for below target
recurrent spending has been well captured in
this BROP.

l0 The National Govemment's recurrent expenditure was Ksh 2,135.0
billion (including Ksh 48.8 billion spending by Judiciary and
Parliament) against a target of Ksh 2,227 .3 billion, representing an
under-spending of Ksh 92.3 billion. The recurrent spending was

below target mainly due to lower than targeted absorption on
operations and maintenance by Ksh 2l .5 billion and shortfall related
to poor collection of recurent ministerial A-i-A of Ksh 35.2 billion.

The sector ceilings have been included in the

2022 BROP which will guide the 2023 BPS and

Fiscal
Performance
Revenue and
Expenditures

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

6i

The BROP is prepared in accordance with
section 26 ofthe PFA Act,2012. Among other
requirement, The BROP provides the actual

fiscal performance in the previous financial year

compared to the Budget appropriation for that

year. Paragraph 6 explains the reason why these

broad tax categories were below the set target.



ACTION TAKEN
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RECOMMENDATIONSPARAGRAPHPOLICY
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FY 2023124 budget in Table l8 and Annex
Table 4 & 5. The tables provide ceilings across

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

arms of Government.

have not been provided nor attached

the paper to be enhanced through

proposed ceilings for the three arm

(Sectors), Judiciary, and Parliament.
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Table 4 provides ministerial expenditure data on

both recurrent and development expenditures.
For actual programmes expenditure on PBBs,

the information is well captured in Budget

Estimate book available in the National
Treasury website.

The Draft BROP should have exPend

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

il

Non-disbursement of equalization fund of Ksh

6.8 billion has been included as part of th
reasons for shortfall in developmenE;

expenditure

disbursement of Equalization Fund of Ksh 6 8 billion

Development expenditure amounted to Ksh 540 1 billion against a

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

I I ?.4 billion. This was on account of lower than programmed

absorption of domestically and externally funded programmes by

fsh j:.t billion and Ksh 77.5 billion respectively, and non-

12

The FY Z02l122 revenue was above the set

target by 7.9 billion. Revenue projections are

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

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

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

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

uni""".rury budget changes through supplernentary budgets

t7
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POLICY
AREA

PARAGRAPH RECOMMENDATIONS ACTION TAKEN

I 9 I Though the Drait BROP mentions efforts the governmenr will put in
future to ensure the revenue targets are met in the next financial year,
there is need to ensure that the BROP provides efficient non-
financial information explaining.the underperformance in some
revenue streams. They also need to mention what atffibuted to over
performance by some other revenue streams.

The 2022 BROP explains the revenue
performance for the FY 2021122 and the reason
for under and over performance is also
explained.

Fiscal
Performance
Financial
Objectives

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

Paragraph amended

21 There is need to strictly comply to fiscal principles In line with the Constitution, the PFM Ach
2012, the PFM Regulations, and in keeping irtj
line with prudent and transparent managemenl'
ofpublic resources, the Government has largely(
adhered to the fiscal responsibility principles t

2t The public debt ought to be utilized for development expenditure so
that we realize return on investment in the long run. But as it is, our
debt is unproductive and in the long run may not be sustainable, and
in contravention of the fiscal responsibility principle spelt out in
Section l5(2) (c) of the PFM Act, 2012 requires thar over the
medium term, the National Government's borrowing shall be used
only for financing development expenditure.

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

2t The BROP projects an expenditure growth of 221 billion from FY
2022123 to FY 2023124. However, the National Treasury does not
indicate what this increase for. Therefore, it will be prudent for the
National Treasury to highlight what this increase is for and how this
affects the govemment's fiscal consolidation efforts.

Annex table 2 gives the Estimates on

Govemment operations. Total expenditure is

projected at 3,390.0 billion for the FY 2022123,
23.3 percent of GDP in the FY 2022/23. As
percent of GDP, total expenditure is projected
to decline from 23.3 percent in FY 2022123 to

t,

i:

Fiscal
Responsibility
Principles
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ACTION TAKEN
RECOMNIENDATIONSPAR-.{GRAPHPOLICY

AREA
22.4 percent h FY 2023124 and further to 22.3

ercent in the FY 2026127 .p

Fiscal projections are based the previous year

financial performance and on macroeconomic

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

assessed and taken into account.

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

revenue collection. The analysis should assume different sce

and the expected outcomes ifthe identified risks were to mate

and the remedial action therein

affect
narios
rialize

23

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

rheir Public Finance N,l3naggment, ability to

collect OSR and project realistic targets.

The County Govemment
need to be rectified. The N

have capacity to Project

are projecting u
ational Treasury
realistic targets

nrealistic figures which
needs to ensure counties

as well as guidance on

revenue collection.

76

During the Fy 2021122, a total of Ksh 37

billion was allocated to the Countyi
Governments as equitable share as reflected in

the County Allocation of Revenue Act (CARA),
2021 . Even though disbursements to the County
Covernments as equitable share stood at Ksh

340.4 billion representing 92 percent ofthe total

allocations during the FY 7071122, 100 percent

of the equitable share was disbursed to the

County Covernments as at 291h August, 2022.

The failure to transfer full amounts to

jeopardizes service delivery at county level
the County Covernments

27

The paragraph amended to read as proposed
Amend to read; "
Parliament stiPul
govemments that
the appointment
powers and funct

The National Rating Bill, 2022 that is currently in

ates a framework for levying of rates by county

will provide for the valuation of rateable property'

and powers of valuers and the establisl.rment'

ions oithe National Rating Valuation Tribunal'"

30

County
Governments'
Fiscal
Performance

64
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POLICY
AREA

PAILAGRA.PH ACTION TAKENRECOMMENDATIONS

The economy grew by 7.5 percent in 20Zl, and

6.8 percent in the first quarter of2022. Growing
on this momentum, the economy is expected to

remain resilient at 5.5 percent and above 6.0

percent over the medium term supported by the

prevailing stable macroeconomic environment,
continued strong performance in the services

and industry sector and favourable weather

condition to support agricultural output.

3(Executive
Summary)

The economy is expected to remain resilient at 5.5 percent in 2022,
and grow above 6.0 percent over the medium term, when the
economy is facing a lot of externalities.

42 Contractionary monetary policy has been

included as part of reasons for higher than

expected inflation rate.

6

Reasons for higher-than-expected inflation worldwide is triggered
by higher global oil and food prices and the impact of the
contractionary monetary policy in advanced economies and not
global monetary policy.

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

In 2021, the economy grew by 7.5 percent due

to growth in the services and industry sector.

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

felt the growth effect in the economy.

52

Fuel inflation remained generally stable

contributing to I .6 percentage points to year-on-
year overall inflation in Aqgust 2022 from a

Recent
Economic
Developments
and Outlook

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

diesel in August 2022 compared to August 2021, mainly aftributed

E

i:

65

In sub-saharan Africa region, growth if
projected to slow down by 3.8 percent in 20227
from a growth of 4.6 percent in 2021. Thel
slowdown is as a result of domestic price
pressures, partly induced by supply disruptions
owing to the Russia-Ukraine conflict. This is
well elaborated in 2022 BROP.

The economic $owth in 2021 was 7.5 percent and yet not being felt
by common Mwananchi.
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ACTION TAKENRECOMMENDATIONSPARAGRA.PHPOLICY
AREA

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

LPC.

to elevated global prices' But fuel in
moderate compared to food inflation.

flation continues to remain

Core inflation is the Non-Food-Non-fuel
inflation which has been low and stable. lts
consistent with the muted demand pressures in

the economy supported by prudent monetary
policy.

non-lue l.
60

Inflation is expected to the same since the

inflationary pressures wele considered.
What will happen to intlation rate when subsidies are withdrawn6l

Paragraph 62 has been amended to incorporat
this comment.

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

was due to increased remittances, adequate foreign exchange

reserves and improved exports receipts.

62

Paragrapl.r amended as proposed

(below l0 percent) in August 2022."
65

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

74

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

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

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

The Government implemented a statutory requirement to maintain

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

provide adequate buffer against short term shocks in the foreign

exchange market.

71

{a

e

Clarifl tlrat on the contribution of core inflation is it non-food and

Amend to readi "The Treasury bills rates remained relatively low

The current account widened in 2022 as compared to 2021 , are there

measures to narrow it down?

66
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POLICY
AREA

PARAGRAPH RECOMMENDATIONS ACTION TAKEN

91 There is a projected growth in revenue of Ksh 373 billion. Given the
current tough economic times across the globe, particularly in
Kenya, what informs an optimistic picture of the current economic
siluation?

The Revenue collection is built on the

Government's effort to stimulate and sustain

economic activities that will enable the

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

target despite the tough global economic
conditions.

93 Amend the paragraph to capture commodity prices and Russia-
Ukraine conflict as priority risks instead of COVID 19.

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

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

96 The Government continues to carry out tt{
relorms through modemizing and simplifyin$;
tax laws in order to lock in predictability anl'.
enhance compliance within the tax systemF
Kenya Revenue Authority will continue to-'

employ the use of technology to curb revenuei
Ieakages. This will assist to realise a groMh of .

Ksh 2,896.32 billion (17.8 percent of GDP) in
the FY 2023124.

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

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

Revenue
Performance

98 Tax revenue has been declining since FY
2013114 from l8.l percent of GDP to 13.7

percent ofGDP inFY 2021122 to l5.l percent

of GDP in FY 2021122. As a result, the

Government looks for why to finance the

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

drought, Ukraine-Russia war and COVID 19,

.*
I
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Please address why the fiscal deficit is always projected to decline
but in real sense it goes up.



ACTION TAKEN
RECOMMENDATIONSPALAGRAPHPOLICY

AR,EA the Government finances the miligation
measures which was not earlier budgeted.

The proposal is to constrict spending so as 1o

reduce the deficit.The fiscal deficit is declining from 6.2 percent in F\ 2022123 to 3'2

percent in FY 2025126.Is the decline attributed to expenditure or

revenue?

98

The paragraph amended as proposed.

N/B: this applies to all sections on tax revenues

creating tax administrative bottlenecks"

Amend to read; "The ordinary revenue as share ol GDP has been

declining since FY 2013114. The revenues declined from l8l
p"r..nt in the FY 2013/14 to 15.4 percent in the IY 2018i 19' this

decline was mainly associated with various challenges including

increase in tax inclntives, growth of the informal sector which is

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

r00

The paragraph has been edited.
This paragraph should read; "Due to the decline in domestic resource

."Uiiir"ii"", the realization of the Vision 2030 through

implementation of its Medium Term Plans is lagging behind"'

Amend the Iast sentence to read; "To reduce these vulnerabilities and

ensure implementation of development agenda, domestic revenues

mobi lization is crucial."

r0l

There will be two MTRS prepared to cover the remaining peri

Vision 2030 which targets to raise ordinary revenue to

collection by an additional I

period. The first MTRS wil
the second MTRS will cove

0 percent gradually through the Strategy

I cover the FY 2023124 - 2026127 while

r the FY 2027-28 to FY 2029-30.

od of
GDP

104

The paragraph amended to read as proposed.

lb

to cthedll:lrcP()Rh S gnllec nI'ctoSedn to read gsAm
hcioncn oatI ll') errll o i10enITIo rncfo the t. pI ro esp
cIN Sral'lter 0dt') orh protetra prt Sn1 c oRect'l[]co g)'ry
tI'Inteed n1al')cit halc e p ovctoh c h\4TI)ncn dr.ltc)

Tn TO l'l'lt1 cncLI ceCa l'l ddan rcC tcaedfc CCu rtypo

l
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The paragraph amended to reflect the two
MTRS.

il

investment."
A IIT'I

Medium Term
Revenue
strategy
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