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LEGAL BASIS FOR THE QUARTERLY ECONOMIC AND BUDGETARY REVIEW

The Quarterly Economic and Budgetary Review Report is Published ir
accordance with Setion 83 of the Public FinanceManagement Act, 20121t
statesas follows

83. (1) An accounting officer for a national government entity st
prepare a report for each quarter of the financial year in respect of the entit

(2) In preparing a quarterly report for a national government entity,
accounting officer shall ensure that teport

(a) Contains information on the financial and Aiamancial performance of
the entity; and

(b) Is in a form that complies with the standards prescribed and publ
by the Accounting Standards Board from time to time.

(3) Not later than fifteexays after the end of each quarter, the accoun
officer shall submit the quarterly report to the Cabinet Secretary responsib
the entity and the National Treasury.

(4) The Cabinet Secretary responsible for an entity shall forward a co
the rgoort to the Cabinet Secretary and Controller of Budget.

(5) Not later than forty five days after the end of each quarter, the Nat
Treasury shad

(a) consolidate the quarterly reports and submit them to the Nat
Assembly and a copy of the remorto the Controller of Budget
Auditor-General and the Commission on Revenue Allocation; and

(b) Publish and publicize the reports.

(6) In the case of an entity that is a state corporation, the accounting ¢
for the corporation shall submit the gteaty report to the Cabinet Secreta
responsible for the corporation who shall, upon approving it, forward a co
the Cabinet Secretary.
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HIGHLIGHTS OF THE 201 9/20FIRST QUARTER, QUARTERLY ECONOMIC AND
BUDGETARY REVIEW REPORT

1.

Economic growth

The economy remains resilient and recorded a fairly stable growth of 5.6 percent in the
second quarter of 2019 comparedaa@rowth of 6.4 percent in the corresponding
quarter of 2018This growth was mostly supported laystrong performance in the
service sector industries such as information and communication, transportation,
construction, accommodation and food services, financial and insurance activities.

. Stable prices

The macreaeconomic environment remained stable watlv and stablenflation rates
within the 5.0 (+2.5) percent targetand a competitive exchange rate to support
exports. Yearon-year overall inflationremained stable at 3.8 percent in September
2019 lower thanthe 5.7 percent in September 2018. The decline in inflation in
September 2019 was mainly on account of reduction in pricesréfood products
due to increased supply.

Balance of Payments

The overall balance of payments position was a deficit of US$416§2million (1.3
percent of GDP) in the year to September 2019 from a deficit of US$ 771.0 million
(0.9 percent of GDP) in the year to September 2018. The increase in deficit was
occasioned by a deterioration in the financial account that more than tféset
improvements in the current account. The current account deficit narrowed by 15.4
percent to a deficit of US$ 3,754 million in the year to September 2019 compared to a
deficit of US$ 4,436.8 million in the year to September 2@8a percentage of GB

the current account deficit narrowed down to 3.9 percent in September 2019, from 5.0
percent in September 2018.

Foreign Exchange Reserves

The banking systembébs foreign exchange
million in September 2019 from USHL,861 million in SeptembgR018. The official
foreign exchange reserves held by the Central Bank improved to US$ 9,632 million (6
months of import cover) in September 2019 compared to US$ 8,545 million (5.6
months of import cover) in September 2018. Caruial banks holdings stood at US$
3,642 million in September 2019 up from US$ 3,316 million in September 2018.

Money and Credit

Broad money supply, M3slowed down to a growth of 6.5 percent in the year to
Septembel019 compared to a growth of 8pgrcent in the year to Septemb2018.
The slowdown was due to the decline in bdtbt Foreign Assets (NFA) andNet
DomesticAssets (NDA). The decline igrowth of NDAs was largelyattributed tothe
decreasén growth of net domestic credit the other publicsector.

Capital Markets

Activity in the capital market slowed down with equity share prices declining as shown
by the NSE 20 Share Index, which stoaid2,432 points by end Septemb2019
compared to 876 points by end September, 2018. The depresseel ghees resulted

in lower market capitalization dfsh 2,190 billion from Ksh 2,211 billion over the
same period in 2018.
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7. Revenue Collection
The National Government cumulative revenue collection includingl-A for the
periodbetween JuhSeptembeP019 amounted tdsh 421.2billion (equivalent to4.1
percentof GDP) against a target 88h 495 billion (equivalent to4.8 percentof GDP).
It was below targeby Ksh 73.9billion mainly due to shortfalls in all major tax heads
and Al-A.

8. Expenditure and Net Lending
The total expenditure and net lendingclusive of transfers to county governmefuas
the period endin@0th September2019 amounted tdsh 544.6billion. This wasKsh
21 billion below the target oKsh 565.6 billion which was largely attributed ttow
albsorption of wages and salariesd development projects fundsy the National
Government

9. Guaranteed Loans
Between July- September2019, the National Governmengaid a total of KSh 330

million on account of guaranteed loans iagaa projected debt service kK§h 316.2
million.

10. Fiscal Balance
The fiscal balance, on a commitment basis (excluding grants), amounted to a deficit of
Ksh 123.5 billion (equivalent tol.2 perceniof GDP), as athe end of Septemb019.

11.External Financing
The Net ForeignFinancing amounted to a ndiorrowing of Ksh 13.1 billion
(equivalent tdd.9 percentof the GDP)duringthe quarterending 30th5eptembe019

12.Net Domestic Borrowing
Net domestic financing amounteddmetborrowingof Ksh 80.8billion (equivalent to
0.8 percentof GDP)in thequarterending30th Septembe2019.

13.Domestic DebtStock
Total gross domestic debt stoiticreased byl2.4 percentfrom Ksh 2,540.7billion as
at endof SeptembeR018 to Ksh 2,856.6billion by the end of Septemb2019.

14.External Debt Stock
The total external delstock, including the International Sovereign Bosithod atksh
3,111.8billion by the endof SeptembeR019. The debt stock comprisexd commercial
debt (34.3percentincluding International Sovereign Bond), multilateral debt (32.9
perceny}, bilateral debt (32.percenf , and supplO6earcerh credi t

d ¢






RECENT ECONOMIC DEVELOPMENTS

1.0RECENT ECONOMIC DEVELOPMENTS

1.1 Economic Growth

1. The economy remains resilient reciglafairly stable growth of 5.6 percent in the
second quarter of 2019 comparedatgrowth of 6.4 percent in the corresponding quarter
of 2018. Tlis growth was mostly supported lystrong performance in the service sector
industries such as information and communication, transportation, construction,
accommodation and food services, financial and insurance activities.

Chart 1: Quarterly Economic Growth Rates, percent
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2. Agriculture sector grew by 4.1 percent in the second quarter of 2019, this was a

sl owdown compared to a 6.5 percent gr owt h
growth was haipered by contraction in volumes of fruits, vegetables and tea production
occasioned by lower than expected rainfall Never t hel es s, the secto
supported by increased production of cut flower, coffee and sugarcane. The contribution

of Agricultural sector to real GDP growth waspércentin the second quarter of 2019

compared to 1.5 percent in the same quarter of 2018.

3. The Nonagricultural sector (service and industry) remained robust in the second
guarter of 2019, growing by 6.3 percent niaisupported by the services sector. This
growth was however, slower than the 6.6 percent growth in the same quarter in 2018
mainly due to deteriorated activities in accommodation and food services and electricity
and water supply sectors. The sector abuted 4.1 percent to real GDP growth in the
second quarter of 2019 comparedataontribution o#4.3 percent in the same quarter of
2018.(Table 1).
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Table 1: Sectoral GDP performance

Real GDP Growth by Sectors Sector Contribution to Real GDP Growth

Sectors 2016 2017 2018 2019 2016 2017 2018 2019

Q1 0201 02|01 0Q2]01 Q2|01 Q2/01 Q2|01 Q2{Q1 Q2

Primary Industry 37 76 |42 08 |73 64 |51 42 |10 19 (11 02 |20 15|14 10
Agriculture, Forestry and Fishing | 3.6 7.6 |41 07 |75 65 |52 41|10 18|11 02 (20 15|14 10
Mining and Quarrying 58 94 |58 43 (24 29 (22 57 (01 0101 00100 00 (00 01
Secondary Sector (Industry) 47 65 (43 38 |50 55 |43 53 (08 12|08 07|09 1.0 (07 10
Manufacturing 14 49 |16 01|38 47 (32 42 (02 0502 00 ({04 0503 04
Electricity and Water supply 103 11582 83 |65 84 |61 56 |02 0302 02|02 0202 02
Construction 92 73|79 91|66 54 |56 72|04 04 (04 05103 03 (03 04
Tertiary sector (Services) 6.7 62 |61 57 |66 68 |59 66 (31 30|29 28 (31 33 (28 32
Wholesale and Retail trade 29 18 |34 50 (59 62 |55 58102 0102 04|04 04 (04 04
Accomodation and Restaurant 83 14.0(24.2 123|131 154 (101 106 (0.1 01 (03 0102 0.1 ({01 0.1
Transport and Storage 82 59|73 65|85 84 |67 72|05 0404 04|05 06 (04 05
Information and Communication 105 9.0 |134 115|125 110 (105 116 (04 03 {05 04 |05 04 |04 04
Financial and Insurance 78 75138 33|52 46 |50 67 (05 04|02 02|03 03 (03 04
Public Administration 60 72|38 48 |62 59 |65 60|02 0301 0202 0302 03
Others 6.7 66 |54 55|50 62 |46 57 |13 13|11 11|10 1309 12
of which Real Estate 96 89 |64 63 |53 46 (42 54 (07 07|05 05|04 04 (03 04
Taxes less subsidies 22 17|40 6.0 |57 55 (58 45|02 0204 07 (06 06 (06 05
GDP at market price 50 6.2 |52 45 |66 64 |56 56 |50 6.2 |52 45|66 6.4 |56 56
of which Non-Agriculture 6.1 65 (59 56 [63 66 |57 63 (38 42 (37 36 (40 43 (36 41

Source of Data: Kenya National Bureau of Statistics

4, Services remained the main source of gratlitbugh itexpanded aa slightly lower

rate of6.6 percent in the second quarter of 2019 compared to a growth of 6.8 percent in
the same quarter of 2018. Growth in the Services sector was mainly supportechgy stro
performance iraccommodation and restaurants (10.6 percent), transport and storage (7.2
percent), and information and communication (11.6 perceatpwth improved in
financial and insurance (6.7 percent) and real estate (5.4 percent), while whotekale a
retail trade (5.8 percent) remained strong despite the slowdown relative to the same period
in 2018. Services sector contributed 3.2 percent to real GDP growth in the second quarter
of 2019 compared to the 3.3 percentage contribution in the same equi&®d:8.

5. The performance ohdustry slowed down to a growth of 5.3 percent in the second
qguarter of 2019 compared to a growth &5 percent in the second quarter of 2018
following decreased activities in the manufacturing and electricity and water supply
sectors. The sectors slowed down mainly on account of delayed rains that affected agro
processing anelectricity generation. Té construction sector grew by 7.2 percent in the
second quarter of 2019 compared to a growth of 5.4 percent in the corresponding quarter
of 2018. The growth was supported by the continued public infrastructural developments.
Cement consumption increasddring the sameperiod reflectingimprovemens in the
construction activitiesThe industry sectocontributedl percentto growth inthe second
guarter of 2019largely driven by the construction and manufacturing seettitseach
contribuing 0.4 percento real GDP growth.



RECENT ECONOMIC DEVELOPMENTS

1.2 Inflation

6. Yearonyear overall inflation remained within the Government target range at 3.8
percent in September 2019 from 5.7 percent in September 2018. The inflation rate for
September 2019 was lower than the 5.0 percentreateded in August 2019 reflecting
lower prices of food cropsuch ascarrots, cabbages and tomatoése to improved
supply. Overall annuaveragenflation remainedwithin Government targetangeat 5.2
percent in September 20X®mpared to the 4.5 pEnt registered in Septemb2018

(Chart 2a).

Chart 2a: Inflation Rate
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7. Kenyads rate of inflation c®ahapan Afican f av or
countries and its peers such as Nigeria@hdna whose inflation rates were 2 fpercent
and 76 percent, respectively iBeptembeR019(Chart 2b).

Chart 2b: Inflation Rates in selected African Countries (September 2019)
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1.3Balance of Payments

8. The overall balance of payments position recorded a deficit of U3%4.6
million (1.3 percent of GDP) in the year ®eptembe019 from a deficit of US$71.0

million (0.9 percent of GDP) in the year ®eptembe2018 Chart 3). The increase in
deficit was occasioned by a deterioration in the financial account that more than offset the
improvements in the current account.

9. Stock of the financial accourgmountedto US$ 7,252.5million in September
2019 compared with US$,559.2million in Septembe018. The financial inflows were
mainly in the form of other investments, direct investments and portfolio investments
which stood at US$,571.0 million, US$ 1,517.5million and US$1,159.7 million,
respectively in September2019. Other investment inflosv mainly include foreign
financing for Government infrastructure projectSimilarly, the capital account
deterioratedby US$34.7 million to US$211.2million in the year toSeptembe2019,

reflectinga declinein project grants
d . ~J .

Chart 3: Balance of Paynents (Percent of GDP)
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10.  The current account deficit narrowed by 15.4 percent to a deficit of US$ 3,754.6
million in the year to September 2019 compared to a deficit of US$ 4,436.8 million in the
year to September 2018 his reflects resilient performance of exports particularly
horticulture and manufactured goods, strong diaspora remittances, higher receipt from
tourism and transport services and lower imports of food andi®@Ed equipment. As

a percentage of GDPthe current account deficit narrowed down 4opercent in
September 2019, from 5.0 percent in September 2018. The current account deficit is
expected to narrow to 4.5 percent in 2QC8art 4).
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Chart 4: Balance of Current Account (Percent of GDP)
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11. The deficit in the merchandise account improved by US$ 352.7 million to US$
9,888.7 million in the year to September 2019 reflecting a decline in merchandise imports.
Net services recorded an improvement of 1l2edcent in the year to September 2019
mainly on account of higher receipts from transport and travels.

1.4  Foreign Exchange Reserves

12. The CBK foreign exchange reserves continue to provide an adequate buffer against
shortterm shocks in the foreign exchangnharket.By end Septembef019, the official

reserves stood at US632 million (6.0 months of import cover), while commercial

banks holdings were at US$642million in SeptembeR019 up from USH,316million

in SeptembeR018 The banking syst e mosthefeforeeiagned e x ¢ h a i
strong at US$.3,274million in Septembe2019 from US$1,861million in September

2018(Chart 5).
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Chart 5: Official Foreign Reserves
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1.5 Exchange Rates

13. The Kenya Shilling has been relatively stable supported by continued narrowing of
the current account deficit and adequate foreign reserve blifegspreciated against the
Euro and the Sterling Poundxchanging at an average of K&h4.4 and Ksh 128.ih
September 2019rom Ksh 117.7 and Ksh 131.7 in September 2018, respectively.
However, against the US Dollar, the Shilling weaketedxchangeat Ksh 103.8 in
September 2019 compared to Ksh 100.8 in September 2018. The depreziaien
Shilling to the dollaris attributed to increased demand for import and excess liquidity in
the money markdiChart 6a).

Chart 6a: Kenya Shilling Exchange Rate
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14. The Kenyan Shilling exchange rate has continued to display relatively less volatility,
compared to most StBaharan African currencies (Chart 6b). This stability reflects
strong inflows from tea and horticulture exports, sturdy diaspora remittances aischtou
receipts.

Chart 6b: Performance of selected Currencies against the US Dollar (September
2018 to September 2019)
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1.6  Money and Credit

15. Broad money supply, M3, slowed down to a growth of 6.5 percent in thegyear
September 2019 compared to a growth of 8.5 percent in the year to September 2018. The
slowdown in growth of M3 in the year to September 2019 was due to the decline in both
net foreign assets (NFA) and net domestic assets (NDA). The dampening grov@A in N
was largely reflected in the decreased growth of net domestic credit to other public sector.
Despite the slowdown, growth in M3 was supported by an improvement in the growth of
the rate of demand deposits, foreign currency deposits time and savingstdepad
despite a decline in the currency outside banks.
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Table 2: Money and Credit Developmentg12 Months to July, Ksh billion)

Absolute Change percent change
2017 2018 2019 (2017-2018| 2018-2019 | 12 months to (12 months to
Sept. Sept. Sept. Sept. Sept. Sep-18 Sep-19

COMPONENTS OF M3 :

1. Money supply, M1 (1,1+1.2+1.3) 1,371.3 13795 14597 82 80.2 0.6 58
1.1 currency outside banks 2092 2144 187.7 52 566 2.5 264
1.2 Demand deposits 1,1024 10944 12316 8.1 1372 0.7 12.5
1.3 Other daposits at CBK 59.7 70.8 704 111 04 186 06

2. Money supply, M2 (1+2.1) 2,509.7 2,705.2| 28926 1955 187.4 7.8 6.9
2.1 Time and savings deposits 1,1384 13257 14329| 1873 107.2 16.5 8.1

Money supply, M3 (1+2) 3,006.2 3261.1| 34734 2549 2123 85 6.5
3.1 Foreign currency deposits 496.4 5559 580.8 59.4 249 12.0 4.5

1. Net foreign assets (1.1+1.2) 610.1 7421 8354 1320 934 216 126

1.1 Central Bank 694.6 7683 8715 73.7 1032 10.6 134
1.2 Banking Institutions -84.6 -26.2 -36.1 583 -9.8 -69.0 374

2. Net domestic assets (2.1+2.2) 1.396.1 25190, 26379 1229 1189 5.1 4.7

2.1 Domestic credit (2.1.1+2.1.2+2.1.3) 3,103.6 32825 35666, 1789 284.0 58 8.7
2.1.1 Government (net) 6743 7702 8943 959 124.1 142 16.1
2.1.2 Other public sector 1137 1083 99.8 -54 -85 4.7 -78
2.1.3 Private sector 23156 24040 25724 884 168 4 38 7.0

2.2 Other assets net -707.5 -763.5] -9286] -56.0 -165.1 7.9 21.6

Source of Data: Central Bank of Kenya

16. Net Foreign Assets (NFA) of the banking system in the year to September 2019
grewby 12.6 percent, a deterioration, compared to a growth of 21.6 percent in the year to
September 2018Chart 7). The increase in NFA of the Central Bank refleateckeipts of
proceeds from the Euro ban@nthe other hand, reduction in NFA of commerciahks

partly reflected deceleration in growth of their deposit holdings withrasident banks
alongside increased borrowings from fesidents.

17. Net Domestic Assets (NDAJeclined toregistera growth of4.7 percent in the year

to September 201%rom a gowth of 5.1 percent over a similar period in 201This
largely reflects a decline in net credit flows to other public sectors. However, net credit
flows to the government and the private sector increased during the review period.
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Chart 7: Growth in Money Supply and Its Sources
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Source of Data: Central Bank of Kenya

18. Annual credit to the private sector grew by 7.1 percent in the year to September
2019, compared to a growth of 3.8 percent in the ye&efember 2018. In particular,

credit to consumedurables, manufacturing, trade, private household, and finance and
insurance sectors experienced strong growth of 28.4 percent, 7.5 percent, 7.6 percent, 8.8
percent, and 14.5 percent, respectively. This offset the substantial loan repayments
recorded irthe building and construction and mining and quarrying sectors in the year to
September 2019.

1.7 Interest Rates

19. Shortterm interest rates have remained fairly low and stable. The Monetary Policy
Committee in September 2019 retained the Central Bank Rate at 9.0 percent. The
interbank ratencreased td5.6 percent in September 2019 compared to the 4.3 percent
recordedin September 2018 due tmhtening liquidity conditionsin the money market
(Chart 8).
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Chart 8: Short-Term Interest Rates
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20. The 9%day Treasury Bilrate declined to 6.4 percent in September 2019 from 7.6
in September 2018 indicating that the implementation of Government domestic borrowing
program supported market stability.

1.8 Capital Markets

21. Activity in the capital market slowed down with equity sharices declining as
shown by the NSE 20 Share Index, which stab#,432 points by end September, 2019
compared to B76 points by end September, 2018. The depressed share prices resulted in
lower market capitalization dksh 2,190 billion from Ksh 2,211 billion over the same
period in 2018. The declining performance reflects the concerns on global and domestic
growth prospects, with both projected to decline accompanied by expected capital
outflows in search of safer havens.

Chart 9: Performance at theNSE
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2.0FISCAL DEVELOPMENTS
2.1 Revenue

22. By the end ofSeptember2019, total revenuecollectedincluding Al-A amounted
to Ksh421.2billion against garget ofKsh 495billion (Table 3). The revenuewasbelow
target byKsh 73.9 billion mainly due taunderperformance @l major tax heads and-A
A. Ordinary revenuecollection was Ksh 384.4 billion against a target oKsh 444.5
billion, which wasKsh 60.2hillion belowthe targe{Chart 10). The A-I-A collectedwas
below target byKsh 13.7 billion during the quarteander review The underperformance
of A-I-A was mainlydue tounder reportingn the Ministerial expenditurereturrs for the
period under reviewThe Railway Development Levy collection amountedKih 5.5
billion against a target d{sh 7 billion. Compared to the lag-Y, total revenuecollection
increased byl5.1 percent The revenuedatain Government Financ&tatistics Manual
2014 (GFSM 201xformatis shown in annex |l

Table 3: Government Revenue and External Grants, Period Ending 30th
September 2019 (Ksh Million s)

2018/2019 2019/2020 Deviation| Deviation
Actual Ksh in
Actual Target percentage
Total Revenue (a+h) 365,905 421,159 495032 (73.873) (14.92)
(a) Ordinary Revenue i 332,221| 384,351 444 522 (60,171) (13.54)
Import Duty 25760 25729 32979 (7.250) (21.98)
Excise Duty 42795 49725 57,130 (7.406) (12.96)
PAYE 39,304 98.199 110,598 (12.39%) (11.21)
Other Income Tax 69308 82522 100,663 (18.141) (18.02)
WAT Local 52.049 59462 65 496 (6.034) (9.21)
WAT Imports 40,591 46317 55,026 (8.709) (15.83)
Investment Revenue - 6,087 1.077 5.010 465.16
Traffic Revenue 864 1.092 807 285 35.31
Taxes on Intl. Trade & Trans (IDF 5.848 5.750 8.618 (2,868) (33.28)
Others ! 5.202 9468 12.126 (2.659) (21.92)
(b) Appropriation in Aid’ 33,774 36,808 50,5101 (13,702) (27.13)
o/'w Railway Development Levy 5446 5538 6.966 (1.429) (20.51)
( c) External Grants 3,578 2,802 7.784 (4,982) (64.00)
Total Revenue and External Grants 369,573 423,061 502,815) (78,854) (15.68)
Total Revenue and External Grants as 3.05 4.00 4.86 )
a percentange of GDP

1/ includes rent on lanbilildings, fines and forfeitures, other taxes, reimbursements and other fund contribeéisns,
and miscellaneous revenue.

2/ includes receipts from Road Maintenance Levy Famdi Al-A from Universities

Source: National Treasury

23. As a proportionof GDP, the total revenue and granis the period under review
was4.1 percentcomparedo 4.0 percentin the corresponding period the FY 2018/19.
External grants amounted tksh 2.8 billion against a target oKsh 7.8 hillion,
representingn under performanag Ksh5 billion.
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Chart 10: Ordinary Revenue by Sources Period Ending 30th September, 2019
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2.2 Expenditure

24. The ptal expenditure and net lending for the period under review amounkeshto
544.6 billion, against a target oksh 565.6 billion. The shortfall ofKsh 21 billion is
attributed mainly to lower absorption recorded idevelopment expendituresy the
National Governmeni{Table 4 and Chart 11). Recurrent expendituréor National
Governmentamounted td<sh 3813 billion (excluding Ksh 9.9 billion for Parliament and
Judiciary) against a target d€sh 374.4billion leading toan over expenditureof Ksh 7
billion. The over expenditurewas mainly due to above target paymemtsoperation and
maintenancand domesticinterestby Ksh 8.8 billion andKsh 4 billion respectively

12
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Table 4: Expenditure and Net Lending, Period Ending 30th September 2019 (Ksh
Million s)

2018/2019 2019/2020 Deviation| %o
Actual Growth
Actual | Targets
1. RECURRENT 336,759 381,281 374,376 6.906 13.2
Domestic Interest 61,119 76250 72270 3.980 248
Foreign Interest 22979 34.163 33934 228 48.7
Pensions & Other CFS 13,122 26,259 27,047 (789) 100.1
Wages and Salaries 04978 109,719 115,020 (5.301) 15.5
Operation and Maintenance 144,561 134,890 126,104 8.786 (6.7)
O/W: Appropriation-in-Aid 33.774| 24483 32304|  (7821)|  (27.5)
2. DEVELOPMENT 83,555 05.000| 124.643| (28,742) 14.8
Development Projects (Net) 48327 57.508 66.470 (8.962) 19.0
Payment of Guaranteed Loans - 330 - 330 -
Appropriation-in-Aid 33.360 38.062 56,684 (18.622) 14.1
3. County Governments 23,532 57.542 53,445 4,097 1445
4. Parliamentary Service 5.964 6,934 0395 (2.460) 16.3
5. Judicial Service 2,650 2,967 3,758 (790) 12.0
6. Equalization Fund 1,868 - 1.48% (1.489)
7. CF - - - - -
TOTAL EXPENDITURE 452,460 544.626| 565,617 (20,991) 20.4

Source: National Treasury

25. Foreign interest payments amounted&h 34.2 billion, an increase compared to
Ksh 23 billion in the same periodver the FY2018/19 The domestic interest payments
totalled to Ksh 76.3 billion, which was higher thathe Ksh 61.1 billion paid in the
corresponding period in the previous financial y8dre expenditure data in GFSM 2014
formatis shown in annexes Il and IV
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Chart 11: Expenditure and Net Lending for the Period Ending 30th September, 2019
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26. The total ministerialand other public agenciesxpenditureincluding A.l.LA was
Ksh 348.3billion against a target dksh 482.2billion. Recurrent expenditureras Ksh
257 billion against a target oKsh 306.2 billion, while developmentexpenditure
amounedto Ksh 91.3billion against a target dfsh 176.1billion. The percenage of total
expenditures tdhe targetwas 72.2 percentwhile the percentage of total expenditures to
the target for recurrent and developmemtre83.9 percentand51.9 percentrespectively

as atthe end ofthe period under reviewlhe discrepancy between actual and target
expendituresvas partly due tothe noncapture of theparastataland other government
entities expenditureshenceunder reporting byMinistrieggovernmentagencies These
ministerial expenditures are therefppeovisional.

27. As at the period ending 30th September, 20&8urrentexpenditures by the State
department for Early Learning and Basic Education, State department for University
Education; TeacherService Commission; State department for Vocational and Technical
Training and the Ministry of Health 8ial Sector) accounted for 50p@rcentof total
recurrent expenditure. In addition, tBéate Department for Interior atkde Ministry of
Deferce accainted for 9.9 percentand 7.2 percent of total recurrent expenditure
respectively.

28. Analysis of development outlay indicates that tHétate Department for
Infrastructure(with 34.9 percenf accounted for the largest share of the total development
expenditure, followed bthe State Department fdgnergy (vith 20.9percen}, Ministry of
water and Sanitatiorfwith 14.2 percen}, State Department forTransport (with 7.0
percenf, and the State Department for ICT & Innovation (with 5.%ercen). The
development expenditurby the large Ministries were below target because of non
inclusion of expenditure from theubNationaland some donor funded projectable 5
shows therecurrent andlevelopment expenditures IStateDepartmentsMinistriesand
Commissions for the period under review

14



FISCAL DEVELOPMENTS

Table 5: Ministerial Expenditures, Period Ending 30th September 2019 (Ksh

Million s)
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29. During the periodunder review, the Education Sector recardde highest
absorption of 99.7percent of total ministerial budget, followed b¥nvironmenal
Protection, Water and Natural Resourc®sctor with 76.1 percent Whereas, Social
Protection, Culture and Recreatitataded the lowest absorption of 2Z8rcent (Chart
12)

Chart 12: Absorption of the Ministerial Budget per Sector as at 30th September,
2019
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Data Source: National Treasury

2.2.1 Pending Bills
30. The totaloutstandingoending billsincluding expenditure carry overs as at the end
of FY 2018/19 amounted to K4.5 billion. Ths comprised of Kst92.2 billion and
Ksh 2.3 billion nonAGPO and AGPO pending bills and expenditure carry overs
respectively In line with the Treasurgircular No. 7/2019, the expenditure carry overs
emanating from FY 2018/19 should be treated as a first charge in the FY 2019/20 budget

2.2.2 Guaranteed Loans to Parastatals
31. Cumulative principal and interest payments of guaranteed loans to parastatals with

liquidity problems amounted tkish 330 million against a payment target i§gh 316.2
(Table 6) in the quarterending30th September2019.
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Table 6: Schedule and Atual Payments on Guaranteed Debt for théeriod Ending
30th September 2019 (Ksh Millio ns)

Borrower - Quarter I (2019/20) Cumm. September 2019*
Projected Actual
Principal Interest Principal Interest| Projected Actual
EAPC 170.95 4127 17820 4.50 17523 182.70
TARDA 137.52 347 143 40 j 6l 14099 147 01
TOTAL (QTR) 308.48 7.74 321.60 5.11 316.22 329.71
* Provisional

Source: National Treasury

2.3 Fiscal Outturn

32. Between 1st July, 2019 and 30th September 2019, the fiscal balance (on
commitment basis and excluding grants) amountedksb 123.5 billion (which is
equivalent tol.2 percentof GDP) against a targeted deficit &&h 70.6 billion (which is
equivalent td0.7 percentof GDP) (Chart 13 and Table 7). The fiscal balanc@ncluding
grantsand on a commitment basig)iso stood atl.2 percentof GDP against a targeted
deficit of 0.6 percentof GDP.

Chart 13: Fiscal Balance as aB0th September2019
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33. Over the same period ikY2018/19, the fiscal deficit including grants (on
commitment basis) stood #&tsh 82.9 billion (equivalent to 0.percentof GDP). The
fiscal autturn in the last six financial yeaithe printed budgefor the FY 2019/20 anthe
revised budget for the FY 2019/2@s perthe 2019 BROP igpresentedin Annex I.
Further, GFSM 2014 Compliant Budgetary Central Government faaal for the first
quarter of FY2019/2@reshown in annexes ¥ndVI.
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Table 7: Budget Outturn, Cumulative Ending 30th September 2019 (Ksh Million s)

2018/2019 2019/2020 Deviation | % growth| 2019/2020 as a | 2018/2019
Actual % of GDP Actual as a
% of GDP
Actual* Targets Actual| Targets
A. TOTAL REVENUE AND GRANTS 369,573 423,961 502,815 (78,854) 14.72 4.09 4.86 395
1. Revenue 365,904 421,159 495,032 (73,873) 15.07 4.07 4.78 302
Ordinary Revemue 332220 384,351 144522 (60,171) 15.69 371 429 355
Import Duty 25760 25729 32979 (7.250) (0.12) 025 032 028
Excise Duty 42,795 49,725 57.130 (7.406) 16.19 048 0.5 0.46
Income tax 159,112 180,721 211261 (30.541) 13.38 175 204 1.70
VAT 92.640 103,779 120,522 (14,743) 14.18 1.02 1.16 0.99
Investment Revemue 0 6,087 1,077 5,010 - 0.06 0.01 0.00
Others 11913 16.310 21,552 (3.242) 36.91 0.16 021 0.13
Appropriation-in-Aid 33774 36,808 50,510 (13,702) 8.08 0.36 049 0.36
2. Grants 3,579 2,802 7,784 (4,982) (21.70)]  0.03 0.08 0.04
AMISOM Receipts - - 322 (322) - 0.00 0.00 0.00
Reverme 1228 1,520 931 589 3.8 0.01 0.01 0.01
Appropriation-in-Aid 2351 1.282 6.531 (5.250) 4548 001 0.06 0.03
B. EXPENDITURE and NET LENDING 452,460 544,626 565,617 (20,991) 2037 5.26 5.46 4.84
1. Recurrent 345373 301,183 387,528 3,655 13.26 .78 374 3.69
Domestic Interest 61.119 76,230 72270 3,980 2476 0.74 0.70 0.63
Foreign Intersst 22979 34163 33.934 228 48.67 033 033 023
Pension & other CF8 13122 26259 27.047 (78%) 100.11 023 026 0.14
Wages and Salaries 94078 109.719 115,020 (3.301) 1552 1.06 111 1.02
QO & M/Qthers 153,175 144792 139257 3.536 (3.47) 140 134 164
2. Development and Net Lending 83555 95,900 123,154 (27.254) 14.78 0.93 1.19 0.89
3. Equalization Fund 1,868 - 1489 (1,489) (10000 000 0.01 0.02
4. County Governments 23,532 37,542 53443 4,007 14453 0.56 052 023
5.CF - - - - 0.00 0.00 0.00 0.00
C. DEFICIT EXCL.GRANT (Commitment basis) (86,466) (123.467) (70,585) (52,882) 42.79( (L19) (0.68) (0.92)
D. DEFICIT INCL.GRANTS (Commitment basis) (82,887) (120,665) (62,801) (57,864) 4558 (L17) (0.61) (0.89)
E. ADJUSTMENT TO CASH BASIS (3.155) 25,509 - 25,509 - 0.2s 0.00 (0.03)
F. DEFICIT INCL.GRANTS (Cash basis) (86.042) (95,156) (62,801) (32,354) 10.59| (0.92) (0.61) (0.92)
G. FINANCING 86,042 95,156 62,801 32,354 10.59 0.92 0.61 0.92
1. Net Foreign financing 16,832 13,148 8,053 5,005 (21.89) 0.13 0.08 0.18
Disbursements 20,962 31,206 390021 (7.716) 7.49 0.31 0.39 0.32
Programme Loans 1834 2,009 46 1,963 953 0.02[ 029 0.02
Project Cash Loans 3.145 3.269 3.716 (2.447) 396 0.03 0.06 0.03
Project Loans ATA 21493 26,927 30,052 (3.123) 2327 026 0.29 0.23
Project Loans SGR_PHASE_1&24_ATA _ - - - - 0.00 0.00 0.00
Commercial Finanacing 3488 0 4.107 (4.107) (100.00) 0.00[ 0.04 0.04
Debt repayment - Principal (13.130) {19.057) (31.868) 12.811 45.14 (0.18) {0.31) {0.14)
2. Other Domestic Financing - 1,240 - 1,240 - 0.01 0.00 0.00
3. NET DOMESTIC FINANCING 69,210 80,768 54,748 26,020 16.70 0.78 0.53 0.74
MEMO ITEM
GDP ESTIMATE 9,348,273 | 10,355,352 | 10,355,352
*Provisional

Source: National Treasury

2.4 Financing

2.4.1 External Financing

34. During the period undereview, net gternal financing amounted to a net

borrowing of Ksh 13.1 billion (Table 8). Total disbursements (inflows) including
Appropriationsin-Aid amounted toKsh 32.2 billion for the period ending 30th
September 2019 against a target oKsh 39.9 billion. The actualtotal disbursement
includedKsh 3.3 billion ProjectLoansCash Ksh 26.9 billion Project Loans A.l.A, and

Ksh 2 billion ProgrammelLoans External repayments (outflows) of principal debt

amounted toKsh 19.1 billion. The amountcompris& of principal repayments due to
bilateral multilateraland commercialinstitutionsamountingto Ksh 8.2 billion, Ksh 5.6
billion andKsh 5.3 hillion, respectively.
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Table 8: External Financing, Period Ending 30th September 2019 (Ksh Million )

Quarter | Quarter] |Cumulative September 2019+
2018/19 2019/20
Actual Actual Actual Target
DISBURSEMENTS: 29,962.00f  32,205.62 32,205.62 39,921.47
Project Cash loans 3,143.00 3.269.47 3.269.47 3,716.44
Project loans A-[-A 21.495.00 2692693 26.926.95 30.051.61
Project Loans SGR._PHASE 1&2A ATA - - - -
Commercial Financing 3 A88.00 u - 4,107.03
O/W Export Credit 3.488.00 - - 4.107.03
Programme Loans 1.834.00 2,000.18 2,000.18 46.38
EXTERNAL REPAYMENTS: 13,129.69| 19,057.47 19,057.47|  31,868.19
Bilateral{incl. Italy Debt SWAP) 3,193.51 8.15923 §.15923 20.785.88
Multilateral (excl. IME) 293500 555522 333522 3,794.01
Commercial 498118 3.343.01 3.343.01 3,288.30
NET FOREIGN FINANCING 16,832.31] 13,148.16 13,148.16 8,053.28

Souce: National Treasury

2.4.2 Domestic Financing

35. By the end of September2019, net domesticborrowing amounted toKsh 80.8
billion (Table 9) against a targatorrowingof Ksh 54.7 billion (Table 7). The borrowing
comprised oKSh 57.8 billion from Non-Banking Financial Institutiondsh 13.2billion
from commercial bank¥sh 1.5 billion from Non-residentsandKsh 8.3 billion from the
Central Bank(Table 9). Comparativey, for the sameperiodin 2018, the net domestic
borrowing comprised ofKsh 33.7 billion from NorBanking Financial Institutiong{sh
45.7 billion from commercial banksand Ksh 0.2 billion from Nonresidents, and a
repayment ofKsh 10.4 billion to the Central BankChart 14).
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Chart 14: Domestic Financingfor the Period Ending 30th September, 2019
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Data Source: Central Bank of Kenya

36. Thestock of Treasury Bills held byfjlon-BanksandCommercial Banksecordecda
net derease oKsh 2.9 billion and Ksh 19.6 respectivelyWhile the stock of Treasury
Bills held by Nonresidentdncreasedy Ksh 0.4 billion. The stock of Fixed Rate Bonds
held by Commercial Bankimcreasedoy Ksh 36 billion, by Nonresidentsncreasedoy
Ksh 1.1 billion andthose bynon-Banksrecordedanetincreaseof Ksh 64.5billion.

2C



FISCAL DEVELOPMENTS

Table 9: Domestic Financing,Period Ending 30th September 2019 (Ksh Millions)
Debt Inst ‘ September | December| March June September
€bt tnstrumen 2018 2018 2019 2019 2019
1.CENTRAL BANK (10374)| 93,676 99,728 13.601 8,255
Crverdraft (20,559) 7.975 (20,508) 478 10,904
Items on Transit (14) (6) (9) 11 (16)
Frozen Account - - - (11100 -
Less Govi Deposits 10,199 85.707 120,245 14221 (2.633)
2.COM. BANKS 45,734 (5.024)| 104122 126,948 13.200
Advances 126 629 | (4.08D)| (4.0749 29
Treasury bills 49714 39,741 820,406 £9.000 (19,592}
Fied rate Bonds (6,172} (36,693) 27.525 38,894 36,010
Infrastructure Bonds - 14 481 19 480 19 480 (8.097)
Less Govt Deposits 2.066 | (23.182)| (19.208) (16.354) 4849
3. NON BANKS 33,675 41,215 111,570 160,266 57,802
Treasury bills 9872 | (22.619)| (14.166)| (16.345) (2.926)
Fried rate Bonds 23 803 55,638 106,104 156.797 64,515
Infrastructure Bonds - £.19 19,435 19,435 (4.051)
M-Aldba Bond - - 197 380 264
4. NON RESIDENTS 175 0963 194 2.843 1.511
Treasury bills (305) 102  (1.249) (25) 443
Fioied rate Bonds 480 872 1.404 2.830 1.068
Infrastructure Bond - (11) 39 39 -
5. NET CREDIT 69,210 130,830 315,612 303,658 80,768

Note: TreasunBills as reflected here are given at cost value as opposed to Tabigen at &ce value

Source: Central Bank of Kenya

3.0PUBLIC DEBT
3.1 Overall Debt Position

37. The goss public debas at 30tiSeptember, 201ficreased bysh 8224 billion to
Ksh5,968.4billion compared t&sh 5,146billion as at end o$eptembeR018. The gross
public debtcomprised of 52 percentexternaldebt and 48 percentdomesticdebt The
increasein the public debts attributedto externalloan disbursements and the uptake of
domestic debturing the periodThe ret public debtwasKsh 5,446.5billion by end of
the period under revieWTable 10).
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Table 10: Kenyaé Public and Publicly Guaranteed DebtSeptember2017 to
September2019 (Ksh Millions)

DEBT SOURCE Sepl? | Decl? | Marl§ | JuwlS | SepIS | DecIS | Marld | Junld* | Sepl¥*
EXTERNAL

BILATERAL MI063| T82508| R00912| B16119| 1243 ( SH4046| 916572 | 996.039) 1024092
MULTILATERAL $42814| B41847| $36766( 820966 §77.730| §74680( S46587| 914394 | LOOLSIT
COMMERCIAL BANKS 08531 713214 | 8380621 06389 | B98349( 9BISI| 941763 | 1.095.733 | 1068 66
SUPPLIERS CREDIT 17089 17086| 16691 16725 16709 16857 16676( 16932 17.1%
SUB-TOTAL 2310197 2,353,?95‘ 151243 1560199 | 2,605,333 | 2723734 | 171,398 | 3.023.138 | 3111767
DOMESTIC:

CENTRAL BANK 01 %6797 93383 1078 90210( 118196 89709 109.607| 1204
COMMERCIAL BANKS LI44.536| 1124950 | 1206866 | 1266457 | 1313333 | 1289338 1397.771 | 1414431 | 1415011
TOTAL BANKS 1203738 | 1221747 | 1300449 | 1377238 | 1405343 | 1407755 | 1487480 | 1524038 | 1335.305
NONBANKS & NONRESIDENTS | 949098 | 998,618 | 1051.202 | 110139 | 1.135.161 | 1141015 1211052 | 1.261.899 | 1321134
SUB-TOTAL L72835 | 2220363 | 23TL6ST | 2478835 | 2.40.704 | 2.548,770 | 2.698,332 | 2,783,937 | 2,856,639
GRAND TOTAL GROSS 4483030 | 4374160 | 4984080 | 5039034 | S.146.037 | 272304 | 420,130 | 3.809,075 | 3,968,406
LESS ON-LENDING 01V V) G 00 ) G O )
LESS GOVERNMENTDEPOSITS | (31113 (350924) (S73.884) (45075) (ML) (32049) (98203) (S00.728) (516.182)
GRAND TOTAL NET 404518 | 4217335 | 4304497 | 4488257 | 4638930 | 4834754 | 5,016,206 | 5301646 | 5,446,522
*Provisional

Source: National Treasury

3.2Domestic Debt

38.

The stock of Treasury Bills held by Central Bank, Commercial Banks, Non
Banking Financialnstitution and Non Residents decreased by Ksh 15.2 billion frotm Ks
944.1billion in September 2018 to Ks928.9 billion in September 2019. The total stock

of Treasury Bonds, which include Floating, Fixed Rate, Special arw @ripon Bonds,
increased byKsh 274.4 billion from Kk 1,074.3billion in September 2018 to Ks
1,348.7 billion in September 201€hart 15).
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Chart 15: Domestic Debt Stock by Instruments
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39. The stock of gres domestic debt increased by Kilb.9 billion from K& 2,540.7
billion in September 2018 to K<2,856.6 billion in September 20{Bable 11).
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Table 11: Stock of Domestic Debby end of September2019 (Ksh Million s)

R Sepl? | Decd? | MarlS | JuslS | SeplS | Decl$ | Marld | Jueld | Sepld
1.CENTRAL BANK m01 %6797 oS3 10782 %210 11819 89709 109607 120.4%4]
Orerdeat wirl o oa3e 06| sen9) 36291 e8| 686| IIm| e
Frozzn Gort Accomss uyg| naue| nss| ns| usy| ne| nm| | nm
Treastry bills ' bonds rediscouts 0388| 20588 20368| 20588 20588 2038| 20588 2058| 2038
Ttems on Trazst ) ] X% i1 19 16 % |
Foced rate boads o06| 946 946 oms| ome| 9u2| 96| 96| 946
2.COMBANKS LI4453%6] 1124950 126866 1266457 1315333 1289558 1397771 1414431 1415011
Advancs nag|  7sM| 7as|  7soe|  7ss|  sim|  sas|  3am|  3dm
Treasry Bis 1905 | 33300| 415596| 4n08| s3Tsn| swam2| shses| s7TAE| 55623
Fired Rate T Boads 9061 | 550284| 65098 SWM0| HLS19| S0LO47| S6SIST| S75808) 606480
Special Bonds so00| so| so00| so00| s sooo|  son| s00| s
Savings and Development Boad 68|  Te8|  7es|  7es|  7eis|  Tess|  7se| 678 76
Infastructre Boads 186704 211154| 26047| 26047| 07| 20468| 259m| 59| 26251
3 NON BANKS 94962 97I200 1025704 1076288 1109751 1114818 1185670 123915 129131
Treasury Bils 04742 312661| 328801| 368537 eese| sun| 352367| 38| 3
FiedRate T Boads 60708 | 4251 | 484153 | seso0n| S18143| se9%1| 600375| 6SL1TS| 714288
Tax Reserve Certicae 69 B8 69 9 8 69 6 §
Infastructre Boads 138464 | 166962 190703 191703 191703 199720 21168s| 211ess| 2113u
Savinss and Development Boad 0380| 20580 20380| 20580| 20580| 2050| 20380 24%| 2058
M- Altha Bod W) w38 ws| 8l | ss|  m| 10
4. NON RESIDENTS W6 B4 25498 258 254100 26097 2538 s 29613
Treasirr Bis s67|  ad| 77| 7am|  7aoe|  7s0|  ead| 7408 78S
FivedRate T Bondk g9ss| 91| 9me| 9762|1029 we1| 1ni6| 124w 1353
Savings and Developemeat Boed 9 9| 9 9 9 9 9 7 g
Iefustructre Boads 7605 78| soss|  soss|  sess|  sodr|  smes|  eos| s
5, TOTAL DEBT 210835 2220365 2370651] 247883| 2340704) 2348770 2.6985%) 2785936 2.856.6%)|
6. LESS ON-LENDING s s| st sq| snt] s s swe| s
7 Less Gort Deposis s | 309| smasm| ssons| sondoe| 49| 3083 | sorms| 6
3, NET DEBT L735001| 1863740 1792066 1928059 2033599 211L020] 2294608 2278507 2334755

NOTE: Treasury BlIs reflected here are at face value as opposed to Tabfgven at cost
Source: Central Bank of Kenya

3.3 External Public Debt

40. In dollar terms, external public destiockincreased byS$.5,498.9 millionfrom
US$. 24,4549 million in September 2018 t&)S$ 29,953.8 million by the end of
SeptembeR019(Table 12 and Chart 16). The increase is attributed &xise in external
disbursementsnadeduring the periodThe debt stoclcomprisedof 34.3 percent 32.9
percent 32.2 percent and 0.6 percentof debt owed tocommercial banksmultilateral
institutions bilateralands u p p | i e, respéctively e d i t
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