REPUBLIC OF KENYA

MINISTRY OF FINANCE

BUDGET REVIEW
AND OUTLOOK PAPER

SEPTEMBER 2012




© Budget Review and Outlook Paper (BROP) 2012
To obtain copies of the document, please contact:

Public Relations Office
Ministry of Finance
Treasury Building

P. O. Box 30007-00100
NAIROBI, KENYA

Tel: +254-20-252-299
Fax: +254-20-341-082

The document is also available on the internet at: www.treasury.go.ke



Foreword

The new Public Financial Management Law enacted in 2012 has ushered in a
paradigm shift in budget making. Apart from introducing reforms in our public
financial management system, the new law will entrenched the Medium Term
Expenditure Framework budgeting.

The Budget Review and Outlook Paper (BROP) present the fiscal outcome for
2011/12 and how this affects the financial objectives set out in the 2012 Budget Policy
Statement (BPS). The updated macroeconomic outlook therein also provides us with
a basis to revise the 2012/13 budget in the context of the Supplementary Estimates, as
well as set out the broad fiscal parameters for the next budget and medium term.

Very briefly, we went through the challenges of last financial year and closed the
year satisfactory despite the revenue shortfall and significant expenditure
reprioritization. The outcome has had implications on the base in which the fiscal
projections for the current financial year were based on. While the macroeconomic
environment has improved significantly since late 2011, the fiscal outcome for
2011/12 and the weakening global economic environment as well as uncertainty in
world commodity prices call for caution in fiscal projections. Under these
circumstances, we remain steadfast in maintaining macroeconomic stability, even in
the face of expenditure pressures associated with implementation of the Constitution
and salary demands.

As the general election draw close, the Government will expedite preparations for a
smooth transition to devolved system while maintaining fiscal displine. More
important, greater transparency and high quality management of public finances at
both levels of government (that is, county and national governments) will be
necessary to achieve the aspirations of the Kenyan people of a better Kenya.

The fiscal framework presented in this 2012 BROP provides a strong basis for
building our common future under the new constitutional dispensation. More
details will be provided in the next Budget Policy Statement expected shortly.

HON. ROBINSON N. GITHAE, EGH, MP.
MINISTER FOR FINANCE
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Legal Basis for the Publication of the Budget Review and Outlook Paper

The Budget Review and Outlook Paper is prepared in accordance with Section 26 of the

Public Financial Management Act, 2012. The law states that:

1) The National Treasury shall prepare and submit to Cabinet for approval, by 30®
September in each financial year, a Budget Review and Outlook Paper which shall

include:

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

appropriation for that year;

b. Updated macro-economic and financial forecasts with sufficient information to

show changes from the forecasts in the most recent Budget Policy Statement

c. Information on how actual financial performance for the previous financial year
may have affected compliance with the fiscal responsibility principles or the

financial objectives in the latest Budget Policy Statement; and

d. The reasons for any deviation from the financial objectives together with

proposals to address the deviation and the time estimated to do so.

2) Cabinet shall consider the Budget Review and outlook Paper with a view to approving

it, with or without amendments, not later than fourteen days after its submission.

3) Not later than seven days after the BROP has been approved by Cabinet, the National

Treasury shall:

a. Submit the paper to the Budget Committee of the National Assembly to be laid

before each house of Parliament; and

b. Publish and publicise the paper not later than fifteen days after laying the Paper

before Parliament.
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Fiscal Responsibility Principles in the Public Financial Management Law

In line with the Constitution, the new Public Financial Management (PFM) Act, 2012,
sets out the fiscal responsibility principles to ensure prudency and transparency in

the management of public resources. The PFM law (Section 15) states that:

1) Over the medium term, a minimum of 30% of the national budget shall be

allocated to development expenditure

2) The national government’s expenditure on wages and benefits for public officers
shall not exceed a percentage of the national government revenue as prescribed

by the regulations.

3) Over the medium term, the national government’s borrowings shall be used only
for the purpose of financing development expenditure and not for recurrent

expenditure

4) Public debt and obligations shall be maintained at a sustainable level as

approved by Parliament (NG) and county assembly (CG)

5) Fiscal risks shall be managed prudently

6) A reasonable degree of predictability with respect to the level of tax rates and tax

bases shall be maintained, taking into account any tax reforms that may be made

in the future
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I. INTRODUCTION

Background

1. This Budget Review and Outlook Paper (BROP)—the successor document of
Budget Outlook Paper (BOPA)—is the first to be prepared under the Public Financial
Management Act, 2012. In line with the law, the BROP contains a review of the fiscal
performance of the financial year 2011/12, updated macroeconomic forecast, and

deviations from the Budget Policy Statement submitted to Parliament in April 2012.

Objective of BROP

2. The objective of the BROP is to provide a review of the previous fiscal
performance and how this impacts the financial objectives and fiscal responsibility
principles set out in the last Budget Policy Statement (BPS). This together with
updated macroeconomic outlook provides a basis for revision of the current budget
in the context of Supplementary Estimates and the broad fiscal parameters
underpinning the next budget and the medium term. Details of the fiscal framework

and the medium term policy priorities will be firmed up in the next BPS.

3. Like previous BOPAs, the BROP will be a key document in linking policy,
planning and budgeting. The Government has embarked on preparing the Second
Medium Term Plan (MTP)—the successor document of the first MTP—that will
guide budgetary preparation and programming from 2013 onwards. In the interim,
this year’s BROP is embedded on the updated first MTP priorities, in addition to
taking into account emerging challenges and transition to a devolved system of
government. Following the launch in August 2012, the Sector Working Groups have
begun reviewing programmes for the last Medium Term Expenditure Framework
(MTEF) focusing on updating and developing new programmes for the next MTEF
2013/14 - 2015/16.

Budget Review and Outlook Paper, 2012 1



4. The new PFM law enacted in 2012 has set high standards for compliance with
the MTEF budgeting process. Therefore, it is expected that the sector ceilings for the
Second Year of the MTEF provided in the previous BPS will form the indicative
baseline sector ceilings for the next budget of 2013/14. However, following the fiscal
outcome of 2011/12 and the updated macroeconomic framework these sector ceilings

have been modified as indicated in the annex of this BROP.

5. As usual, the updated macroeconomic outlook will be firmed up in the next
BPS to reflect any changes in economic and financial conditions. Due to the need to
finalise the BPS before Parliament is dissolved ahead of the next general elections in
March 2013, the next BPS will be submitted to Parliament by November/December
2012. This will be well ahead of the deadline of February 2013 under the PFM law.

6. The rest of the paper is organised as follows. The next section provides a
review of the fiscal performance in FY 2011/12 and its implications on the financial
objectives set out in the last BPS submitted to Parliament in April 2012. This is
followed by brief highlights of the recent economic developments and updated
macroeconomic outlook in Section III. Section IV provides the resources allocation

framework, while Section V concludes.



II. REVIEW OF FISCAL PERFORMANCE IN 2011/12

A. Overview

7. The fiscal performance in 2011/12 was generally satisfactory, despite the lower
tax collection and cuts in expenditure. The fiscal deficit on commitment basis
(including grants) was 5.6 percent of GDP compared with 7.2 percent of GDP in the

revised budget estimates for 2011/12.

8. Due to economic challenges experienced in first half of the financial year
2011/12 and changes in VAT withholding mechanism, tax collection fell short of the
budget estimates target by Ksh 34.2 billion. At the same time, the Government
absorbed duty elimination on kerosene, wheat and maize with annual revenue loss

of about Ksh 12 billion.

9. On the expenditure side, the Government had to incur higher expenditure on
salary awards, employment of teachers, security operations in Somalia,
implementation of the Constitution, and fertiliser subsidy to insulate the farmers
from the rising prices. In order to finance these additional expenditure pressures in
the face of financing constraints, the Government instituted austerity measures,
taking into account absorption capacity of MDAs. Adjustments to the original
budget were approved by Parliament in April 2012 in the context of the

Supplementary Estimates.

B. 2011/12 Fiscal Performance

10.  Table 1 below presents the fiscal performance for the FY 2011/12 and the

deviations from the Original and Revised budget estimates.
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Table 1: 2011/12 Fiscal Outturn
in Ksh millions % of GDP
201012011 20112012 2010/2011 2011/2012
Target Deviation % growth
Act. Prov. Budget  Revised Budget  Revised Act Prov.  Revised [2011/12 over
Target | 201011
A. TOTAL REVENUE AND GRANTS 686,308 763,453 830,641 846,745 (67,188) (83,292) 6 23 257 112
1. Revenue 667,539 748,167 789,529 804,501 (41,362) (56,333) 239 28 244 121
Ordinary Revenue 609,223 690,733 713,616 724,894 (22,883) (34,161) 219 1.1 220 134
Import Duty 4012 | 512 | 5569 5655 | (385T) (488 17 16 17 122
Excise Duty 80,567 78,884 93,263 81,763 (14,379 (2819) 29 24 25 (21)
Income tax 258,651 312463 291,594 311465 20,869 999 93 95 9.5 28
VAT 171,881 183,386 205,329 193,825 (21,943) (10439) 6.2 56 59 67
Investment Revenue 11,086 14132 13278 13,582 854 549 04 04 04 275
Others 40967 50,156 54,583 67,664 (4427) (17,508) 15 15 21 224
Appropriation-in-Aid 58,316 57434 75913 79,606 (18479) (22172) 21 18 24 (1.9)
2. Grants 18769 | 1526 | 41112 4224 | (582)  (269%9) 07 05 13 (186)
Programme Grants 0 1132 0 (1,132) 00 00 00 .
Cash 7,468 7,765 12733 12,733 (4,968) (4,968) 03 02 04 40
Appropriation-in-Aid 11,301 7521 2,379 28379 (20,858) (20,858) 04 02 09 (335)
B. EXPENDITURE and NET LENDING 811,849 947,776 | 1,066,807 1,082,930 | (119,031)  (135155) 2.1 29 329 -
3. Recurrent 502421 647,118 663,686 697,528 (16,568) (50409) 213 19.7 212 92
Domestic Interest 69,209 82,339 76,558 77,692 5781 4,641 25 25 24 190
Foreign Interest Due 6,989 8,880 7497 8,880 1,383 0 03 03 03 270
Pension 25,124 26,052 173 32,562 (8,721) (6,511) 09 08 1.0 13
Wages and Salaries 198,549 224,568 222,562 229374 2,006 (4,806) 1 6.8 7.0 134
0&M/ Others 291,956 305,281 322,29 349,021 (17,015) (43,740) 10.5 93 106 46
4. Development and Net Lending 219422 300,657 40112 385403 [ (100464) (84,745 79 92 17 370
5. CCF 0 0 2,000 0 (2,000) 0 00 00 0.0
C. DEFICIT EXCL.GRANT (commitment basis) (a0 | (190609 | (armare) (areas0) | ey 788 62 | 69 (4 383
D. DEFICIT INCL.GRANTS (commitment hasis) (125541) | (184323) | (206,166) (206,186) | 51843 51863 “s | 59 (12 468
E. ADJUSTMENT TO CASH BASIS 6,768 22400 0 1,954 22400 20,446 02 07 01 210
F. DEFICIT INCL.GRANTS (cash hasis) (18773) | (161,923) | (36,166) (24232) | 74243 72309 4y | w9 1 33
G. FINANCING 18,773 161,924 236,167 234232 (14,243) (72,308) 43 49 11 363
6. Foreign financing 28,390 98,524 116,668 172,219 (18,144) (73,755) 10 30 5.2 10
ofw commercial financing 0 51,258 0 52,200 51,258 (942) 00 16 16 -
7. Domestic financing 90,383 63400 119499 61,953 (56,099) 1447 32 19 19 (299
Memo:
Nominal GDP 27873001 3261200] 3,184,100  3,295200
Source: Ministry of Finance
Revenue
11.  Total cumulative revenue collection incuding AiA was Ksh 748.2 billion

compared to the target in the Revised budget of Ksh 804.5 billion and in the Original

budget of Ksh 789.5 billion. This represents a revenue shortfall of Ksh 56.3 billion (or

6.9% deviation from the revised target). Ordinary revenues amounted to Ksh 690.7

billion against the target of Ksh 724.9 billion, reflecting an under collection of Ksh

34.2 billion. Ministerial Appropriations-in-Aid underperformed by Ksh 22.2 billion
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for the period under review. Similarly, external grants amounted to Ksh 15.3 billion
against a target of Ksh 42.2 billion, representing an absorption rate of 36.3 percent of

the committed amount.

12. The underperformance in tax revenue was largely on account of VAT local (by
Ksh 12.4 billion), import duty (by Ksh 4.9 billion) and excise (by Ksh 2.9 billion).
Other revenues (aviation, land, forest, mining, rent, fines and forfeiture)
underperformed by Ksh 17.6 billion. Meanwhile, income tax (PAYE and other
income tax), investment revenue, VAT on imports performed above the projected

target as shown in Table 2 below.

Table 2: Government Revenue and External Grants, Ksh millions
2010/2011 2011/2012
Actual Actual Target Deviation
1. Total Revenue 667,539 748,167 804,501 (56,333)
(a) Ordinary Revenue 609,223 690,733 724,894 (34,161)
Import Duty 46,072 51,712 56,595 (4,883)
Excise Duty 80,567 78,884 81,763 (2,879)
PAYE 137,055 166,036 165,929 107
Other Income Tax 121,596 146,427 145,536 892
VAT Local 90,211 88,496 100,885 (12,390)
VAT Imports 81,670 94,891 92,939 1,951
Investment Revenue 11,086 14,132 13,582 549
Traffic Revenue 2,464 2,277 2430 (153)
Essential Supplies Revenue 20,599 24,762 24,529 233
Others 1/ 17,905 23117 40,705 (17,588)
(b) Appropriation In Aid 2/ 58,316 57,434 79,606 (22,172)
2. External Grants 18,769 15,286 42,244 (26,958)
3. Total Revenue and External Grants 686,308 763,453 846,745 (83,292)
As percentage of GDP 24.6 23.2 25.7

Source: Ministry of Finance

1/includes aviation, land, forest, mining, rent of buildings, trade licenses, fines and forfeitures, other taxes, reimbursements and other
fund contributions, and miscellaneous revenue.
2/ includes receipts from Road Maintenance Levy Fund

13.  As a proportion of GDP, total revenue and grants was 23.1 percent in the
period under review compared to 24.6 percent in the FY 2010/11. External grants
amounted to 0.5 percent of GDP against a target of 1.4 percent of GDP, about 1

percentage points below target.
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14. Unfavourable macroeconomic conditions in second half of 2011 combined
with changes in VAT withholding mechanism are the main factors behind the
revenue shortfall. In addition, the Government had to forego duty on kerosene,
wheat and maize to deal with the food shortages occasioned by drought in 2011.
Meanwhile, the underperformance in A-i-A largely reflects the under reporting from

the relevant ministries, especially the public universities.

Expenditure

15.  Total expenditure and net lending amounted to Ksh 947.8 billion against a
target of Ksh 1,082.9 billion, representing an under spending of Ksh 135.2 billion (or
12.5 percent deviation from the revised budget). The shortfall was attributed to lower

absorption in both recurrent and development expenditures by the line ministries

(Table 3).
Table 3: Expenditure and Net Lending, Ksh million
2010/2011 2011/2012 % change
Actual Actual Targets Deviation 2011/12 over
2010/11
1. RECURRENT 592,427 647,118 697,528 -50,409 9.2
Domestic Interest 69,209 82,339 77,692 4,647 19.0
Foreign Interest 6,989 8,880 8,880 0 27.0
Pensions 25,724 26,052 32,562 -6,511 1.3
Wages and Salaries 198,549 224,568 229,374 -4,806 13.1
Operation and Maintenance 291,956 305,281 349,021 -43,740 4.6
o/w: Appropriation-in-Aid 54,036 53,207 74,452 -21,245 -1.5
2. DEVELOPMENT 219,422 300,657 385,403 -84,745 37.0
Development Projects (Net) 171,463 234,700 244,799 -10,099 36.9
Payment of Guaranteed Loans 1,150 2,817 2,631 185 145.0
Appropriation-in-Aid 46,809 63,140 137,972 -74,832 34.9
TOTAL EXPENDITURE 811,849 947,776 1,082,930 -135,155 16.7

Source: Ministry of Finance

16.  Recurrent expenditure amounted to Ksh 647.1 billion against a target of Ksh
697.5 billion, representing an under-spending of Ksh 50.4 billion (or 7.2 percent
deviation from the approved recurrent expenditure). The under-spending was in
respect of operations and maintenance (Ksh 43.7 billion), wages and salaries (Ksh 4.8

billion), pensions and CFS (Ksh 6.5 billion). In the operations and maintenance



category, Ministerial appropriation-in-aid recorded an under spending of Ksh 21.2
billion. Expenditure on interest payments was Ksh 4.6 billion above the target for
domestic interests, while that of foreign interest payments was on target. Domestic
interest payment was above target because of the high interest rates in the period
under review, occasioned by the tightening of monetary policy by the Central Bank

of Kenya (CBK) to contain inflation that was in the double digit range.

17.  Pension expenditures and other Consolidated Fund Services (CFS) under
performed as a result of some Commissions ceasing operation, while others did not

commence operation by close of the financial year.

18.  Development expenditure was Ksh 300.7 billion compared to a target of Ksh
385.4 billion. This represented an under-spending of Ksh 84.7 billion (or 22 percent
deviation from the approved development expenditure). Appropriation-in-aid
accounted for the most of the under-spending in the development votes (by Ksh 74
billion). The underperformance in development expenditure reflects low absorption
by MDAs, delay in procurement and under reporting of externally funded donor

projects.

19.  Overall, the expenditure outturn for FY 2011/12 is preliminary. Firm data will
be available by the end of September 2012, when expenditure returns from the
districts are fully captured and non-reported ministerial A-i-A is firmed up. Thus, it
should be noted that the lag between spending at the district level and reporting to
the headquarters accounts for a significant portion of the reported

underperformance.

Overall balance and financing

20.  Reflecting the above performance in revenue and expenditure, overall fiscal
balance on a commitment basis (including grants) was Ksh 184.3 billion (5.6 percent

of GDP) in FY 2011/12 against the revised budget targeted of Ksh 236.2 billion (or 7.2
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percent of GDP) and 7.4 percent of GDP in the Original Budget. Overall fiscal deficit
(incl. grants) and after adjustment to cash basis was Ksh 161.9 billion (or 4.9% of
GDP) compared to a target deficit of Ksh. 234.2 billion ( or 7.1% of GDP).

21.  The deficit was financed through external financing (including commercial
financing) equivalent to Ksh 98.5 billion against a target of Ksh 172.3 billion and net
domestic borrowing of Ksh 63.4 billion compared to the revised programme target of

Ksh 61.9 billion.

C. Implication of 2011/12 fiscal performance on financial objectives contained
in the 2012 BPS

22.  The performance in the FY 2011/12 has affected the financial objectives set out
in the latest BPS and the Budget for FY 2012/13 in the following ways: (i) the
macroeconomic assumptions underpinning the 2012/13 budget and medium term
will need to be modified in light of the slower-than-envisaged real GDP growth and
the significant deceleration in inflation; (ii) the base for revenue and expenditure
projections has changed implying the need for adjustment in the fiscal aggregates for
the current budget and the medium-term; and (iii) arising from (i) and (ii), as well as
taking into account the slower pace of execution of the budget by MDA, the baseline
ceilings for spending agencies will be adjusted and then firmed up in the next Budget

Policy Statement in November/December 2012.

23. While our economic growth is still resilient, the outcome of the first quarter of
2012 and the weakening global growth calls for caution in the growth forecast.
According to latest quarterly GDP data released by KNBS in June 2012, the economy
grew by 3.5 percent in the first quarter of 2012 compared to a growth of 5.4 percent in
the same period in 2011. The IMF has also revised the global economic projections in
July 2012, indicating a less optimistic outlook. While we expect the economic to
remain resilient, our projections remain cautious. We expect real GDP growth to be

5.1 percent in 2012, representing a slight revision downwards from the 5.2 percent
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projected in the BPS 2012. This is expected to pick gradually to about 5.6 percent in
2013 and to about 6.0 percent in the outer years, reflecting continued normal weather
and strong growth in the sub-region. In addition, inflation is expected to continue to
decelerate and thus the GDP deflator—a key macroeconomic assumption in budget

forecasting —will also ease.

24.  The implication of a lower expansion in nominal output (reflecting revised
real GDP growth and deflator) is expected to erode the tax base upon which revenue
projections for FY 2012/13 and the medium term is based. The elasticity of revenue
with respect to output fluctuation is equal to or greater than one. A decline in GDP
growth leads to a proportionate decrease in revenue. This means that out revenue
projections needs to be cautious and in line with the revised macroeconomic
assumptions. Consequently, the initial MTEF ceilings provided in the BPS will need
to change reflecting the updated macroeconomic forecast. Therefore, the Second and
Third year ceiling in the last BPS have been modified to reflect the new

developments in the resource envelope.

25.  Underperformance in VAT local, excise and import duty in 2011/12 has
implications in the base used to project the revenue for these tax items in the FY
2012/13 and the medium term. Therefore, in updating the fiscal outlook the new base
has been taken into account. In addition, the proposed VAT law is expected to
address the challenges relating to VAT withholding and refund system and make the
VAT law more efficient and easy to comply with by tax payers. This is expected to

enhance revenue yield from this tax.

26.  The under-spending in both recurrent and development budget for the FY
2011/12 has implication on the base used to project expenditures in the FY 2012/13
and the medium term. Appropriate revisions have been undertaken in the context of

this BROP, taking into account the outturn in expenditures in 2011/12. The slow
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uptake of external resources remains a challenge. The National Treasury will work

closely with the implementing agencies to fast track absorption.

27.  Table 4 provides comparison between the updated macroeconomic forecast in

the BROP 2013 and the BPS 2012 for the FY 2012/13 and in the medium term.

Table 4: Updated Fiscal Projections Against BPS'12 Projections, 2011/12-2015/16

2011/12 201213 2013/14 2014/15 2015/16
Prov.|  BPS'I2 Budget  BRoP'2|  BPS'I2  BROP'I2|  BPS'I2  BROP'I2| BROP'I
Revenue and Grants 763.5 984.7 1,011.2 980.6 1,1195 1,083.3 1,265.6 1,231.8 14019
%of GDP 23.3% 23.5% 26.2% 26.0% 23.5% 25.4% 25.7% 23.5% 25.6%
Revenue 748.2 9365 9393 9087 10712 10349 12092 11755 13360
%of GDP 22.8% 24.2% 24.3% 4.1% 24.4% 24.3% 24.6% 24.4% 24.4%
Tax Revenue 6429 7808 7945 .39 895.9 881.2 10133 1,006 11393
Non-Tax Revenue 1053 155.6 1449 136.8 175.3 1536 1959 1739 196.7
Grants 153 483 719 719 484 184 56.4 56.3 659
Expenditure 78| L1485 12633 12001 12862 12593 14373 14090 1598
%of GDP 28.9% 29.7% 32.7% 31.8% 29.3% 29.5% 29.2% 29.2% 29.1%
Recurrent 647.1 7783 816.3 8364 858.9 858.7 9438 9624 10804
Development 300.7 310.2 470 363.7 413 4006 4935 446.6 5154
Budget Balance (-Deficit, +surplus) (184.3) (1638) (252.1) (219.5) (166.6) (176.0) (1717) (117.2) (1938)
%of GDP -3.6% 4.2% -6.5% -5.8% -3.8% -4.1% -3.5% 37% -3.5%
Net External Financing 985 60.7 1441 674 52.6 8.0 96.9 85.8 106.0
Disbursementsfloans 1239 889 1703 936 1388 1740 1332 1222 1539
Repayment due (25.4) (282) (26.2) (26.2) (86.2) (86.0) (36.3) (36.3) (47.9)
Domestic borrowing 634 106.7 106.7 106.7 1141 8.0 748 91.3 879
%of GDP 1.9% 2.8% 2.8% 2.8% 2.6% 21% 15% 1.9% 1.6%
Public Debt to GDP (net of deposits) 4.3% 47.2% 45.2% 45.9% 47.2% 43.9% 47.9% 42.8% 41.3%
Nominal GDP (Ksh billion) 32812 38665 38665  3752| 43825  42655( 49164 48264 54794

Source: Ministry of Finance

28.  Given the above deviations, the revision in revenues and expenditures will be
based on the revised macroeconomic assumptions contained in this BROP and which
will be firmed up in the context of the next BPS. The Government will not deviate

from the fiscal responsibility principles, but will make appropriate modification to
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the financial objectives contained in the latest BPS to reflect the changed

circumstance.

29.  Measures to revamp agriculture through irrigation are expected to support
our favourable growth prospects. In addition, we also expect our exports to benefit
from favourable growth in the sub region, which is projected to be well above the
global growth. Meanwhile, stability in interest rates and exchange rates is expected to
promote access to credit for private sector and boost investments and consumption to

stimulate growth.
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III. RECENT ECONOMIC DEVELOPMENTS AND OUTLOOK

30. The macroeconomic environment has continued to improved, after the shocks
in the second half of 2011. Going forward, the macroeconomic outlook remains

favourable although risks remain.

A. Recent Economic Developments

31.  Growth remained resilient, although it weakened in the first quarter of 2012 to
3.5% from 5.4% in the same period last year. Inflation has decelerated steadily from a
peak of 19.7% in November 2011 to 6.1% in August 2012. Short term interest rates
have also started easing in line with drop in inflation, while the shilling exchange
rate against major currencies has stabilized. Growth in credit extension has decreased
from over 30% in September 2011 to below 14.6% in July 2012. Official foreign

reserves are at a comfortable level —at above 4.2 months of import cover.

Growth in Real GDP remains resilient but downside risks remain

32. Real GDP grew by 3.5 percent in the first quarter of 2012, compared to 5.4
percent during a similar period in 2011. This growth was mainly attributed to
impressive recovery in sectors such as Electricity and Water, Transport and
Communication, Agriculture and Forestry. Financial Intermediation, Building and
Construction, as well as Wholesale and Retail sectors registered weak growth in the

first quarter of 2012

33.  Data for the second quarter is expected to be released by end of September
2012 but leading economic indicators points to continued growth, although it
remains slower than anticipated. Leading indicators for Agriculture and forestry

shows coffee deliveries expanded by 84 percent to 24,933 metric tonnes for the period
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between January and May 2012 from 13,562 metric tonnes delivered over the same
horizon in 2011. However, tea deliveries declined by 11 percent from 178,462 metric
tonnes in June 2011 to 158,173 metric tonnes in 2012. Horticultural exports declined

by 8% from 190,766 metric tonnes in July 2011 to 174, 903 metric tonnes in July 2012.

34.  Manufacturing sector slowed down to grow by 3.8% in the first quarter of
2012, compared to a growth of 6.6% in the first quarter of 2011. Processed milk and
sugar decreased among manufactured foods and beverages as a result of a decline in
the supply of inputs. Leading indicators for the second quarter indicate a positive but
slightly weak growth with cement production growing by 5% from 1,633,018 tonnes
by end June 2011 to 1,717,366 tonnes by end June 2012. Local power consumption
increased by 5% from 3,108 Kwh millions by June 2011 to 3,259 Kwh millions by June
2012.

35.  Overall, following the outcome of the first quarter, we have slightly revised
our earlier growth projection of 5.2 percent for 2012 to about 5 percent. Favourable
weather and measures to revamp agriculture through irrigation would safeguard our
positive growth projections. We also expect our exports to benefit from favourable
growth in the sub region, while declining inflation and stable exchange rate and

interest rates are expected to boost investor confidence.

Inflation has consistently dropped since peaking in November 2011

36.  Opverall inflation has fallen from the high of 19.7 percent in November 2011 to
6.1 percent in August 2012. Reduction in fuel pump prices by the Energy Regulatory
Commission, declining maize and sugar prices, the falling global prices and a stable
exchange rate are some of the factors behind the easing of overall inflation. The
outlook for inflation is more favourable especially after the adequate rains received

in the year that is expected to enhance food supplies. We expect inflation to remain
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within the target level of 5 percent in months ahead with appropriate monetary

policy.

37.  The fall in inflation has allowed room for a slight easing of the monetary
policy to support growth. The Central Bank reduced the CBR in September 2012 to
13% from 16.5% in July 2012. This is expected to lead to reduction in interest rates

and enhance access to credit by the private sector.

The shilling exchange has firmed up against major international Currencies

38.  The exchange rate has stabilised over the recent months. Against the US
dollar, the shilling exchanged at Ksh 83-86 range for the greater part of 2012.
Similarly, it has remained stable against other major international currencies. For
instance, against the Pound Sterling and the Euro, the shilling exchanged at Ksh
132.0 and Ksh 104.2, respectively, compared to Ksh 133.9 and Ksh 111.4 exchanged in
January 2012. The strengthening of the shilling against major international currencies
reflects increased capital inflows and appropriate macroeconomic policies.
Consequently, official foreign exchange reserves held by the Central Bank of Kenya
rose by 26.5 percent to US$ 5.3 billion (or 4.2 months of import cover) by the end of
July 2012, from US$ 4.2 billion (or 3.8 Months of import cover ) in a similar period

last year.

Interest rates have stabilised with drop in inflation

39.  Interbank interest rates eased to 9.1 percent by August 2012 compared with
the rate of 28.9 percent in November 2011. This has resulted in low interest rates in
the 91-day Treasury bill rates, which fell from 16.1 percent in November 2011 to 10.9
percent in August 2012. Average lending rates by commercial banks at around 20

percent are yet to decline in line with the fall in short term interest rates.
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40.  Recent downwards adjustments of the CBR from 18% to 13% are expected to
lead to further lowering of interest rates. Meanwhile, the Government borrowing
programme is expected to be executed as planned and the cost to decline as

evidenced by the sharp fall in 91-days T-bill.

Stock exchange indicators have improved

41.  The NSE share index has improved from 3,225 points in January 2012 to
3,865.8 points in August 2012, representing a growth of 19.9%. Market capitalization
has also increased from Ksh 1,002 million to Ksh 1,133 million (or a growth of 13%)
over the same period. Recent developments indicate an improved performance in

most of the market indices.

External payments position remain favourable with strong capital flows more than

offsetting the large current account deficit

42.  The trade deficit worsened by 23.9 percent to US$ 10,122 million by July 2012
from US$ 8,174 million in July 2011. The services surplus registered a growth of
11.6% from US$ 5,351 million in July 2011 to US$ 5,974 million in July 2012, but this
was not high enough to offset the trade deficit. As a result, the current account deficit
widened from US$ 2,823 million in July 2011 to US$ 4,148 million in July 2012. The
deficit in the current account was more than offset by the surplus of US$ 5,005
million in the capital and financial account thereby resulting in the overall balance of

payment surplus of US$ 858 million.

... as a result, there has been a build up in official foreign exchange

43.  With a surplus in the overall balance of payments, official foreign exchange

reserves held by the Central Bank of Kenya rose by 26.5 percent to US$ 5,262 million
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(or 4.2 Months of import cover) in July 2012 from US$ 4,159 million (or 3.8 months of

import cover) in July 2011.

Implementation of 2012/13 budget is progressing well after a slow start

44.  Challenges in the movement to new IFMIS platform delayed implementation
of the FY 2012/13 budget by almost four weeks. This has now been addressed and
government operations are continuing in earnest. However, expenditure pressures
have emerged with salary demands from the health and education sectors, in
addition to continuing security interventions in Somalia. These poses risk to the
stability of the budget for 2012/13 in the face of resources requirement for the
preparation of the general election scheduled to be held in March 4, 2013, and

transition to decentralized system.

45.  Revenue collection was below target by about Ksh 13 billion in the first two
month of the year. Enhance administrative measures to address VAT shortfall will
therefore be required. Meanwhile, domestic borrowing remains on track with

tranquillity in the domestic money market.

B. Macroeconomic outlook and policies

46.  The updated macroeconomic framework is cautious given the weaker-than-

expected recovery in global output and performance in the first quarter of 2012.

Growth prospects

47. The global economic recovery has weakened further. According to the latest
World Economic Outlook (WEQO) update released in mid-July 2012 by the IMF, global
economy has shown signs of further weakness. Growth in a number of major

emerging market economies has been lower than forecast. Global growth is expected
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to be about 3.5% in 2012 compared to a growth of 3.9% and 5.3% registered in 2011

and 2010, respectively.

48.  Against this backdrop and give the weaker-than-anticipated first quarter
growth performance, our updated macroeconomic framework is cautious (Table 5).
Nonetheless, with the improved weather conditions, easing of inflation and stable
fuel prices and exchange rates, the current growth projections remain within reach,

although downside risks remain.

49, Improvement in the investment climate, coupled with further structural and
legal reforms as we implementation of the new Constitution are expected to improve
competitiveness of the private sector and promote overall productivity in the
economy. Successful general elections and implementation of the devolved system of
governance is also expected to boost investor confidence and increased private

investment.

50.  Whereas the revised projected growth is still below the target envisioned in
Vision 2030 needed to increase labour absorption, the Government recognizes that
turther scaling up would require mobilization of larger amounts of resources, raising
factor productivity, and moving to a higher value-added and more efficient
production structure. The next Second MTP of Vision 2030 will articulate key priority

measures to accelerate growth, taking into account limited public resources.
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Table 5: Updated Macroeconomic indicators underlying the Medium Term Fiscal Framework, 2010/11-2015/16

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16
Act. Prov. Proj. Projection

Annual percentage change
National account and prices

Real GDP 51 47 54 58 6.1 64
GDP deflator 78 125 9.2 68 6.6 68
CPI Index (eop) 146 10.1 6.0 55 5.0 50
CPl Index (avg) 6.8 16.1 59 6.0 5.0 50
Terms of trade (-deterioration) -19 -49 12 09 45 5.6
In percentage of GDP
Investment and saving
Investment 20.2 198 206 224 236 250
Gross National Saving 11 104 119 141 165 19.0
Central government budget
Total revenue 29 238 241 243 244 244
Total expenditure and net lending 294 289 37 295 292 29.1
Overall balance (commitment basis) excl. grants 55 -6.1 -16 -53 48 4.7
Overall balance (commitment basis) incl. grants 48 -56 57 -41 -3.7 -35
Nominal public debt, net 48.6 45.2 459 439 428 413
External sector
Current external balance, including official transfers 9.1 94 -8.6 83 12 5.9
Gross international reserve coverage in months of imports 30 33 36 38 40 40

Source: Ministry of Finance

Inflation outlook

51. We anticipate that the current drop in the overall inflation would continue in
the months ahead. Ample supply of food with normal weather conditions combined
with stable energy prices will support our inflation forecast to be around the 5
percent target in year ahead and medium term. In addition, appropriate monetary
policy should maintain low inflation which, in turn, will stimulate growth in the

medium term.

52. The Government is committed with pursuing a managed float exchange rate
regime with interventions limited to smooth out erratic factors in the interbank
market for foreign exchange. Stability in the movement of the exchange rate will

support our low inflation forecast.
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Current Account

53.  The continued fiscal consolidation and appropriate monetary policy coupled
with easing oil prices are expected to ease pressure on the current account. We
project a gradual decline in the current account deficit from 9.2 percent of GDP in
2011/12 to 7.5 percent of GDP in 2013/14, and thereafter to about 5 percent of GDP in

the outer years.

54.  Stability in interest rates and improved investor confidence should enable the
capital and financial account to be in surplus and offsetting the current account
deficit. This will allow the Central Bank of Kenya to build up foreign exchange

reserves gradually.

C. Medium Term Fiscal Framework

55. We will continue to pursue prudent fiscal policy to assure macroeconomic
stability. In addition, our fiscal policy objective will provide an avenue to support
economic activity while allowing for implementation of the new Constitution within
sustainable public finances. As such, the Government is committed to a gradual
reduction in the overall fiscal deficit (including grants) to 3.5 percent of GDP in the
medium term. This will help to bring down the debt-to-GDP ratio to well below 45
percent and contribute to reducing pressure in the current account, in addition to
providing adequate room for future countercyclical fiscal policy in the event of a

shock.

56. With respect to revenue, the Government will maintain a strong revenue effort
at 23-25 percent of GDP over the medium term. Measures to achieve this effort
include simplification of the tax code in line with international best practices and
improved tax compliance with enhanced administrative measures. In addition, the
Government will rationalize existing tax incentives, expand the income tax base and

remove tax exemptions as envisaged in the Constitution. In addition to the proposed

Budget Review and Outlook Paper, 2012 19



VAT bill that is under the consideration by Parliament, the Government is reviewing
all other tax legislations in order to simplify and modernize them as indicated in the

FY 2012/13 Budget Statement.

57.  Following the discovery of hydro carbons (petroleum deposits) in our country,
the Government is engaging with stakeholders to develop a comprehensive policy
and legislative framework covering licensing, revenue sharing, taxation and
sustainable use of the resources. This will ensure that we derived maximum benefit

from these national resources.

58. On the expenditure side, the Government will continue with rationalization of
expenditure to improve efficiency and reduce wastage. Expenditure management
will be strengthened with implementation of the Integrated Financial Management
Information System (IFMIS) across Ministries and Departments and subsequently at
the county level following decentralization. Above all, the new PFM Act, 2012 is

expected to accelerate reforms in expenditure management system.

59.  The fiscal stance envisages continued borrowing from domestic and external
sources, with the latter being largely on concessional terms. Non-concessional
external borrowing will be undertaken in a cautious manner and limited to bankable
projects and the stated ceiling in the Medium-Term Debt Strategy Paper. The
Government will ensure that the level of domestic borrowing does not crowd out the

private sector to allow the expected increase in private investment to pick up.

60.  The Government remain committed to accessing international capital market
with caution, including floating a sovereign bond when the global financial
conditions permit. As was the case previously and in line with the new PFM law,

borrowed resource would be used for development expenditures only.
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D. Risks to the outlook

61.  The risk to the outlook for 2013 and medium-term include further weakening
in global economic growth and unfavourable weather conditions should there be any
drought in 2013 and years ahead. Also, reversal in the current easing of international
oil prices may fuel inflation and weaken growth. Finally, unsuccessful transition to a
decentralized system of government could weaken investor confidence and slow
down growth. Should these risks materialize the government will undertake

appropriate measures to safeguard macroeconomic stability.
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IV. RESOURCE ALLOCATION FRAMEWORK

A. Adjustment to 2012/13 Budget

62.  Given the performance in 2011/12 and the updated macroeconomic outlook,
the risks to the FY 2012/13 budget include weaker revenue performance in 2012/13
and the medium term. Expenditure pressures with respect to salary demand from
the health and education sectors continue to persist, and so are demands for security
interventions in Somalia. In addition, implementation pace in the spending units
continues to be a source of concern especially with regard to the development
expenditures and uptake of external resources. These risks will be monitored closely
and the Government would take appropriate measures in the context of the next

Supplementary Budget.

63.  Adjustments to the 2012/13 budget will take into account actual performance
of expenditure so far and absorption capacity in the remainder of the financial year
Because of the resource constrains, the Government will rationalize expenditures by
cutting those that are non-priority. These may include slowing down or
reprioritizing development expenditures in order for the Government to live within
its means. Utilization of contingencies funds will be within the criteria specified in

the new PFM law.

64.  Any review of salaries and benefits for the public sector workers will be
conducted by the Salaries and Remunerations Commission (SRC) in accordance with
Article 230 of the Constitution and Regulations on Pay Review and Determination,

expected to be published shortly in the Gazette Notice by the SRC.

65.  In addition, the Government will consider making decision to put on hold
approval of any policy and proposed legislation, which establishes a new public

sector agency with personnel and wage implications. All such establishments should
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await comprehensive restructuring of Government in accordance with the

Constitution.

66.  On the Revenue side, the Kenya Revenue Authority (KRA) is expected to
institute corrective measures to reverse the revenue lose from VAT. Options could
include enhanced compliance audit of large VAT payers, targeted reintroduction of
previous withholding mechanism, and speedy implementation of collection of other

sources of taxes such as rental income.

67.  Public entities holding surplus cash will be expected to surrender them to the

Exchequer as soon as possible.

B. Medium-Term Expenditure Framework

68.  Going forward, and in view of the recent macroeconomic circumstance and
limited resources, MTEF budgeting will entail adjusting non-priority expenditures to
cater for the priority sectors. The Second MTP (2013-2018) is currently under
preparation and will guide resource allocation, going forward. In the Meantime, the
resource allocation will be based on the updated First Medium Term Plan developed

in November 2011:

e The priority social sectors, education and health, will continue to receive
adequate resources. Both sectors (education and health) are already receiving
a significant share of resources in the budget and require them to utilize the
allocated resources more efficiently to generate fiscal space to accommodate

other strategic interventions in their sectors.

e The economic sectors including agriculture and livestock will receive
increasing share of resources to boost agricultural productivity with a view to

deal with threats in food security in the country.
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With the Government’'s commitment in improving infrastructure
countrywide, the share of resources going to priority physical infrastructure
sector, such as roads, energy and water and irrigation, will continue to rise
over the medium term. This will help the sector provide reliable and
affordable energy, as well as increased access to water and development of

irrigation projects countrywide.

Implementation of the Constitution and smooth transition to decentralization
will receive greater attention in terms of resources and capacity support to

counties.

Other priority sectors including internal security, rule of law, youth and

development of arid regions, which will continue to receive adequate

resources.

69. Reflecting the above medium-term expenditure framework, the table below

provides the tentative projected baseline ceilings for the 2013 MTEF, classified by

sector. The sector ceilings include devolved funds.

TABLE 6: Medium Term Sector Ceiling 2013/14 - 2015/16, Ksh million
Total Expenditure, Ksh Million Percentage Share of Total Expenditure
NAME OF SECTOR 201243 | 201314 ‘ 201415 ‘ 201516 | 201213 | 201314 | 201415 ‘ 2015116
Printed Ceiling Printed Ceiling

501 AGRICULTURE AND RURAL DEVELOPMENT Gross | 51,098 55048 57,345 58231 | 4.6% | 49% | 49% | 48%
502 ENERGY, INFRASTRUCTURE & ICT Gross | 268,705 | 281,267 | 290179 | 299,103 | 24.2% | 25.2% | 24.9% | 24.7%
503 GENERAL ECONOMIC, COMMERCIAL AND LABOUR AFFAIRS  Gross | 21,503 | 23469 23,085 22782 1.9% | 21% | 20% | 1.9%
S04 HEALTH Gross | 86,968 | 90,613 | 94,567 96247| 7.8% | 81% | 81% | 8.0%
505 EDUCATION Gross | 235974 | 253,085 269,657 | 284,665 | 21.3% | 22.7% | 231% | 23.6%
506 GOVERNANCE, JUSTICE, LAW & ORDER Gross | 131,990 | 122,230 127,182 131,116 | 11.9% | 10.9% | 10.9% | 10.8%
507 PUBLIC ADMINISTRATION & INTERNATIONAL RELATIONS ~ Gross | 136,120 | 120,402 | 124,729 | 131,363 | 12.3% | 10.8% | 10.7% | 10.9%
508 NATIONAL SECURITY Gross| 83,704 | 73882 77,400 82100) 7.5% | 6.6% | 6.6% | 6.8%
509 SOCIAL PROTECTION, CULTURE AND RECREATION Gross | 37,793 | 38,606 40176 | MMM | 34% | 35% | 34% | 34%
$10 ENVIRONMENTAL PROTECTION, WATER AND HOUSING Gross 55,045 58,298 60,596 61,887 ) 50% | 52% | 52% | 51%

TOTAL 1,108,903 | 1,116,901 | 1,164,917 | 1,208,625 | 100.0% | 100.0% | 100.0% | 100.0%
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C. County Budgets and the Transfer of Functions

70. A key challenge in developing the 2013/14 MTEF budget is the allocation of
funds during the transition to devolved system of governance. The County
Governments will come into operation after elections in March 2013 and there will be
not enough time for Counties to develop their plans and budgets for 2013/14 and

have them approved by the county assembly without disrupting service delivery.

71.  As such, it will be critical to have the County Government institutions
constituted and their capacities strengthened in order to enable them perform their
assigned functions effectively and efficiently. The national government through the
Transition Authority will ensure service delivery to the County Governments is not

disrupted in line with provisions in the Constitution.

72.  Although asymmetric transfer of functions is provided for in the Constitution,
the national government will rapidly builds up capacity at the county level,
especially for public financial management, so that counties are empowered to take
over their assigned functions as soon as possible. This will avoid a situation where-
by some counties have more functions transferred to them because of their stronger
capacities while other counties have less functions transferred owing to lack of

capacity.

73.  Extensive work has gone into costing the devolved functions for purpose of
determining expenditure patterns in the counties based on the assigned functions.
Also the Commission on Revenue Allocation (CRA) has proposed a formula for
sharing of revenue between national and county government and among counties. It
is therefore anticipated that the Transition Authority will build on these efforts to

facilitate phased transfer of the functions.
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74.  The next Budget Policy Statement will elaborate on the framework to ensure a

smooth transition to devolved system.

D. 2013/14 Budget framework

75.  The 2013/14 budget framework is set against the background of the updated
medium-term macro-fiscal framework set out above. Real GDP is expected to
increase by 5.8 percent in FY 2013/14 underpinned by continued good performance
across all sectors of the economy. The projected growth assumes normal weather
pattern during the year and improved investor confidence in the economy. Inflation
is expected to remain low and stable, reflecting continued implementation of a
prudent monetary policy and stable food and oil prices, as well as the shilling

exchange rate.

Revenue projections

76.  The 2013/14 budget will target revenue collection including Appropriation-in-
Aid (AiA) of 24.3 percent of GDP. As noted above, this performance will be
underpinned by on-going reforms in tax policy and revenue administration. As such,

total revenues including AiA are expected to be Ksh 1,034.9 billion.

Expenditure Forecasts

77. In 2013/14, overall expenditures are projected at 29.5 percent of GDP (or Ksh
1,259.3 billion), down from the estimated Ksh1,263.3 billion ( 32.7 percent of GDP) in
the FY 2012/13 budget owing to one-off items including expenditure on general

elections.
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J Recurrent expenditures are expected to decline slightly from 21.7
percent of GDP in the FY 2012/13 to 19.8 percent of GDP in the FY 2013/14, on

account of adjustment of one-off items and growth in nominal GDP.

> Domestic interest payments are expected to decrease relative to GDP to
2.2 percent in 2013/14 from 2.5 percent in 2012/13, while pension
expenditures will stabilize at about 1 percent.

> The wage bill is expected to stabilize at 7.3 percent of GDP in the FY
2013/14.

> Transfers to parastatals and semi-autonomous government agencies
will remain at the 2012/13 nominal value.

> Expenditure ceilings on goods and services for sectors/ministries are
based on funding allocation in the FY 2012/13 budget as the starting
point. The ceilings are then reduced to take into account one-off
expenditures in FY 2012/13 and then an adjustment factor is applied to

take into account the general increase in prices.

. The ceiling for development expenditures including donor funded
projects will increase in nominal terms to Ksh 400.6 billion (9.4 percent of
GDP) in the FY 2013/14 from Ksh 363.7 billion (9.6% of GDP) in 2012/13. Most
of the outlays are expected to support critical infrastructure that will crowd in
private sector investment. About 40 percent of development budget will be
funded by project loans and grants from development partners, while the

balance of 60 percent will be financed through domestic resources.
78. A contingency provision of Ksh 5 billion and Ksh 7.0 billion for constitutional
reform will be provided in the budget for 2013/14. Ksh 4.2 billion has also been set

aside as conditional grants to marginal areas.

Owerall Deficit and Financing
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79.  The overall budget deficit (including grants) in 2013/14 is projected to be Ksh
176 billion (equivalent to 4.2 percent of GDP). Net external financing amounting to
Ksh 88 billion (2.1 percent of GDP) is expected to cover part of this budget deficit,
leaving about the same amount of Ksh 88 billion (2.1 percent of GDP) to be financed

through domestic borrowing.

V. CONCLUSION AND NEXT STEPS

80.  The fiscal outcome for 2011/12 together with the updated macroeconomic
forecast have had ramification of the financial objectives elaborated in the last BPS
submitted to Parliament in April 2012. Going forward, the set of policies outlined in
this BROP reflect the changed circumstances and are broadly in line with the fiscal
responsibility principles outlined in the PFM law. They are also consistent with the
national strategic objectives pursued by the Government as a basis of allocation of
public resources. Details of the strategic objectives are provided in the updated first

MTP. Meanwhile, preparation of the second MTP is under way.

81.  The policies and sector ceilings annexed herewith will guide the line
ministries in preparation of the 2013/14 budget. The implications of the devolved

system on the MTEF budget will be elaborated in the next Budget Policy Paper.

82. The next Budget Policy Statement (BPS) will be finalised by
November/December 2012, well ahead of the February 2013 deadline as per the new
PFM law. Finalization by this date will allow Parliament to consider the BPS before

its dissolution of 60 days before the general elections, scheduled for March 4, 2013.
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Annex Table 1: Main Macroeconomic Indicators, 2009/10-2015/16

2009/10 | 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16
act Prov. | BPS'12 Prov | BPS'I2 BROP'I2| BPS'I2 BROP'I2| BPS'12  BROP'I2 | BROP'I2
Annual percentage change, unless otherwise indicated
National account and prices
Real GDP 42 5.1 48 47 55 54 59 58 6.3 6.1 64
GDP deflator 56 78 134 125 | 113 92 71 6.8 56 6.6 68
CPI Index (¢op) 35 | M6 | 110 101 | 80 60 | 56 55 50 50 50
CPI Index (avg) 55 6.8 160 161 98 59 6.3 6.0 50 50 50
Terms of trade (-deterioration) 58 -19 -2.0 4.9 05 -12 18 09 12 45 56
Exchange Rate(Ksh/US$, average) 6.7 825 | 8.9 869
Money and credit (end of period)
Net domestic assets 346 19.6 8.2 150 | 182 154 152 131 134 130 145
Net domestic credit to the Government 5.7 00 56 53 165 164 151 116 8.6 108 94
Credit to the rest of the economy 168 318 189 180 | 197 169 169 165 17 167 170
Broad Money, M3 (percent change) 26.2 152 172 155 | 173 162 163 159 151 161 164
Reserve money (percent change) 35 48 172 176 | 173 159 163 159 151 161 164
In percentage of GDP, unless otherwise indicated
Investment and saving
Investment 200 202 | 26 198 | 236 206 | 244 24 252 26 250
Central Government 8.6 78 95 9.1 98 96 9.6 93 98 92 94
Other 114 124 131 10.7 138 110 148 130 153 144 15.6
Gross National Saving 129 11 115 104 | 149 119 171 141 191 165 190
Central Govemment 15 24 33 31 39 24 52 47 58 49 52
Other 114 8.7 82 73 110 95 119 95 133 115 138
Central government budget
Total revenue 23 239 24.0 228 47 241 249 243 25.1 244 244
Total expenditure and net lending 25 24 | 303 289 | 307 37 298 295 29.7 2.2 29.1
Overall balance (commitment basis) excl. grants 12 -55 -6.3 6.1 -6.0 -16 -49 -53 -46 4.8 -A7
Overall balance (commitment basis) incl. grants 6.4 -48 -48 5.6 -45 -5.7 -38 4.1 -35 -3.7 -35
Primary budget balance -38 2.1 22 2.2 -18 -3.0 -14 17 -13 15 -14
Net domestic borrowing 54 30 19 19 28 28 26 21 15 19 16
Total external support (grant & loans) 25 24 36 26 39 42 33 37 33 37 40
External sector
Exports value, goods and services 25.6 219 | 210 212 | 49 252 247 249 245 249 254
Imports value, goods and services 387 42 | 32 445 | 318 408 359 394 341 318 364
Current extemal balance, including official transfers 11 91 111 94 87 8.6 13 83 6.1 12 59
Current extemal balance, excluding official transfers 10 90 111 93 8.6 8.6 13 82 6.1 11 59
Gross international reserve coverage in months of next year
imports (end of period) 31 30 36 33 37 36 39 38 40 40 40
Public debt
Nominal central government debt (eop), gross 50.0 534 500 498 | 478 499 452 474 444 4.9 4.1
Nominal central government debt (eop), net of deposits 451 486 | 4659 452 | 43 459 | 421 439 417 28 413
Domestic (gross) 26.9 214 | B1 262 | 41 256 239 247 228 27 225
Domestic (net) 20 26 | 20 215 | 207 216 | 208 211 20.1 206 197
Extemal 22 259 | 249 26 | 287 243 | 213 21 216 22 216
Nominal GDP (in Ksh billions) 2458 2,787 3295 3281 3866 3775| 4383  4266| 4916 4,826 5479
Nominal GDP (in US$ millions) 32,052 33,799 | 37917 37,756 | 44735 43,783 | 49642 48542 | 55159 54,402 61,175
Source: Ministry of Finance
BPS = Budget Policy Statement
BROP = Budget Review & Outlook Paper
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Annex Table 2: Central Government Operations 2010/11 - 2015/16 (in billions of Kenya Shillings)

200010 | 201011 201112 2012113 201314 201415 2015116
Prov, | Budget Rev.Bgt  Prov. | BPS12  Budget BROP12 | BPS2  BROPY2 | BPS12  BROPY2 | BROP'12
TOTAL REVENUE 5481 | 667.5 | 7876 8043 7482 936.5 955.0 908.7 | 10712 10349 | 12092 11755 | 1,336.0
Ordinary Revenue (excl. LATF) 5075 | 6092 | 737 7158 6907 849.3 8545 845 | 9772 9405 | 11078 10688 | 1271
Income tax 2001 | 2587 | 916 33 25 368.3 3835 308 | 423 4234 4749 4799 545.6
Import duty (nef) a3 44 55.6 5.6 517 641 674 59.1 723 67.5 81.1 76.1 86.0
Excise duty 741 806 933 81.8 789 96.3 919 911 1105 1033 1246 1163 1309
Value Added Tax 1420 | M9 | 2053 1938 1834 2328 215 814 | 2684 265.1 0.7 305.0 3495
Investment income 84 11 133 136 141 159 145 145 181 16.3 203 185 214
Other 21 410 546 56.8 50.2 719 65.7 511 855 65.2 9.2 739 84.1
LATF 104 121 163 163 164 194 202 195 22 23 2.0 253 23
Ministerial and Departmental fees (AiA) 302 462 56.6 64.3 410 67.8 647 647 ni 724 764 814 91.6
Refunds from AMISON 89 00 157 00
EXPENDITURE AND NET LENDING 7253 | 8196 | 10015 10828 9478 | 11521 12633 12000 | 12862 12593 | 14373 14090 | 15058
Recurrent expenditure 5044 | 5924 | 6569 6907 6422 760.3 805.3 8186 | 8425 8425 926.8 947.6 1,066.6
Interest payments 63.5 762 84.1 86.6 912 97.2 1058 1058 | 1068 105.1 105.6 1052 1154
Domestic interest 574 69.2 76.6 mi 823 85.5 945 %5 93.0 938 908 914 9.3
Foreign interest 6.1 70 75 89 89 116 113 13 138 14 147 138 16.1
Wages and benefits civi service) 1726 | 1985 | 2226 2294 2246 2629 265.1 m5 | 2957 335 3299 3492 390.0
Contribution to civil sevice pension fund 0.0 0.0 00 0.0 00 15.2 00 0.0 171 18.1 19.1 202 25
Civi service Reform 0.1 0.0 00 0.0 00 00 00 0.0 00 0.0 00 0.0 0.0
Pensions etc 20 517 48 326 21 37.3 410 410 429 429 472 472 519
Other 1823 | 2319 | 2672 2636 2217 2836 3099 3088 | 3145 204 3540 350.7 408.0
Defense and NSIS 5.9 60.0 56.4 786 87 641 835 835 65.6 725 732 75.1 788
Development and Net lending 2147 | 2194 | 358 32 07 370.2 410 3637 | 4213 4006 4935 4466 5154
Dormestically financed 1519 | 1501 | 2165 1997 2118 230.8 2186 2186 | 2618 220 3259 265.9 2932
Foreign financed 60.5 670 | 117 1829 86.0 136.6 260 1425 | 1425 156.0 164.6 1780 2193
Net lending 23 23 26 26 28 28 25 25 29 26 31 27 28
Drought Expenditures 6.1 32 20 6.8 49 00 00 0.0 00 0.0 00 0.0 0.0
Contingencies 0.0 0.0 20 0.0 00 50 50 50 50 50 50 50 50
Consfitution Reform 0.0 46 20 0.0 00 130 30 98 7.0 70 50 50 30
Conditional grants to marginal areas ("Equalization Fund") 21 00 36 30 30 43 42 50 48 58
Balance (commitment basis excl. grants) AT12 | 454 | 239 2184 496 | 257 3083 2014 | 250 244 | 2281 2335 -250.7
Adjustment to cash basis 0.0 -04 20 29 00 00 13 20 00 0.0 00 0.0 0.0
Project grants 207 188 40 470 163 483 56.2 56.2 484 484 56.4 5.3 65.9
Programmme grants* 0.0 0.0 00 11 00 00 00 157 00 0.0 00 0.0 0.0
Balance (cash hasis including grants) 4565 | 337 | 709 214 1843 | 1674 2508 2175 | 1666 1760 | 1717 712 -193.8
Statistical discrepancy {01 24 00 0.0 -224 00 00 0.0 00 0.0 00 0.0 0.0
FINANCING 1564 | 1116 | 1709 2213 1619 1674 250.8 1744 166.6 176.0 1.7 1712 1938
Net foreign financing 29 24 514 1652 9.5 60.7 1441 674 526 88.0 9.9 858 106.0
Project loans 398 482 767 1359 07 884 169.8 864 94.1 1076 1082 217 1634
IDA counterpart refinancing 0.0 0.0 30 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Programme loans 0.0 0.0 00 0.0 00 00 0.0 0.0 00 0.0 00 0.0 0.0
Commercial Financing 0.0 0.0 00 513 513 00 0.0 6.8 41 65.9 46 0.0 0.0
Repayments due 87 | 05 | 268 254 -254 -282 -26.2 -26.2 -86.2 -86.0 -36.3 -36.3 479
Change in arears 14 -01 00 0.0 14 00 0.0 0.0 00 0.0 00 0.0 0.0
Rescheduling/Debt swap 05 05 05 05 05 05 05 05 05 05 05 05 05
Privatization proceeds 0.0 0.0 00 0.0 00 00 0.0 0.0 00 0.0 00 0.0 0.0
Net domestic borrowing 1335 | 834 | 195 621 63.4 106.7 106.7 1067 | 1141 88.0 748 913 87.9
Financing gap 0.0 0.0 00 0.0 00 0.0 0.0 434 0.0 0.0 0.0 0.0 0.0
Memo items
External Debt 5600 | 7229 | 7167 746 9049 973 | 924 9%98 | 10517 10723 | 11818
Domestic Debt (gross) 660.3 | 7642 | 8836 858.8 933.1 956 | 10471 10536 | 11220 11449 | 12328
Domestic Debt (nef) 5405 | 6305 | 7486 7340 7069 799.3 8137 | 9133 901.7 966.2 993.0 1,080.9
Primary budget balance 930 | -675 | 868 408 707 -10.2 4449 AT | 598 -10.9 -66.2 19 -185
Devolved funds:
County Revenue Fund (Min. 15% of prev. year's revenues) 108.9 106.1 130.3 1266 149.9 1444 160.3
Equalization Fund (0.5% of previous years revenues) 36 30 43 42 50 48 53
Nominal GDP 24584 | 27873 | 31841 32812 32812 | 38665 38665 37752 | 43625 42655 | 49164 48264 | 54794

Source: Ministry of Finance
* 2012113 relates to refunds from AMISOM

Notes:
BPS = Budget Policy Statement
BROP = Budget Review & Outlook Paper
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Annex Table 3: Central Government Financial Operations, 2010/11 - 201516 (in percent of GDP)
200010 | 2010111 201112 201213 201314 2014115 2015116
Prov. Prov. | Budget |Rev.Bdgt Prov. | BPSY2  Budget |BROP12 | BPS2 | BROP12 | BPS42 | BROP12 | BROP12
TOTAL REVENUE 23% | 9% | 247% | 245% | 228% | 242% | A4T% | 4% | A4% | 43% | 246% 21.4% 21.4%
Ordinary Revenue (excl. LATF) 206% | 21.9% | 224% | 21.8% | 204% | 20% | 214% | 218% | 223% | 20% | 225% 21% 22%
Income tax 85% | 93% | 92% | 95% 9.5% 9.5% 9.9% 9.8% 9.6% 9.9% 9.7% 9.9% 10.0%
Import duty (nef) 17% 7% | 17% | 1.7% 1.6% 17% 1.7% 1.6% 1.6% 16% 17% 1.6% 16%
Excise duty 30% | 29% | 29% | 25% 24% 2.5% 24% 24% 2.5% 24% 25% 24% 24%
Value Added Tax 58% | 62% | 64% | 59% 5.6% 6.0% 6.0% 6.1% 6.1% 6.2% 6.3% 6.3% 64%
Investment income 0.3% 0.4% 0.4% 0.4% 0.4% 0.4% 04% 0.4% 0.4% 04% 04% 0.4% 04%
Other 1.3% 15% | 17% | 1.8% 1.5% 1.9% 1.7% 1.5% 20% 15% 20% 1.5% 15%
LATF 04% | 04% | 05% | 05% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 05%
Ministerial and Departmental fees (AIA) 1.2% 17% 18% | 20% 1.2% 1.8% 17% 17% 1.6% 17% 16% 17% 17%
Refunds from AMISON 00% | 03% 0.0% 0.4% 0.0%
EXPENDITURE AND NET LENDING 205% | 204% | 315% | 38.0% | 289% | 29.8% 2% | 8% | 293% | 295% | 292% 202% 20.1%
Recurent expenditure 205% | 213% | 206% | 21.0% | 196% | 197% | 208% | 217% | 192% 19.8% 18.9% 19.6% 19.5%
Interest payments 268% | 27% | 26% | 26% 2.8% 2.5% 2% 2.8% 24% 25% 21% 2.2% 21%
Domestic interest 23% | 25% | 24% | 24% 2.5% 2.2% 24% 2.5% 21% 22% 1.8% 1.9% 18%
Foreign interest 02% | 03% | 02% | 03% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%
Wages and benefits (civil service) 7.0% 4% | 70% | 7.0% 6.8% 6.8% 6.9% 4% 6.7% 13% 6.7% 1.2% 1%
Contribution to civil sevice pension fund 0.0% 0.0% 0.0% 0.0% 0.0% 04% 00% 0.0% 04% 04% 04% 04% 04%
Civil service Reform 00% | 0.0% | 00% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Pensions etc 12% | 09% | 11% | 1.0% 0.8% 1.0% 1.1% 11% 1.0% 1.0% 1.0% 1.0% 09%
Other T4% | 83% | 81% | 80% 6.8% 17.3% 8.0% 8.2% 1.2% 6.8% 12% 17.3% 4%
Defense and NSIS 23% | 22% | 18% | 24% 24% 17% 22% 2.2% 1.5% 17% 15% 1.6% 14%
Development and Net lending 87% | 7.9% | 105% | 1.7% | 92% 9.6% 11.6% 9.6% 9.7% 94% 10.0% 9.3% 94%
Dormesticaly financed 62% | 54% | 68% | 61% 6.5% 6.0% 5.7% 5.8% 6.4% 5.7% 6.6% 5.5% 54%
Foreign financed 25% | 24% | 37T% | 56% 2.6% 3.5% 58% 3.8% 3.3% 37% 3.3% 37% 40%
Netlending 04% | 0.1% | 01% | 01% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Drought Expenditures 02% | 01% | 01% | 02% 0.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Contingencies 00% | 0.0% | 01% | 00% 0.0% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Constitution Refom 00% | 02% | 01% | 00% 0.0% 0.3% 0.1% 0.3% 0.2% 0.2% 0.1% 0.1% 0.1%
0.0%
Balance (commitment basis excl. grants) 2% | 55% | -67% | -85% | -61% 5.6% 8.0% 1.7% -4.9% 5.3% 4.6% 4.8% 4%
Adjustment to cash basis 00% | 0.0% | 01% | 01% 0.0% 0.0% 0.0% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%
Project grants 08% | 07% | 1.3% | 14% 0.5% 1.2% 1.5% 1.5% 1.1% 1.1% 1.1% 1.2% 12%
Programmme grants* 00% | 0.0% | 00% | 00% 0.0% 0.0% 0.0% 0.4% 0.0% 0.0% 0.0% 0.0% 0.0%
Balance (cash basis including grants) 64% | A48% | 54% | -69% | -56% | 43% 65% | 58% | -38% 4.1% -3.5% 31% -3.5%
Statistical discrepancy 00% | 08% | 00% | 00% | -0.7% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
FINANCING 64% | 40% | 54% | 69% 49% 43% 6.5% 4.6% 3.8% 41% 3.5% 3% 3.5%
Net foreign financing 0.9% 10% | 16% | 50% 3.0% 1.6% 37% 1.8% 1.2% 21% 20% 1.8% 19%
Projectloans 1.6% 17% | 24% | 41% 2.2% 2.3% 44% 2.3% 21% 25% 22% 2.5% 28%
IDA counterpart refinancing 00% | 0.0% | 0.0% | 01% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Programme loans 00% | 0.0% | 0.0% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Commercial Fin./Sovereign bond 00% | 0.0% | 0.0% | 16% 1.6% 0.0% 0.0% 0.2% 1.0% 15% 0.5% 0.0% 0.0%
Repayments due 08% | 7% | 08% [ 08% | -08% 0.7% 7% | -07% | -20% -2.0% 0.7% -0.8% 0.9%
Change in arears 04% | 0.0% | 0.0% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Rescheduling/Debt swap 00% | 0.0% | 00% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Privatization proceeds 00% | 0.0% | 00% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Refinancing - Telkom 00% | 0.0% | 00% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Net domestic borrowing 54% | 30% | 38% | 19% 1.9% 2.8% 28% 2.8% 2.6% 21% 15% 1.9% 16%
Financing gap 00% | 0.0% | 00% | 00% 0.0% 0.0% 0.0% -1.1% 0.0% 0.0% 0.0% 0.0% 0.0%
Memo items
Total public debt (net) 362% | 486% | 452% | 452% | 452% | 436% | 436% | 439% | 447% | 43.9% | 428% 428% 4.3%
Domestic Debt (gross) 269% | 2714% | 27.8% 262% | 24.1% 0.0% 266% | 239% | 247% | 228% 2B.7% 25%
Domestic Debt (net) 200% | 226% | 235% | 224% | 215% | 20.7% 0.0% 216% | 208% | 2.4% | 201% 206% 19.7%
Primary budget balance 38% | 21% | 27% | 43% | -22% -1.8% B0% | -30% | -14% 7% 1.3% -1.5% 14%
Devolved funds: 00% | 0.0% | 0.0% | 00% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
County Revenue Fund 30% 30% 3.0% 29%
Equalization Fund 0.1% 0.1% 0.1% 0.1%
Judiciary Budget 0.1% 0.3% 0.3% 0.3% 0.3% 0.0% 0.3% 0.2% 0.2% 0.2% 0.2% 00%
Parliament Budget 0.3% | 03% | 02% 0.2% 0.3% 0.0% 0.3% 0.2% 0.3% 0.2% 0.2% 0.0%
Nominal GDP 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 1000% | 100.0% | 100.0% | 100.0% | 100.0% | 100.0% | 1000% | 100.0%
Source: Ministry of Finance
* 2012113 relates to refunds from AMISOM
Note
BPS = Budget Policy Statement
BROP = Budget Review & Outlook Paper
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ANNEX TABLE 4: Total Expenditure Ceilings for the MTEF Period 2011112 - 2015/16, Ksh million
NAME OF SECTOR 201011 201112 201243 | 201344 | 201415 | 2015186
Approved | Printed | Revised | Printed Ceiling

§01 AGRICULTURE AND RURAL DEVELOPMENT Gross |  42885| 47,849 52955 51,098 55,048 57345 58.2M
§02 ENERGY, INFRASTRUCTURE & ICT Gross | 189,093| 226,395| 219,002 268,705 281,267 290,179| 299,103
§03 GENERAL ECONOMIC, COMMERCIAL AND LABOUR AFFAIRS Gross | 21,344 | 20,949 | 19469 | 21,503 | 23469 23,085 22782
§04 HEALTH Gross | 55,156 e4314| 72,751 | 86968 90613 94567 96,247
§05 EDUCATION Gross | 190,224 202,338| 213877| 235974 253,085 269657 284,665
§06 GOVERNANCE, JUSTICE, LAW & ORDER Gross | 78606 110,646| 106,133 131,990 122230 127,182 131,116
§07 PUBLIC ADMINISTRATION & INTERNATIONAL RELATIONS  Gross | 95,897 | 124075 110,531 | 136120 120402 124729 131,363
§08 NATIONAL SECURITY Gross | 56,686 5163| 78,560 83,704 73862 77400 82,100
§09 SOCIAL PROTECTION, CULTURE AND RECREATION Gross |  34,651| 35625 3809 | 37,793 38606 40476 41M
§10 ENVIRONMENTAL PROTECTION, WATER AND HOUSING Gross | 48,501 54453| 47,707 55045 58,298 60,596 61,887

TOTAL 809,842 | 952,008 | 939,074 | 1,108,903 | 1,116,901 | 1,164,317 | 1,208,625

32



ANNEX TABLE 5: Recurrent Sector Ceilings for the MTEF Period 2013/14 - 2015/16 (Ksh Million)

NAME OF SECTOR 2010/11 2011/12 2012113 | 2013/14 ‘ 201415 | 2015/16
Approved | Printed | Revised | Printed Ceiling

501 AGRICULTURE AND RURAL DEVELOPMENT Gross 21,686 | 22,747 | 22,861 | 24,664 | 26,934 | 29,015| 29,558

Al-A 1,763 1,616 1,751 2,526 2,555 2,591 2,592

Net 19,922 | 21,728 21,410| 22,137| 24,379 | 26424 | 26,966

Of Which: | Salaries 8,822 9,037 | 10,065 10410| 10,756 | 11,079 11,411

Grants & Transfers 9,001 9,885 9,131 | 10465| 11,377 12,418 12,118

Others 3,863 3,825 3,665 3,789 4,801 5,818 6,029

502 ENERGY, INFRASTRUCTURE & ICT Gross 47,105 | 56,111 | 55601 | 62,928 | 66,649 69,691 72,675

Ad-A 36,580 | 42,742 | 45262 | 50,123 | 52,446| 54,855| 57,593

Net 10,525 | 13,369 | 10,339 | 12,805| 14,203| 14,835 | 15082

Of Which: | Salaries 3,220 3,339 3,505 3,611 3,728 3,839 3,955

Grants & Transfers | 38,725| 48,638 | 48,555 | 54,359 | 56,626 | 58,715| 61,409

Others 5,159 4,134 3,541 4,958 6,295 7,137 7,312

503 GENERAL ECONOMIC, COMMERCIAL AND LABOUR AFFAIRS | Gross 8,021 8,816 9,029 | 10,417 | 11,206 | 10,673 | 10,908

Al-A 437 422 542 542 564 563 564

Net 7,584 8,394 8,487 9,058 | 10,642 | 10,410| 10,345

Of Which: | Salaries 1,613 1,663 1,828 1,903 1,971 2,030 2,091

Grants & Transfers 3,805 4,123 4,137 4,992 5,190 5,217 4,700

Others 2,603 3,030 3,064 3,223 4,045 3,426 4117

504 HEALTH Gross 37,208 | 38,509 | 43,820| 54,584 | 58374 60,391 61,821

Al-A 3,883 3,882 3,882 3,882 3,891 3,898 3,898

Net 33,325| 34,717 | 39,947 | 50,702 | 54,482| 56,493 | 57,924

Of Which: | Salaries 19,247 | 19,924 | 23,743 | 32,055| 33,817| 35116| 35827

Grants & Transfers | 12,583 | 12,596 | 13,898 | 15,657 | 16627 | 17,410| 17,609

Others 5,379 6,079 6,188 6,872 7,931 8,165 8,385

505 EDUCATION Gross 175,014 | 184,719 | 190,728 | 209,258 | 224,388 | 239,120 | 253,563

Al-A 18,539 | 18,699 18,530| 19,110| 19,831 | 20,294| 20,733

Net 156,475 | 166,020 | 172,198 | 190,148 | 204,558 | 218,826 | 232,830

0f Which: | Salaries 102,101 | 108,924 | 115173 | 122,829 | 131,562 | 140,509 | 149,795

Grants & Transfers | 49,887 | 51,454 | 54,72 57,412 63,055| 67,920| 71,934

Others 23,026 | 24,340 | 24,383 | 29,016 | 29,772| 30,692 31,834

506 GOVERNANCE, JUSTICE, LAW & ORDER Gross 81,720 | 97,772 95417 | 115908 | 104,900 | 108,060 | 111,493

Al-A 4,872 33 228 873 1,098 1,146 1,184

Net 76,847 | 97441 | 95189 | 115035| 103,802 | 106,915 | 110,310

Of Which: | Salaries 50,582 | 59,787 | 55,397 | 67,882 | 63,433| 65483 | 67,594

Grants & Transfers 4,847 4,230 3,992 4,964 4,733 4,892 4,979

Others 26,291 | 33,755| 35966 | 43,062| 36,763 | 37,713 | 38920

507 PUBLIC ADMINISTRATION & INTERNATIONAL RELATIONS Gross 50,200 | 49,856 | 51,341 | 63,896 | 68,074 | 69,696 | 70,929

AlA 930 967 1,220 1,215 1,244 1,274 1,306

Net 49,269 | 48,889 | 50,121 | 62,681 66,092 | 68,584 | 69,785

Of Which: | Salaries 11,691 | 16,430 13,199 | 19,935| 23,941 | 24,459 | 24,990

Grants & Transfers | 20,646 | 19,756 | 20,216 | 24,016 | 24,492 | 24,796| 25256

Others 17,246 | 17,491 | 17,926 | 19,944 | 20,030 | 20,814| 21,043

508 NATIONAL SECURITY Gross 50,394 | 65,163 | 78,560 | 83,704| 73,882 77,400 82,100
Al-A 432 - - - - - -

Net 49,962 | 65163 | 78,560 | 83,704| 73,882| 77,400| 82100

Of Which: | Salaries 601 606 634 644 663 683 704

Grants & Transfers | 48,664 | 64421| 77,781 | 82,833 | 72985 | 76/476| 81,148

Others 1,128 135 145 227 234 244 248

509 SOCIAL PROTECTION, CULTURE AND RECREATION Gross 16,209 | 19,906 | 21,002 | 19,271 20,664 | 21,572 | 22,079

Al-A 185 105 114 127 140 154 “

Net 16,024 | 19,801 | 20,888 | 19,144 | 20,523 | 21,418| 22,038

Of Which: | Salaries 2,753 2,854 3,263 3,459 3,590 3,698 3,809

Grants & Transfers 6,049 9,988 9,793 7,656 8,078 8,221 8,221

Others 7,407 7,065 7,951 8,157 8,995 9,654 | 10,050

$10 ENVIRONMENTAL PROTECTION, WATER AND HOUSING Gross 9,998 | 10,410 | 10,671 | 11,348| 12,267 | 12,452 12,634

Al-A 3,054 2,612 2,923 2,961 3,044 3,044 3,105

Net 6,944 7,498 7,147 8,387 9,223 9,408 9,529

Of Which: | Salaries 2,973 3,119 3,366 3,402 3,520 3,633 3,744

Grants & Transfers 4,168 3,988 4,523 4,902 5,012 5,012 5012

Others 2,857 3,003 2,781 2,918 3,735 3,807 3,881

TOTAL RECURRENT Gross 497,553 | 553,799 | 579,038 | 655,678 | 667,338 | 698,070 | 727,761

Al-A 70,675| 71,376 | 74,452 | 81,359 | 84,813 87,820 91,015

Net 426,878 | 483,020 | 504,586 | 573,801 | 582,687 | 610,412 | 636,908

Of Which: | Salaries 203,603 | 225,384 | 230,173 | 266,130 | 276,980 | 290,529 | 303917

Grants & Transfers | 198,374 | 229,079 | 243,198 | 267,257 | 268,174 | 280,476 | 292,385

Others 94,959 | 102,557 | 105,611 | 122,166 | 122,600 | 127,465 | 131,820
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ANNEX TABLE 6: Development Sector Ceilings for the MTEF Period 2013/14 - 2015/16 (Ksh Million)
NAME OF SECTOR 201011 201112 | 2012113 | 201314 | 2014/15 | 2015/16
Approved | o ted | Revised | Printed Ceiling
501 | AGRICULTURE AND RURAL DEVELOPMENT Gross 25,655 | 25,102 | 30,094 | 26,434 | 26,114 28331 | 28,673
GOK 18912 14,156 | 15,619 | 16,095 | 16435 18,851 16,820
Loans 5223|6705 6352] 5469| 5201 5211|5291
Grants 5520 4241| 6973| 4870| 6468 6468| 6,362
502 | ENERGY, INFRASTRUCTURE & ICT Gross 121,545 | 170,484 | 163,401 | 205,778 | 214,618 | 220,489 | 226,428
GOK 66,249 | 14,76 | 71,601 | 77417| 85,056 90,219 | 96,493
Loans 42,154 86,397 | 80,768 | 114,288 | 114751 | 114751 | 114,239
Grants 5718| 4973|5353 9861|9607 9607| 9,607
Local AIA|  Ta24| 4938| 5679| 4513| 5204 5912| 6,089
503 | GENERAL ECONOMIC, COMMERCIAL AND LABOUR AFFAIR Gross 13781 12,133 10,440 | 11,386 | 12,263 | 12,412 11,874
GOK 0,086 | 7981| 7,044| 889| 9773 9922| 10,134
Loans 3,035 | 3,207| 2422| 1595| 1,595 1,595 1,595
Grants 1405 ee0| T 720| 40| 60| 640|640
Local AlA|  285|  255| 285| 25|  255| 285 255
504 | HEALTH Gross 20,169 | 25,745 | 28923 | 32385 | 32240 34176 | 34,426
GOK 8832|7372 | 7384 10810] 11,632 12,601 | 12,851
Loans 3886|6020 8131| 7,050| 7,050 7,080] 7,050
Grants 7450 | 12,323 | 13407 14524 | 13557 14,524 | 14,524
505 | EDUCATION Gross 18,005 17,620 | 23,149 | 26,716 | 28,697 | 30,337 31,102
GOK 12454 9520|9229 | 14,355 | 16,336 | 18,477 18,74
Loans 2,703 | 6,047| 10892 8987|8987 8987| 8,987
Grants 3238 | 2,082| 3028| 3374|3374 3374|3374
506 | GOVERNANCE, JUSTICE, LAW & ORDER Gross 8,300| 12,874 | 10746 | 16,083 17,330 19,422] 19,622
GOK 7407 | 11,640 | 9392 14913 | 16222 17,904 | 18,403
Loans I Y A T T
Grants 862 1234 1264| 4410|1008 1459 1459
$07 | PUBLIC ADMINISTRATION & INTERNATIONAL RELATIONS| Gross 38,976 | 74,219 | 59,189 | 72,224 | 52328 55032 | 60,435
GOK 25,506 | 56,983 | 42,030 | 54,542 | 38430 40926 | 46,087
Loans 3414| 7855| 8397| 4690 4961 5,440 5202
Grants 10,056 9,357 8739 12,960 | 8,905| 8,934 9,114
509 | SOCIAL PROTECTION, CULTURE AND REGREATION Gross 17,961 15,718 | 17,089 | 18522 | 17,943 | 18,603 | 19,052
GOK 7684| 7555| 72357 8d42| 7,843 8378|8783
Loans 6ada | 5827| 6390| 6372|6071 6495|6240
Grants 3834|2336 | 3342] 4008|4028 4031 | 4,028
$10 | ENVIRONMENTAL PROTECTION, WATER AND HOUSING | Gross 419 | 44,344 | 37,036 | 43697 | 46,031 48,144 | 49,253
GOK 15783 19,389 | 17,935 | 17,200 | 18,278 | 21,736 | 22,846
Loans 15092 | 20,353 | 13,543 | 21,279 | 24,279 | 24,279 | 24,279
Grants 5644 | 4602| 5556| 5129| 5474 5429|5129
TOTAL DEVELOPMENT Gross | 301,902 398,208 | 380,036 | 453,225 | 449,563 | 466,847 | 480,864
GOK 167,613 | 208,772 | 187,590 | 222,459 | 221,005 | 236,314 | 254,158
Loans 82,082 | 142,412 | 136,956 | 169,791 | 169,966 | 170,269 | 169,944
Grants 43728 41,808 | 48,382 56,175 | 53,100 53,865 54,13
Local AlA| T879|  5193| 5934| 4768| 5459 6167 6,344
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