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Foreword

The 2025 Budget Policy Statement (BPS), which is the third to be prepared under the Kenya
Kwanza Administration, highlights the progress made in the implementatitre aftrategic
interventions articulated in the Bottedp Economic Transformation Agenda (BETA) and
anchored on the Fourth Medium Term Plan of the Vision 283B.TA i s t he Gover
transformation agenda ged towards economic turnaroutittough a value chain approach
BETA is about investing the limited capital available where it will create the most jobs at the
bottom of the pyramid. It is a commitment to invest in smallholder agriculture and the informal
sector and end soceconomic exclusion by levelling the playifigld for all investorsGreat
progress has been realized in the implementatidheafore pillars and enablers of BETover

the last two yearssoing forward and ovethe medium term, the Government will consolidate

the gains realized under the BETA fimclusive green growth with~a special focus on the
following six (6) objectives: bringing down the cost of living; eradicating hunger; creating jobs;
expanding the tax base; improving foreign exchange balances; and inclusive growth. Emphasis
will be placel on promoting investment in BETA core pillars and enablers and harnessing
implementation of the targeted interventions through a value chain appideckialue chain
approach targets to enhance production, value addition and market access, andcaiteaad |0
foreign investments.

The 2025 BPS has been prepaag@inst a backdrop of stable global and domestic economic
outlook. Global growth is projected at 3.2 percent in 2024 and 3.3 percent in 2025 from 3.3
percent in 2023The outlookreflects economic recovery in China, Euro area and UK, despite a
slowdown in activity in the USA and Japadn the domestic front, the Kenyan econonas
remained resilient despite tloballengingdomestic and externanvironment The focused
interventions and structural reforms of the Governmamer BETA have stabilized the
economyand supported economic reeery to 5.6 percent in 2023 from 4.9 percent in 2022
following a strong rebound in agriculture after two years of severe droAglitionally,
macroeconomic fundamentals have strongly rebounded and are projected to continue on an
upward trajectoryEconomic growth iestimated to have slowed dowm4.6 percent in 2024

from a growth of 5.6 percent.in 2023 reflecting deceleration of economic activities in the first
three quarters of 2024 and the slowdown in private sector credit growth to key sectors of the
ecoromy. Growth is expectedto pick up to 5.3 percent in 2025 and retain the same momentum
overthe medium terntargely driven by:enhancedagricultural productivityresilientservices
sector, and ongoing implementation of priorities under BETA.

The Governmentos fiscal pol i cy -tefnoptaces dpecial F Y 2 C
emphasis on fiscal consolidation to reduce public debt vulnerabilities while providing fiscal
space to deliver essential public goods and services. Fiscal consaliddtibe supported by
concerted-expenditure rationalization and revenue mobilization efforts. This will bring public
debt on downwards path consistent with Kenya
be placed on a combination of tax adminibte and tax policy reforms that include:
strengthening tax administration for enhanced compliance through expansion of the tax base,
minimizing tax expenditures, leveraging on technology to revolutionize tax processes, sealing
revenue loopholes and enhangrthe efficiency of tax system; and, focusing on-tepnrevenues

that Ministries, Departments and Agencies can raise through the services they offer to the public.
The Government will also sustain efforts to strengthen accountability, transparency and a
revenue mobilization path guided by the Medilierm Revenue Stratedgy that makes tax

regime more efficient, equitable, and progressive. These deliberate efforts will be put in place to
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strike a right balance between the need to create a stronger and more reliable revenue stream and
the need to protect the critical masses who have been grossly affected by the prevailing
macroeconomic shocks.

To strengthemxpenditure control anidhprove efficiencyand effectiveness public spending

the Government willrationalize and reduason-essential expendituregll out an enedo-end e
procurement system to maximise value for money and increase transparency in prdguremen
operationalizethe Public Investment Management Information Systenmautomate public
investment management processvamp the publicservice pension administratichrough
digitization and reengineering of the pension management systerd expedite governance
reforms targeting state corporatioii® strengthen public finance management, thegghment

will fasttrack the process ofransitioning from caslbasisto accrual basi®f accountingto
improve cash management and enhance ¢iahand fiscal reportingandentrench the adopted
Zero-Based Budgeting approach in preparing the FY 2025/26 and-future huddets
Government willalso operationalizethe Assets and Inventory Management Modules in the
IFMIS for all MDAs. This will enable the Government have full visibility of all assets and
inventory and facilitate optimal assets utilization and ensure idle and unserviceable assets are
disposed in comirmity with the existing legal requirementBo crowdin the private in the
provision of public servicegshe Governrant will scale up-use dPublic Private Partnerships
(PPP)framework for commercially viable projects.

In view of the constrained fiscal environment;-prioritization during resource allocation will be
critical in ensuring lowpriority expenditures are dropped.or deferred to give way to riginity
servicedelivery programmes. Ministries;Departments anceraes (MDAs) are therefore,
required to reevaluate all the existing'or planned-activities, projects, and programmes to be
funded in the FY 2025/26 anehediumterm budget. Sector Working Groups (SWGs) are
required to eliminate wasteful expenditures andspe priorities which are aimed at
safeguarding livelihoods, creating jobs, reviving businesses and economic recovery. SWGs
should also ensure that all expenditure items in the FY 2025/26 Budget are justified and emphasis
is placed on allocating the limderesources based on programme efficiency and requirement
rather than incremental budgeting. The hard sector ceilings provided for the FY 2025/26 budget
and the Medium Term will form the basis of allocations.

HON.FCPA J OHN MBADI NGO ONGO, EGH
CABINET SECRETARY
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Acknowledgement

The 205 Budget Policy Statement is prepared in compliance with the provisions of the Public
Finance Management Act, 2012. It outlinesdtrategic priorities of the Government, highlights
thecurrent state of the economy, provides mdigcal outlook over the medium tertogether

with a summary of Government spending plans as a basis for the B¥280Phepublication

of the 2025BPS aimst o i mpr ove the publicds wunderstand
guide public debate on economic and development matters

The Government is keen on fostering prudent management of public resources in order to support
inclusivegreengrowth and developmernBudget implementation in the firguarterof the FY
2024/25 was impeded bprotests that led to a slowdown of economic activitiles;withdrawal

of Finance Bill 2024 that was expected to raise an additional revenue amounting to Ksh 344.3
billion; andthe implementation of th€ollective Bargaining Agreemenkss_continued to put
pressure on the expenditurdRevenue shortfalls and emerging expenditures pressures is
affecting our ability to execute the FX024/25 budget in a timely. manner leading to cash flow
challenges and associated bl in unpaid billsTo ensure seamless implementation of the FY
2024/25 budget and safeguard the fiscal consolidation plan, the fiscalframework for FY 2024/25
budgetwasrevised downwards through the Supplementary-Estimates No. | taking into account
the lower base effect flowing the preliminary actual.outcome for FY 2023/24lditionally,

while preparing this budgedll proposed Ministries, Departments and Ages(MDAS) budgets

for FY 20%5/26 have been scrutinized carefully to ensure quality and alignment to the
Go v e r n Battont- BpEconomic TransfarmatioAgenda as outlined in this BPS and the
Fourth MediumTermPlan and other strategic interventions of national interest

The mlicy measures outlined in the ZDBPS are expected to prove econormywide
efficiencies create an enabling environment that supports growblismesses and investment,
reduce the cost of livings well as enhance the wellbeing of all Kenydin tightfiscal stance

is expected taeduce debt vulnerabilities througmplementation of reforms to broaden the
domestic tax base and improve tax compliance. Expenditure rationalizatiocontihue to
focus on enhanced efficiency of public investmebétter targeting of subsidies and transfers,
addressing weakness in state corporations, and digital delivery of public seBoitiassafety
nets and fiscal risk management framewailk be enhanced

The completion of this'policy statement was as a result of collective effort by viioAs

who provided valuable information. We are grateful for their contributions. We are also grateful
for the inputs we. received while preparing this document from the Macro Working Group;
stakeholders and the general public during Bblic Sector Hearing§rom 20" to 22
November 2024 A dedicated team in the National Treasury spent substantial amount of time
putting together this BPS. We are particularly grateful to them for their tireless efforts and
dedication.

DR. CHRIS KIPTOO, CBS
PRINCIPAL SECRETARY /THE NATIONAL TREASURY
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Aboutthe Budget Policy Statement

The Budget Policy tatement (BPS) is &overnmenpolicy document thases out the broad
strategic priorities and fioy goals to guide the National Governmentand the County
Governmentsn preparing their budgets for tisebsequerinancial year and over the medium
term.In the documengdherence to the fiscal responsibility principles demonsipabelent and
transparent management of public resources in line with the Constitution and the Public Finance
Management (PFM) Act, 2012.

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

budget for the FY 226 and the medium term.

The Budget Policy Statemecdntains

(a) an assessment of the current state of the ecaonagiyding macroeconomic forecasts
well as the priorities of th&overnmenturrent pillars of growth and strategic directipns

(b) the financial outlook with respect @overnmentevenue, expenditures and borrowing for
the next financial year and over the medium term;

(c) the proposed expenditureeilings for the National Government including those of
Parliament and the Judiciary and indicative trarsstoCounty Governmenis

(d) the fiscal responsibility principles and financial objectives ovemtédiumtermincluding
limits on total annual depand

(e) Statement of SpecifiEiscalRisks.

The peparation of the BPS is a consultative process that invebdedgsng and taking into account
the currentGovernmentriorities and challenges in economic managementtaedviews of:
The Commission on Revenue AllocatiorGounty GovernmentsController of Budget;
Parliamentary Service Commission; Judicial Service CommisBlonstries, Departments and
Agenciesthe public and any other intested persons or groups.

Viil
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|. CONSOLIDATING GAINS UNDER BOTTOM1UP
ECONOMIC TRANSFORMATION AGENDA FOR
INCLUSIVE GREEN GROWTH

1.1 Overview

1. The 205 Budget Policy Stateme(BPS) which isthethird to be prepared under the Kenya
Kwanza Administrationhighlights the progress made in the implementation of the strategic
interventions articulated in thBottomUp Economic Transformation Agend8ETA) and

anchored orthe Fourth Medium Term Plan of the Vision 203B.ETA i's "t he Gover
transformation agenda geared towards economic turnaround through a value chain approach.
BETA is about investing the limited capital available where it will create thst jpbs at the

bottom of the pyramid. It is a commitment to invest in smallholder agriculture and the informal
sector and end soceconomic exclusion by levelling the playing field for all investors.

2. Despite the challenging domestic and external environment, significant success have been
registered following the various interventions rolled out by the Government during the past two
years. The focused interventions and structural reforms of the Gowdrnm#er BETA have
stabilized the economynd supported economic recoveoys:6 percent in 2023 from 4.9 percent

in 2022 following a strong rebound in agriculture after two years of severe dr@rghith is
estimated to have slowed dowm4.6 percent ir024 from a.growth of 5.6 percent in 2023
reflecting deceleration of economic activities/in the first three quarters of 2024 and the slowdown
in private sector credit growth to key sectors of the economy. Growth is expected to pick up to
5.3 percent in 2025 and retain the same momentum over tiiemmérm largely driven by:
enhanced agricultural productivity; resilient services sector, and ongoing implementation of
priorities under BETA.

3. Additionally, macroeconomic fundamentals have strongly rebounded and are projected to
continue on an upward trajectoiy. particular:

i) Inflation has significantly declined from a peak 9.6 percent in October 2@ percent in
Deeember2 024 reflecting the effectiveness of t
passthrough effects of the strengthening exchange rate that have eased food and energy
prices

i) The Kenya Shilling has stabilized significantly appreciating from an average of Ksh 159.7
to the“US dollar in'January 2024 to Ksh 129.December2024 an appreciation of 19
percent. The recovery has restored confidence in financial markets and significantly reduced
the cost of servicing external debt, creating vital fiscal space for development imperatives

iii) The foreign exchange reservesve growrto US dollar9.6 billion in November2024 from
US dollar 74 billion in November2023, providing 2 months of import cover. The
resilience shields the country from external shocks in the global economy and restores
investor confidence;

iv) Interest rates have begun to decline as a result of the easing of the monetaryquhligg
borrowing costs and freeing up fiscal space for greevthancing initiatives by businesses.
Interbank ratedeclined tol1.4 percent in December 208#ém 11.7 percent in December
2023in line with the easing of the monetary polidyhe 9tday Treasury Bills ratdeclined
t0 10.0 percent in December 204m 15.7 percent in December 2023.

v) Tax revenues have grown by 11.5 percent in the year to June 2024, reflecting the success of
the Governmentds tax base expansi on measur e
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4. Greatprogress haslso been realized in the core pillars of tBettomUp Economic
Transformation Agendaey achievements include:

i) To ensure food security in the counatgdredue the cost of living, the Governmehas
continued toroll out fertilizer and seeds subsidies to farmers across the camabjing
them to increase thieey food value chainandrevampundeperforming/collapsed export
crops Since February 2024, the Government Hastributed subsidised fertiliser to 6.45
million registered farmers in 45 counties, from the Fertilizer Subsidy Programme, as well as
animal feed and certified seeds more easily and affordably, enabling them to increase their
yields Additionally, maize production doubled to 61 million bags of mawz2023 compared
to the 30 million bags that was harvested in 2022. The achievement was made possible
through leveraging on technology, utilizing an integrated digital platform thisteeed over
6 million farmers;

i) To support livelihood and businesses, the Governrdistiursed Ksh"G0 billion through
the Financial Inclusion Fund, or th@éustler Funé by end of November 202groviding
access to affordable credit doer 24.6 million customersvi t h. a r epeat custo
8.5 millionbeneficiaries and a repayment rate of 79 peréaiditionally;.in keeping up with
the BETA policy to inculcate a culture of saving for posterity, the Fund has successfully
mobilized Ksh 3.3 billion in savings

iif) To promoteachievement of theniversal health coveragte Government hasplaced the
National Health Insurance Fumdth Taifa Careand established the Social Health Authority
(SHA), which administer three essential funds primary healthcare iincidging theSocal
Health Insurance Fund (SHIiR a way that ensures every Kenyan, especially the most
vulnerable, can access quality healthcare services when they need thgnTheosewly
establishedSHIF empowers citizens to. contribute towards accessing a broad range of
healthcare besfits;

iv) To facilitate delivery of affordable houses and endble-cost housing mortgageshe
Government has facilitated construction 14,000 housing unite/hich are at different
stages of completion across 75 sites in 37 couriesady, 4,888 housing units are set for
completion across 21'social housing projects and will soon be layrasteed

v) To foster digital transformation, the Governmdmis expanded lastile fibre-optic
connectivity using the extensive Kenya Power transmission lines network to the most remote
and underservedreas of our country, and maslgnificant strides to establish digital and
ICT hubs In 2023, the Governmehtdlaid 13,712kilometersof fibre cable and increased
the number of PublidVi-Fi hot spots from 40 in 2022 to 1,222 in 2023, giving a total of
1,262 public WiFi-spots

5. Over the medium term, the Government will consolidate the gains realized under the BETA
for inclusive greemgrowthwith a special focus on the following six (6) objectives: bringing down
the cost ofiving; eradicatinghunger; creating jobs; expanding the tax base; improving foreign
exchange balances; and inclusive grovi@mphasis will be placed grromoting investment in
BETA core pillars and enablers ahdrnessing implementation of the targeted interventions
through a value chain approadrhe five corepillars are: Agricultural Transformation; Micro,
Small and Medium Enterprise (MSME) Economy; Housing and Settlement; Healthcare; and
Digital Superhighway and Creative Economy.

6. A value chain describes the producttoamarketlinkages generating added benefit for the
customer.The value chain approach targaisenhanceroduction, value addition and market
access, andttractlocal and foreign investmentBhe priority BETA value chains are: (i) Leather
and leather products; (ii) Textile and apparel; (iii) Dairy; @dible oils (sunflower, canola,
palm oil, coconut, soya); (v) Tea; (vi) Rice; (vii) Blue economy; (viii) Minerals including
forestry; and (ix) Construction/building materials. Other value chains include: (i) Maize; (ii)

2 I Draft 2025Budget Policy Statemer




Potatoes; (iii) Pyrethrum; (iv) Beef; (v) Coffee; (vi) Apiculture (bees); anil Indigenous
poultry.

7. The Government will also build on the solid foundation already built over the last two years
by entrenchingstructural reforms, enhancing governance, transparency and accountability, and
promoting responsibility for the use of public resources. Key reforms will include: entrenching
of the zerebased budgeting to 4@ient the budgeting and expenditure framewofkthe
Government; migrating from cash basis to accrual basis of accounting; implementing the
Treasury Single Account to improve cash managemenpjemmenting a unified Personal
Identification system for all personnel working across all the arms of Government; and exploiting
the power of Information and Communication Technology to radically diminish opportunities
for corruption, conflict of interesgnd abuse of office by digitizing procurement.and making it
open and transparent.

1.2Core Pillars

1.2.1Agricultur al Transformation for Inclusive Green Growth

8. Agriculture remains a core pillar for the realization of the Bot#tdm Economic
Transf or mati on fArgnelusidegi@en gravagiven that trareahan twethirds

of Kenyans derive livelihoods directly or indirectly from agriculture, which has the highest
employment multiplier effect and consists of crucial valneains with the highest impact on job
creationfor economically excluded segments of the populat®iven the critical role the
agriculturalsector plays in providing livelihoods, the Governmembarked on implementation

of interventionsand boosted investmentgended ¢ transfornthesectorby raising productivity

of key value chains the sectothat includestisheries and aquaculture, horticulture, food crops
like maize, rice, edible oiJdivestock, beekeepg, and rangeland development.

9. Theinterventionsvereaimedat i) transforming poor farmers from food deficit to surplus
producers througimputmaking inputs, especially fertilizer, more accessible and afforgabte
providingintensive agricultural extension suppailt raisingthe productivityof key food value
chains and reduce pogtarvest lossesii) reducingdependencen basic food imports by 30
percent; revampunderperforming orcollapsed export crops and expand emerging ORgs;
boosing coffee andea valuechairs;, and v)providingadequate and affordableorking capital
to farmers through cooperative societies and deploy modern agricuittkainanagement
instruments that ensure farming is ptalile and income is predictable.

10. Implementation of these interventions over the tasi years has borne fruitdaize
productionin the countrydoubled t61 million bags of maize in 20Z®mpared to the 30 million
bags-that was harvested in 20Zhe achievement was made possible through leveraging on
technology, utilizingthe Kenya Integrated Agriculture Information Systédman integrated
digital platform that registered ovérmillion farmers. Through thplatform, farmers accessed
fertilizer using mobile phone vouchers, make paymentd,receive codiction notifications at
nearby @vernment storage facilitieddditionally, more land has been put under cultivation,
with each acre yielding higher production since the availability and affordability of fertilizer.
Notably, since February 2024, the Government has distributed subsidised fertiliser to 6.45
million registered farmers in 45 countidspm the Fertilizer Subsidy Programme, as well as
animal feed and certified seeds more easily and affordatdypling them to increase their yields.
Further the Government in 2024 has procured and througiuehers distributed 7 million bags

of both planting andop-dressingfertilizer to boost food production across the country. The
intervention § projectedo further increase miae production to 74 million 90 kg bags. The
Government has also concluded ldegn agreements with eleven suppliers of assorted fertiliser
so as to make this commodity available all year round. Fertiliser for the long rains season will
be stocked in outks nationwide, ensuring our farmers are ready to plant, grow and produce. This
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will not only increase agricultural output, but also reduce reliance on costly food imports,
securing a more seftliant and prosperous Kenya.

11. The dairy sector remains a vital value chain with a quick turnaround impact on households
and the economyTo support thesubsector, the Government hasleased Kis 3 billion to
modernise the New KCC, ensure farmers are paid on @éntemaintain a high price of K$S0

per litre. As aresult,milk intake to KCC has increased from 100,0d&s to 220,000itres a
day. Other strategic interventions includiéne extension of dutfree imports for fed
manufacturing raw materialsubsidised wificial insemnation servicesand the reduain of
sexed semen costs from Ksh 7,000 té R9O00 through the Kenya Animal Genetic Resource
Center.These measures have led to a 14 percenéase in milk production, from 4.6 billion
litres in 2022 to 5.2 billion litres in 2023, with projections exceeding 6 billion-litres thislyear.
addition, he value of exported dairy productsheearly doubled, rising from Ksh 4.8 billion in
2022 to K& 7.2 billion in 2023.

12. To revitalize the coffesubsector, the Government has raised disbursements through the
Cherry Advance Fund from Ksh 2.7 billion to Ksh 6 billion, complemented by an additional
disbursement of Ksh 1.5 billion by the Commodities Fuhde Governmenglso allocated
320,000 bags of fertilizer specifically for the coffee sea®part ofts overall goal ofroviding

600,000 seedlings and 15,000 metric tohsubsidized fertilizer and modernization of coffee
cooperative factoriesSThe measureweregeared towardBoosing coffee productivity from 2
kilogram to 10 kilogramandincreasingsmallholder farmer earnings from Ksh 300,000 to Ksh
500,000 per acre annually by the end of 2027. In FY 2023/24, the country produced and exported
48,000 metric tonnes, earning farmers Ksh 25 billion. The Government is on track to increase
expots from 51,000 metric tonnes to 150,000 metric tonnes by 2027.

13. To facilitate the holistic development of the livestock sectoramathor all its value chains
in a sustainable strategic platform, t®vernment is implementing several policies and
legislative reforms and improvements to transform the livestock seduoitle training
institutions and provide a predictable environmengttract investments. These frameworks
include the Veterinaryolicy, ‘Livestock Policy, Livestock Bill, Livestock Masterplafgod
Safety Policy, and Food Safety Coordination Bill. Allgbare at various stages of consideration
by the Cabinet anBarliament

14. The Government's interventions in the livestoeklue chain areobust and have led to an

8.6 percentincrease in meatxports from 100 metric tonnes, valued athK9 billion in2022,

to 16,000 metric tonnes‘valued ati%0 billion. There haalso been a 42 percegrowth in the

export of live animals from 33,0Gimals in 20220 47,000 animals in 2023. Theo@&rnment
plansto increase annual redeat production by an additional 108,500 metric tonnes valtied

Ksh 54 billion. To sustain high livestoclperformance, several interventions have been
undertaken with the aim of improving genetics and elimindiegtwater supply constraints,
diseases, and barriers to market access. Key actions include the implementation of a countrywide
breed improvement programme in collaboration with the counties and to upgrading of dairy and
beef breeds. In 2023, the Kenya Aail Genetic Resource Centre provided farmers with 900,000
doses of bull semen with the aim of incliegproduction and productivityro enhance livestock
disease and pest management, @mvernmentplans to launcha National Vaccination
Programme to eracite the Peste des Petits RumingdRRR disease and control the Foot and
Mouth Disease. Under this programme, more than 22 million cattle will be vaccinated against
foot and mouth disease, while 50 million goats will be vaccinated through a collaborative
nationwide exercise.

15. In an effort to increase food production and expand economic opportunities for the youth,
the Government commissioned and trained 18,000 agripreneurs across the country. The
agripreneurs will work through National Agricultural Value Chain Development &roje
(NAVCDP) to guide farmers on best agricultural practices, pest management, and irrigation
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techniques. The programme will also connect farmers with suppliers for quality inputs and link
them to markets to secure fair prices. The agripreneurs will assist farmers in accessing financial
services, support loan applications, and connect them witiiders of farm and mechanization
services. The agriprenuer model will regularly track progress, provide feedback for
improvement, and maintain accurate records to inform deemgiing and planning. To
enhance the Gover nment dltaral predpcdon antd geliver services tor d i n
the sector more efficiently, the Government
agripreneurs database into the Kenya Integrated Agriculture Information System.

16. Over the medium term, the Government widhsolidate the gains made in the agricultural
sector byaligning all policies under theector towards increasing food production, boosting
smallholder productivity and reducing the cost of food. Overall, the strategies will be geared
towards: addressing the cost, quality and availability of inputs; reducing the cost of food and cost
of living in general; reducing the number of food insecure Kenyans; raising productivity of key
food value chains; increasing accéssaffordable credit and agricultural extension services;
creating direct and indirect jobs, increasing average daily income of farmers as well as foreign
exchange earnings; and revamping underperforming and collapsed expovituiegxpanding
emerging ones.

1.2.2Transforming the Micro, Small and Medium Enterprise (MSME) Economy

17. The Micro, Small and Medium Enterprise (MSMEgctorremains avital sector of the
BottomUp Economic Transformation Agenda as it serves-as an enginacfosive green
growth andtransformation by providing jobs andcome opportunities for economically
excluded segments of the population, including yomtmen, persons with disabilities and low
skilled persons The sector, however faces challenges in accessing to finance, inadequate
infrastructure, regulatory and compliance constraints, limited madoeisa and competition,
skills and capacity gaps, weak institutional support and networkongddress these challenges
and transform th&SME economy, the Governmeititiated a number of reforms including:
establishment angtrengthening of th&inancial Inclusion Fund, popularly known Hsistler

Fund to provide access to affordable credit; capacity imgijdand linkage to markets; and
strengthen the capacity of MSMEs to venture into economic activities in building and
construction value chains and rif@ncing certain components of levost housing projects for
MSMEs.

18. Significant progress haseen realized in the delivery of thessforms By the end of
November2024, the Hustler Fund had disbursed Ksh .60billion benefitting 2.6 million
customers, with a repeat customersod base of
percentAdditionally, in keeping up with the BETA policy to inculcate a culture of saving for
posterity, the Fund has successfully mobilized Kghb@llion in savings. Building on the gains
made, the Governmemtill roll out athird product offering, specifically tailored the Small

and Medium Enterpres (SME) sector. Theew product will initially target the 2 million
beneficiaries who have demonstratestrang cedit history with the Fund. Thgroundbreaking
initiative aims to create a pathway ftire SME entrepreneurs to transition into the formal
banking system, thereby deepening financial inclusion and strengthening the SME sector.

19. To further address the challenges facing the MSMEs, the Government has embarked on the
review of theMicro, Small Enterprise (MSE) 2020 Policy. The reviewirsed afpulling down

the barriers in the MSME sector that stifle business growth and developrrhemiew policy

that will be developeavill unlock and mprove access to finance, redusgulatory burden,
enhance market access and upgrade MSME infrastructure as welieis asupportive MSME
ecosystems
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1.2.3Housing and Settlement

20. The Constitution of Kenya provides that every person has the right to accessible and
adequate housing\s a core pillarof BETA, the Affordable Housing Programme provides an
avenue to ensure the development of quality and affordable houses for KdmgaA$fordable
Housing Programme is expected to increase the supply of affordable houses from the current 2
percent to 50 percent, by fatalting the delivery of 200,000 housing uratsnually. In addition,

the Rogramme aims to tackle tih@usingdeficit that has left many Kenyans living in insecure,
unsanitary, and poorly constructed dwellings while also fosteringthesive green growtand
generating job opportunities across various seclarsealize these objectives, tAéordable
HousingProgramme was designed to increase opportunity for manufacteeedppers anthe

Jua Kali industry to produce high quality construction prodacts provide employment to
different types of professional services andterials, bringing together labourers, masons and
brick layers, artisans, electricians and carpenters, as well as architects, engineers, quantity
surveyors, lawyers and real estate economists.

21. Progress has been made in the delivery of the affordable hcagémgla Notably, the
enactment of the Affordable Housing Act, 2024, provides a-teng solution in financing the
Affordable Housing Programme. The Act is a landmark legislation in Kenya aimed at addressing
the housing deficit and ensuring that every Kenyan has-accessritabfé, adequate, and decent
housing. The enactment of the Affordable Housing Act gives effect to Article 43(1)(b) of the
Constitution which guarantees every person itjet1to accessible and adequate housing. This
article delves into the key aspects of the Act, its'implications, and how it aims to transform the
housing sector in Kenya. The Act aims to create a framework for the development and access to
affordable housig, emphasizing community. engagement, pupligate partnerships and
inclusivity.

22. Additionally, dter two years oimplementing thé\ffordable Housing Programe, 124,000
housing units are at different stages of completion across 75 sites in 37 coumti@egfamme
includes houses for military,  police, and correctional services personnel, student
accommodation, and privagector developments. &ddition,the online portal platform, Boma
Yangu, over 547,000 have registered, of which 52,000 have collectively saved more than Ksh
2.3 billion towards homeownership. The Affordable Houskmpgamme has created over
164,000 jobs through the housing value chafdready, 4888 housing unitsare set for
completion across 21 social housing projectd will soon be launched. The units, comprise of
studios, onédedroom, twe bedroom, and threbedroom homesandare tailored to meet the
needs oKenyans offering 1,041 social housing units,133 affordable housing units, and@14
affordable middleclass housing units in 24 counties.

1.2.3.1Urban Housing

23. The rapid pace of urbanization has outpaced the development of necessary infrastructure
leading toover 10 million people living in the informal settlement and 60 percent living in slum
areas.To improve urban housing, the Government will segle@mplementation of the Kenya
Urban Settlement PrograRhase Ithat will strengthen the capacities of urban municipalities to
improve delivery and resilience of urban infrastructure and services. In addition, the Program
will enhance the contribution of the privasector in urban planning and development and
support the transition of refugee camps into integrated host communities and refugee settlements.
Through th&Kenya Informal Settlement Improvement Projebase I, the Government will also
fasttrack land tenure regularizatiompgradeinfrastructure improveaccess to basiservices,

and strengtheimstitutional capacitglevelopment for slum upgrading in informal settlements in

33 counties.
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1.2.3.2Rural Housingand Settlement

24. Rural housing isaffected by rapidurbanization, rurairban migration, and a lack of
affordable housingin therural areas, the quality of housing is below the standard requirement
and lack basic sanitation requiremérd. support rural housing and settlement, the Government
will continue toensure that urbanization is planned and controlled throuiggrated land use
planning and development programme that we are implementing throughout the country, in
every countyKey initiatives will includesupporting construction @fffordable housg projects

using local materials, supporting planned rural settlements with essential infrastructure, and
promoting climateesilient housing design® foster inclusivegreengrowth and bridge the
urbarnrural divide.

1.2.4Healthcare

25. The right to the highest quality of health is enshrined in the Constitution.of K&hga.
MediumTerm Plan IV of Vision 2030 andBottomUp Economic.Transformation Agenda
prioritizes provision ofequitable, accessiblaffordable and quality healthcaf@espite recent

strong economic growth in the country, many Kenyans face financial barriers in accessing
healthcare and only 20 percent JwoithmdSeohthemdbs po
beingemployed in the formal sector. In order to achielaversal Health Coveragey 2030,

the Governmeilt 8ETA focuses orvariousinterventionsto: 1). provision of afully public

financed primary health care system, an emergency care fund and a health insurance fund that
will cover all Kenyans, ii) instadition ofdigital health management information system, iii) set

upof a Fund for improving health facilities; iv) setafpan Emergency Medical Treatment Fund,

iv) establisiment ofa National Insurance Fund that covers all Kenyans, and v)irayaif
medicalstaff who would deliver Universal Health.Coverage.

26. Significant milestones have been realized in the implementation of these intervefraions.
acceleratehe implementation of th&niversal Health Coveragéhe Government enacted the
Social Health Insurance Act, 2023; ii) Primary Health Care Act, 2023; iii) Facility Improvement
Financing Act, 2023; and iv) Digital Health Act, 2023e Social Heléh Insurance Act replaced

the National Health Insurance Fund and established the Social Health Authority (SHA), which
administerthree essential fundwimary healcare funds in a way that ensures euweepyan,
especially the mostvulnerable, can access quality healthcare services when they need them most.
The shift from the National Health Insurance Fund model to Taifa Care is fundamental and
radical in both scale and character. NHIF served a few salaried Kenyans and those who could
pay, but Taifa Care covers every Kenyan regardless of their employmarg. Satondly,
despite serving alimited class of citizens, NHIF nevertheless accumulated billions of shillings
of debt because of misalignment between contributions and the actual cost of healthcare. Taifa
Care has undertaken an accurate costing of all healtrelated goods and services, in order to
provide timely, effective and efficient service to everyonadifidnally, the NHIF had a waiting

period, lasting between registration and eligibility for services. Under Taifa Care, citizens are
eligible for all services upon registration.

27. To date, over 15 million Kenyans have enrolled in Taifa Care and moré@haercenof
employers have successfully transitioned into its framework. The newly established Social
Health Insurance Fund (SHIF) empowers citizens to contribute towards accessing a broad range
of healthcare benefits. This represents a seismic shift from theealdive healthcare model to

a forwardlooking system that prioritises prevention and preparedness. Once the transition from
NHIF is complete and SHIF becomes fully operational, Kenya will have a healthcare system that
guarantees dignity, peace of mindlagutable access for every citizddnder the Digital Health

Act, the Government will continue to enhance the efficiency and transparency provided by
technology in the provision of healthcare services to eliminate fraud and fake claims.
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28. As a startfree primary healthcare is increasingly becoming available at dispensaries, health
centres and hospitals. Ambulance and emergency services are also slowly but surely being made
available at no fee. Under Taifa Care, we have introduced a comprehensivs ppackhge that

brings specialised care, such as cardiothoracic surgery, within reach for many Kenyans, without
the burden of financial strain. Through the Digital Health Act, the Government has
revolutionized healthcare delivery process idahlg registration, eligibility checks, as well as
claims. By eliminating unnecessary human interactio®,Government isackling corruption,
reducing inefficiencies and ensuring that resources are used where they are needed most.

29. Building on the gainsnade the Governmerthrough the=acility Improvement Fund (FIF)

will ensure that hospitals are egped with the tools they need includingedicine, equipment

and other resources necessary to provide quality care, while involving citizens in decision
making at every facilityTo start of the process, the Governmentléaiing decadeld debts,
andensuring acess to medicine and equipmeAtready, the Government-has patisbursed

Ksh 8.7billion to settle historical debts owedpablic, private and faitthased medical facilities,
andwill continue to clear the remaining balances in a phasgdpproach over the coming
months This underscores h e G o v econmmtreentttofessuring uninterruptddlivery of
healthcare services

30. Toincrease availability of human capital in the public health sector, the Government will
continue to implemenprogammes like Afya Bora Mashinani thaas engaged over 100,000
community health promoters who provide direct care in households across the cluntry.
addition, the Governmenwill implement institutional and strategic measures to extend the
impact of Universal Health Coverage by developing the biomedical, pharmaceutical, and
medical supplies production industries.

31. Over the medium term, the Government will continue to implesteoig institutional and
strategic measures to extend the impact of Universal Health Coverage by developing the
biomedical, pharmaceutical, and medical supplies production industries. To enhance healthcare
delivery and ensure the seity of medical supplies, thedsernmentwill improve the overall

supply chain, starting with capacity upgrades and the establishment of Kenya Medical Supplies
Agency (KEMSA) regional distribution centres in Kisumu, Embakasi, and MombBasiher,

the Government will scale upé scope oéxisting programmes such as Edu Afya to encompass

all schoolgoing children, extending beyond its current focus on secondary school stlilents.
addition to coveringprenatal carethe Linda Mama Programmeill be enhanced to provide
comprehensive postnatal camesuring a holistic approach to maternal and child health

1.2.5Digital Superhighway and Creative Economy
1.2.5.1Digital Superhighway

32. The digital economy has undergone rapid chabg#s globally and domesticallg recent

years, with the&COVID-19 pandemic accelerating the shift towards digital technologies. In order

to entrench Kenyabds | ead in digital economy,
promote investment in the digital superhighway and the creative econdmei provides
tremendous potential for the country in employing hundreds of thousands of young people and
generating immense wealth if the young people are faeitl to plug into the global digital
economy ii) support extension of National Fib@®ptic Backbone infrastructure to ensure
universal broadband availability; and iii) digitize and automate all critical Government processes
throughout the country, with a view of bringing greater convenience to citizens.

33. Towards this endhe Government has expandedtmile fiber-optic connectivity using
the extensive Kenya Power transmission lines network to the most remote and underserved areas
of the country, and making significant strides to establish digital and ICT i&dngernment is
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on schedule to establish 1,450 I CT by end of

literacy training, support content creation, and facilitate access to Government séhigws|
createa foundationfor digital transformation, enabling IT economy workers, young digital
creators and entrepreneurs to access a wealth of opportboitidscally and globally.

34. The Government committed to increase andtiastk broadband connectivity across the
country, by constructing at least 100,000 kilometres of Nationat Biptic connectivity Sofar,

the Government has laid 13,712 kilometres ofrfiteble and increased the number of Public
Wi-Fi hot spots from 40 in 2022 to 1,222 in 2023, giving a total of 1,262 publiei ¥fiots. The

Go v e r n ragship iditetivé under the Jitume Programme targets to empower over 1 million
youths in the country to access reasonahle sustainable income and to provide infrastructure
and over 23,000 digital devices to centres among other activitiesder to make Government
services more accessible and improve efficiency and service deliver, the Government has
digitized 20,855servicesup from 350 in 2022, representing an increase.of almost 6,000 percent
which has improved revenue collection

35. Over the medium, the Government walbntinue to: increse-and fastrack broadband
comectivity across the country by construction of natiditaie optic connectivity network;
enhance Gvernment service delivery through digétion and automation of all@&¥ernment
critical processes;stablish Africa Regional Hub and promote the development of software for
export;implementthe Digital Master Plan will adhere to environmental agreesnentvhich
Kenya is a signatory; amstrengthen Konza Technopolis tany together industry, academic
institutions, and other innovators to-irwest in emerging technologies to create kuglality

jobs that leverage artificial intelligence, robotics, and ather technologies.

1.2.5.2Creative Economy

36. The Government is committed to supporting the creaoaomywhich plays a key role

in fostering creativity and addresg the high-unemployment rates. Tlsector offers the
opportunity toenhance our cultural values, heritage, and national ide@tityenty/, the creative
economyis growing at faster rate than any other economy in the region and has a potential to
contribute significantly to’'GDPThe sector interlinkghe arts, business and technolpgiich
areintensive in creative skills and can geate income through trade and intellectual property
rights Acknowleddng this potential, th&overnments expandhg andsupporting thereative
economies as part of.economic diversification strategies and efforts to stimulate economic
growth

37. To further support the creative economy, the enactment of the Creative Economy Support
Bill, 2024 will establish a legal framework for the support of persons in the creative industry and
further'enhance entry and contribution to the indudtyrther,the Bill seeks to establish a
Creatives Fund for purposes of financing creative initiatives by various creatives in the industry
and for supporting the implementation and execution of creative projects.

1.3 Enablers

38. Actualization of the Gov er nme nt i Yp EBomdmic oTransformation Agenda
(BETA) for inclusive green growtlwill be underpinned by sound and innovative policy and
structural reforms targeted at all seeiconomic sectorsThese includebuilding efficient
infrastructure harnessing the manufacturing sectdimatechange mitigatiorand adaptation
mechanismduilding human capital; social protectias well anhancing governanead the

rule of law Thefollowing enablers will be prioritized to enhance the attainment of the Agenda:
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1.3.1lInfrastructure

39. Infrastructure remains ey enabler to the implementation of BET#ough provision of
costeffective public utilities and essential services geared at promotion-eocmmmic
transformation across the countiApr this reason, the Governmaerili intensify investments in:
construction of water pans, small, large and mega dams and associated irrigation infrastructure;
expansion of roads and transport network, clean energy generation and distribution capacity;
exploration and ammercialization of oil andag;to foster an er@ing environment fomclusive
greengrowthen hance Kenyads ¢ ompet i-borderteadeeandsregionaln d f &
integration These infrastructure development® also designed &iimulate business growth,

attract private investment, and contribute to lbeign economic prosperity. and poverty
reduction.

1.3.1.1Water and Irrigation

40. To enhance access to safe water for domesigationand industrial use, the Government
hasmade significant progressver the lastwo years. Notably, the Government hasreased
access to improved water services by conneaim@dditional 5,843,25%eo0ple; mproved
access to sanitation services by connecéingdditional 280,00thouseholds; increased water
storage per capita from 107 cubic metres to 108 cubic nigtresmpletion oKarimenu Dam,
Yamo Dam, Pemba Dam and Bakuli Daoperationalized Wk water suply at the Karimenu |l
(70,000 cubic metres peiay) andNorthern Collector Wier Diversion Tunnel (140,000 cubic
metres peday) andcompleted goundwater mapping for Wajir, Turkana, and Marsabit coantie
Additionally, the Governmerthasdevelopedan additional 181,069 acres under irrigation for
rice, maize and other value chains; completed 15 MCM Thiba Dam and expanded Mwea
Irrigation Scheme by 5,600 acres to 30,600 atrasested and storé&2.1 million cubic meters

of waterfor irrigation; reclaimed rehabilitated and restor&3J183 acres of degraded land; and
equipped5 public schools with boreholes, greenhouses and irrigatioT kitsddresshe issue

of land degradationthe Government is finalizing the development of the Land Reclamation
Pdicy 2024 in order to enhance reclamatiordefjraded lands, marginal lands, wastelands, and
wastewaterestablisha new legal and institutional framework to support land reclamédiah
securdand neutrality

41. Over the medium termhé Government will build on th@ogress made in order to provide
reliable safe and clean water through water harvesting for domestndserhargeof ground

water in 23 ASAL counties; 100 small towns and 8060ools. Thiwvill entail supporting 1,150

water harvesting projects for irrigation to proviliE7.5 millioncubic metres of water in ASALS;
construction ofsmall. dams and watgrans, and drilling of boreholesater harvesting from
Afdggahso and expl oitat i onarideduntigsandhwillidg capacitye r f o |
on<uptake of irrigation in schools by drilling and equipping 465 boreholes and installing 510
greenhousedn addition, the Government will facilitate construction of the following multi
purpose damdgArror, Ki mwarer, Hi gh Grand Fall s, Muny,
North River, and Oloshoibor ; and two (2) dams at Kieni Integrated Irrigation Project, desilting
ten (10) tributaries at Integrated Ecosystem Irrigation in Athi River Basamstructionof a

fruit and vegetable processing plant through the Kimira Oluch Smallholder|Fgravement

Project Phase I, and construction of a sugar mill through the TanaIbejéat Irrigation Project

42. Further, the Government will expedite the enactment dftter (Amendment) Bill, 2023

to promote private investment in the water sector through the Fibliate Partnerships (PPPs)
model. The amendments seek to expand the rodabbnal Government entities such as the
Water Works Development Agencies (WWDASs) and National Water Storage Authority (the
NWSA) to provide water services by allowing them to enter into bulk water purchase agreements
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under the PPP Act, 2021 which was previously the preserve of county water service providers
(WSPs).

1.3.1.2Roadsand Bridges

43. In order to expand road atdidgesin the country, the Government has over thetiast
years,constructed 2,766 kilometres of roads; rehabilitated 280 kilometres of roads; maintained
10,320 kilometres of roads under Performance Based Contracts; maintained 117,294 kilometres
of roads under routine maintenance; maintained 2,389 kilometres of rodds periodic
maintenance; and constructed 77 brid@é®se efforts aim to enhance transportation networks,
supportinclusive greengrowth, and improve overall connectivity across the counfiy.
streamline transport accident investigations, the Government estalilihKenya Transport
Accident Investigation Bureau (KTAIBIn October 2023as part of institutional -and legal
reforms.The KTAIB will investigate accidents involving road, rail, and'water transiowsill

also promote the sharing of best practices, resources, and safety lessons between different modes
of transport

44. Over the medium term, the Governmarill prioritize: completion of 1,54%ilometres of
roads;construcion of 62 bridges across the countrghabilitation of675 kilometres of roads;
mainteance 084,988 kilometres of roads under routine‘maintengnegrammemaintenance

of 1,633 kilometres of roads under periodic maintenance prograamtietaintenance 0,234
kilometres of roads under Performance Based Castithe Government will alsaupgrade and
maintainrural access roads open up the ruralreas to enable farmers to get their produce to
markets faster and cheapgndimprove road infrastructure in urban informal settlement and
critical national and regional trunk roads that have the highest immediate economic iropact.
streamline transport and reduce traffic congestion, the Governmentcamimence the
construction of Bus Rapid Transport (BRT) Line 5; &sthablish the National Intelligent Traffic
System (ITS) and Junctidmprovement.

1.3.1.3Electricity

45. Access telean, sustainable aadfordableenergyremains a key enabl#r inclusive green
growth andransformation as envisioned the Bottom-Up Economic TransformatioAgenda

To expand access.to electricity, the Government has over thewmastetrs, installecan
additional240MW of electricity thus increasing total installed capadity 5.4 percenfrom
3,076MW in 2022 to 3,28 MW in October2024; constructed 675 kilometres of transmission
lines and built 4 high voltage substations; installed 1,266.7 kilometres of medium voltage
distribution lines.and constructed 30 distribution substafiand installed 54,577 street lighting
points<to-enhance security and promote ah@dr economy. Consequently74,000more
customers were added to electricity including 1,702 public facilihesgasinghe total number

of customers connected to electricity {6%8,954in October 2024 from 8,919,584 in 2022

46. Overthe medium term, tH@overnmentill build on the progress madlg strengthening
policy guidelines and laws to enhance energy generation, transnassia@listribution aimed at
connectingl,440,000 new customers and 1,080 public facilitiegléztricity. Some of the
interventions will involve: dlling of 34 geothermal wells;oastructon of 1,742 kilometres
transmission lines and 21 transmisssoibstations;@nstrucion of 1,050 kilometres distribution
lines and 33 distributionsubstations; nistalation of 19,500 street liging points; and
constructon of 55 institutional and 1,800 household biogas plantenhance power grid
resilience, improve service delivery, and ensure-@ng energy sustainability
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1.3.1.4Petroleum and E-mobility

47. BETA aimsto promoteclean, affordable, and quality alternative renewable energy sources

for inclusive green growth artdansformationTowards this end, specific interventions include:
expansion of energy centres from 16 to 47; installation of 4,350 solar PV systems; installation

of 50,823 standh | one systems; devel opment of 10 small
and data loggers; development of two (2) bio fuel plants for value addition; construction of 300
biogas plants in counties; developmehii95 energy efficient charcoal kilns; and promotion of

clean cooking solutions; promotion of energy efficiency and conservation includimapity,

green building and reduction of GHGs; electrification of institutions and community boreholes;
developmat of Kenya green hydrogen; and promotion of energy production from municipal
waste.

Petroleum

48. In order toboost localproduction of petroleum products, the.Government pagwed
SouthLokichar Field Development Plan to facilitate development ofoih&elds; developed
and gazetted Petroleum (Importation) Regulations, 2023 and Petr{Reiong) Regulations,
2022 of the Petroleum Act, 2019emarcated land for development of oil fields in Seuth
Lokichar, and registered 28f 63 communities and their Community Land Management
Committees infurkana County.

49. Over the medium term, the Government will prioritthe advancement of the oil and gas
sector to strengthen energy security and fostelusive greengrowth Key initiatives will
include acquisition ofGeoScientific data in 3,600 square kilomettesestablish oil and gas
potential; completion okvaluation of gas potential in Petroleum Blocks 9, L4 and L8 in
Marsabit, Garissa & Lamund Kilifi Counties respectively; provision of clean cookirgsgo
600 public learning institutionsAdditionally, theGovernment willdistribute 6 kilogram LPG
cylinders and azessories to 210,000 leincome households; import and distrié@f.6 million
metric tons of petroleum fuelsand complee land acquisition in Southokichar for the
development of the oflelds;"and water makep and crude oil pipelines.

E-Mobility

50. Transitioning toelectric mobility (e-mobility) remains a priority itervention of the

Go v e r n maueite green growth arelimateaction plaraimed at reducing greenhouse gas
emissiors and air pollutionwhile at the same timeneeting the mobility needs of consumers.
Significant developments and encouraging efforts have been redltzedarrival and use of
electric.vehicles and motorcycles in Nairobi, marks a significant turning point towards this
transformation. In"addition to lowering carbon emissions, these vehicles and motorcycles are
economically friendly. Additionally, electric ehicles and motorcycles are an important
breakthrough toward bettering air quality and easing traffiiusy cities because diir quiet
operation and lower running costs as compared to fuel diesel buses.

51. As a significant step towar@smobility, the Government launched the first batch of locally
assembled electric buses in partnership with BasiGo and Kenya Vehicle Manufacturers (KVM)
in April 2024. This initiative is aligned with the national goal of transitioning to a fully electric
bus fleet ly 2027.In order to promote local manufacturing and assembly of electronic vehicles
and motorcycles, the Government has developed draft Natiohdbddity Policy. Once
finalized, the Policy will guide the developmeat electric mobility in all transportation modes

I road, rail, air and maritime, by providing a transition framework from the use of conventional
internal combustion engine (ICE) vehicles. The Policy will also support establishment of E
mobility chargingnfrastructure, reduction in emissions, lower operating costs, decrease reliance
on imported fuels, and create green jobs. Additionally,Goeeernment has partnered with

12| Draft 2025Budget Policy Statemel




BasiGo and KVM to assemble electric buses locally, with BasiGo planning to deliver 1,000
electric buses in the next three years. These efforts are aimed at reducing carbon emissions,
improving transport infrastructure, and creating green jobs.

1.3.2Manufacturing Sector

52. The manufacturing sector in Kenya plays an important role in accelenmatingive green
growth and developmentreating jobs directly and indirectly through backward and forward
linkages with other sectorand enhancing competiveness of the country in export maikets.
realize these objectives, the Government under the BdthenkEconomic Transformation
Agenda hagmbarked on interventions aimedravamping and improving competitiveness of
local industries by focusingn value chains developmefib sipport value chaisidevelopment,
special emphasis has been placedaosing productivity and value additioagddresmg input
constraints strengthening extension servicasd enhancingmarket for locally manufactured
products Key value chains prioritized include: agpoocessing; leather and leather products;
building and construction materials; textiles and apparel; dairy procditse and crop oils;
teaand coffee and sugarThe Government has implementadd or plans to implemerie
following initiativesunder eaclvalue chain:

1.3.2.1Agro-Processing

53. Agroprocessing remains a priority of the Go\
across the agricultural value cham create jobs and increase wealth for Kenyans. A major
challenge in agriculture is pekarvest losses, which range from 20 percent tpes0ent due to

poor storage and handlingo address thi200 integrated fresh produce markets are at various
stages of construction to support farmers and trad&dslitionally, the Government is
constructing 18County Aggregation and Industriglarks (CAIPs)that will provide value
addition centers and storage facilities for agricultural prodiibes project will initially be rolled

out in 18 counties, and will expand to all 47 counties by FY 2025/26, reducingpgrestt

losses and boosting farmers' incomes. CAIPs are a collaborative effeedn the National and
County Gvernments. By fostering collaboration among farmers, processors, exporters, and
research institutions, CAIPs are expected to increase employment, exports, and farmers'
incomes, while promoting economic growth and industrialization.

54. Building on the progress madée Governmemnwill continueto increasegroduction, value
addition, marketing and attractingvestments in value addition of products from agriculture,
fisheries, and livestockarming. These will be achieved through: raising productivity of key
value chainstevamping undeperforming and collapsed exports crops; and promoting emerging
ones. Targeted opportunities for agnwcessing are: cash and food crops (tea, caftemrcane,
cashew nuts and macadamia, legumes, cereals, fruits, vegetables, oitaotgpsnd tubers);
livestodk (dairy, meat, honey); and fisheries (marine, fresh wateaguodculture)in addition,

the project targets to: promote the manufacture of animal feeds and valorization of agricultural
residue; establish aggregation centres, rural transformation centres and cold storages; establish
and operationalize Integrated Agidustrial Pa&k; and establish food processing hubs in
Kisumu, Eldoret, Kilifi, Miritini, Nakuru and Taitalaveta to enhance value addition in
agricultural, livestock and fisheries products.

1.3.2.2Leather and Leather Products

55. To transform the leatheand leather productglue chain,the Government has invested
resources towards the wupgrade of t he Ewaso
factory through: acquisition of modern equipment; building of a footwear factory; and mopping
up hides and skins. Machinery for increasinggessing capacity at the factory has already been
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procured and installed. To supply quality hides and skins, 703 flayers have been trained and
subsidised flaying equipment provided to 680 slaughter points. At the same time, the
construction of the Kenya Leather Industrial Park at Kenanie, Machakos Cisu8®ypercent
complete. This park will have a common effluent treatment plant, 2 tanneries, 2 leather
manufacturing plants and 100 acres for investors to set up leather factories by the end of the year
2024.

56. To furthersupport the growth of the leather industry in the counlry,Government will

build on the ongoing interventions geared towards boosting productivity along the leather and
leather products value chain; increasing income from leather to Ksh 120 billion; increasing job
opportunities from 17,000 to 100,000 jobs;iimg three (3) million hides and 18 million skins

to the tanneries; and increasing recovery of hides and skins from abattoirs,-slaughterhouses and
home slaughter and consequently insheg tannery utilization from 25 percent to 100 percent.
Towards this end, the Governmentdisveloping local capacity to handle hides and skins to
provide quality raw material, tanning as well as the local manufacturing of finishedleather goods
such as shoes, bags, and belts.

57. To enhance production and improvement of quality of raw materials for processing and
value additionthe Government willreview Hides an&@kin and Leather Trade Act (C8p9)

to reinstate licensing of the value chain actors and attract more MSMEs waltlee chain;
finalize Kenya Leather Value ChaiDevelopment Policyfinalize the Leather Development
Authority (KLDA) Bill to improve the legal and policy framewortknderpinning the leather
industry; map and sensitize MSMEs on leather value chains; develop and disseminate policies
and strategies focused on MSMEs in the leather value chain; establish hides and skins collection
centres; suppoxollection, preservation and delivery of hides and skins to tanneries; mobilize
livestock farmers into cooperatives; manufacture leather and leather products; and build capacity
of the value chain actors including MSMEs to improve the quality of hideskamsl leather and
leather products.

58. To enhance leather value addition, tBevernment will among other things complete
constructionof Kenya Leathetndustrial Parki Kenanie; establishment @ommon Effluent

Treatment Plants and tanneries in Eldoret, Isiolo and Momlestablishment ofeather
processing clusters in Isiolo, Uasin Gishu, Narok, KisumuMothbasa; constructionf 10

common manufacturing facilities; optimization of Ew8g 6i r o Sout h Devel oprm
tannery to produce finished leather producsg establishment and epationalization of

Kariakor manufacturing facilityThe Government will also promotstalishmentof leather

cottage industries through'capacity building of leather operators on designing, finishing and
fashion of leather and leather goods

59. To-boost market for leather and leather products, the Government coitiplete
development and operationalization of publijpe&ial Economic Zones EX9) in Naivasha,
Kisumu, Lamu and Dongo Kundu; lInNRMSMEs with large enterpriseand Government
institutions (uniformed forces and schoolspntinue enforcement dhccessto Government
Procurement Opportunities (AGPO) and 40 per cent Local Coptefgrential procurement to
promote local demand; sensitiexporters on markeatequirements and opportunitiesxport
market development and promotion, includimgarket diversification;strengthening of
commercial representation; identification of unfair import trade practices threatening leather
industry; and sensitization of manufacturers on unfair import trade practices.

1.3.2.3Building and Construction Materials

60. The Governmenhascontinuel to supportbuilding and constructiomalue chaingo boost
job creation and foreign exchange earniriggart, the Government has continuedlévelop
production capabilityof jua kali MSMEs and attracinvestments in provision of affordable
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construction materials, especially green construction materials and products for local and
international markets in the construction industry. To accelerate local manufacturing, the
Government imposed levies on the importation of clinker, saving the gddsitr 20 billion in

foreign exchange, as clinker imports dropped to zero. The Government also imposed levies on
importedsteel billets, enabling 11 steel factories that had closed in the past 6 years to come back
into operation, now hired 16,000 workerslazaved Ksh 110 billion in foreign exchange.

61. Over the medium term, the Government will consolidate the gains realized by continuing
to: support establishment ofindustrial park for construction materialsenhance local
manufacturingof construction materials (clinker, cement, cabros, prefabs) and electrical and
electronics fittings, cables and producsid ring-fence certain components of the low cost
housing project for MSMEsValue addition will be enhanced through: stimulating domestic
investment into housing and construction sectors; modernization of East Africa Portland Cement
Company; promotion of use of alternative building technologies; establishment of heavy clay
plant; promotion of cottage construction industries; establistiroEwaste recycling plants for
power generation; establishment of MSMEs industrial parks and incubation centres in every
TVET,; establishment of MSMESs business development centres in every Ward; establishment of
cooperative social housing schemes; devekgmof standards.for MSMEs products;
accreditation of construction bodies; and modernization and linking of CIDCs to TVET

1.3.2.4Textilesand Apparel

62. Cotton is recognized as .a strategic crop
priority value chain within the Bottordp Economic Transformation AgendEo revitalizethe

textiles and apparel stdector,the Governmenhas continuedo implement measurageared
towards enhancing local production of cotton. These measures inoloféization of cotton
growers into coperatives; distribution of 70 metric tord certified cotton seeds (Bio
Technology cotton and hybrid) to farmers through existing asathéshed cooperates; availing

1,320 metric tonof seed cotton througkood Security md Crop Diversification Projert
increasing acreage under cotton from 26,000 acres to 200,000 acres through distribution of Bio
Technology cotton in the 24 cotton growing counties; promoting use of alternative fibre (natural
and artificial); sensitization and mobilization of MSMEs witltiotton catchment areas; supply

of subsidized fertilizer to farmers; establishment of aggregation centres in CIDCs within the
catchmentareas; and. prioritization of financial inclusion funds for textile and apparels value
chain

63. In addition, he Government i®n course to increase cotton productanmd modernise
ginneries:The Government will distributé5,700kilogramsof seeds to farmers in Busia and
another 20,00kilograms to farmers in Meru, Makueni, Kitui and Machakos. Subsidised
fertiliser will. be provided through the tried and testedoachersystem.Additionally, 5,000
acres have been harvested in Lamu. Goernment has also worked with stakeholders to
negotiate rice increase for farmers from Ksh 54 a kilo to K&n

64. Over the medium term, the Government will build on the ongoing interventions in arder to
establish textile value addition centrefNiyando and Kieni (aggregation cooperatives); establish
seven (7) modern cooperatigeciety ginneries in Homa Bay, Siaya, Meru, Lamu, Kwale,
Kirinyaga and Bungomaounties; modernize existing ginneries; equip CIDCs with common
user tailoringfacilities; construct industrial warehouses with associated basic infrastructure
facilities to attract investors in apparel processiognduct capacity building on fashion and
design of clothing and textile products; construct eight (8) large industrial shedse\sidp
railway sliding related infrastructure at Export Processing Zone (EPZ) irRAtai. In addition,

the Government has developed draft NatioGatton, Textile, and Apparel (CTA) Poli@d024

to guide the development of cotton value chain in Keiye policy seeks toevitalize and
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enhance the competitiveness and sustainability of the CotexiiléTand Apparel sector in
Kenya and the within the region.

65. Efforts to enhance market access will involve: sensitizatiorexgforters on market
requirements andpportunities; export market diversification; capacity building of commercial
attacheson textile and apparels sector devel opm
linkage of tailors with large entrepreneurs, schools, colleges and Government training
institutions; identification and sensitization of manufacturing on unfair trade practices
threatening textile industry; ardtracting both local and foreign investments thropatkaging

and promotion of bankable investment projects in the value chain to pseater for
investments or cnvestments.

1.3.2.5Dairy Products

66. Dairy and livestock sulectorgemainani nt egr al part to the Gover
food security, create jobs and boegports.To supportvalue chains under ttoairy sub-sector

the Governmentargets tadouble dairy productivity through appropriate feeding, enhancement

of export up to one (1) billion litres of milk, increase farm gate price to at least Ksh 40 per litre;
create 500,000 jobs and increase farmew sé mo
Towards this endthe Governmenhas supporéd value addition in the subector through:
modernizing New Kenya Cooperative Creameries; establishment of camel milk processing
factory, collection, and cooling centres; provision of cooler plants to dairy cooperative societies;
fabrication of dairy produs machinery and equipment; prometion of investment in dairy cold

chains and build capacity of enterprises.

67. Over the medium term, the Government will'build on ongoing interventions including:
establishment and equipping of a feed centreviery Ward; production of animal feeds at the
Nasewa Industrial Park; distribution of subsidized fertilizers to sustain production of dairy
products; capacity building and mobilization of dairy farmers into cooperatives; installation of
dairy mechanizatiorquipment (feeds equipment, lab equipment, silage wrapping machines,
forage choppers, hay baling, tractors, milk parlours and bulk coolers); establishment of dairy
cottage industries for animal feeds; sensitization of MSMEs on opportunities in aningl feed
and prioritization of financial inclusion for dairy value chahalditionally, the Gvernment will

lead the distribution of bulk milk coolers to dairy farmers across various counties. A total of 230
coolers will be provided to dairy cooperative societies in 40 counties, supporting local milk
producers. This initiative is designed to imypeamilk aggregation, value addition, and market
access, thereby increasing the competitiveness of the dairy value chain. It will also significantly
reduce posharvest nik lossesand boosthe volume of milk collected and processed.

68. Inorder to enhancmarket access, the Government will fast track implementation of the
following interventions completion and accreditatioof national dairy laboratory; local and
export markets promotion and diversificatigensitization of exporters on market requirements
and opportunit i elehal camikagdse developmaheai gxpodt markets and
products; establishment eiport warehouses; identification of unfair import trade practices
affecting dairy valuehain and sensitization of mafacturers on unfair trade practices

1.3.2.6Edible and Crop Oils

69. Edible oils is the second import bill in Kenya after petroleum yet most edible oil crops are
traditional food value chain. The population especially in western and the coastal Kenya have an
existing practice and resilience on farming edible oil crops asdroundnuts, sunflower, soya
beans, sesame, among others. For this reason, the Government has continued to implement
measures targeted at enhancing local production and processing of edible oils including
supporting farmers to access certified oil crepeds (canola, sunflower and soya bean) and
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seedlings; supporting the production of oil palm seed]isgssitizingfarmers on opportunities
available in the edible oil vaé chain and prioritization of financial inclusion for edible value
chains.The focus on edible oils value chain is expected to increase production of raw materials
in Kenya, promote value addition, and significantly reduce the import bill. Groundnuts like other
edible oils is a rich value chain offering smallholder farmers anvertial opportunity to
transform subsistence farngimnd raise the household income levels.

70. Progress has been made in the delivery of these interventim223, 70 tonnes of
sunflower seedsvere purchased, with 40 tonnes distributed to farnfemsther 40 tonnes of
seed have been allocated to Agricultural Development Corporation for seed multiplication.
Additionally, the Gvernment, through the Agriculture and Food Authority, has procured and
distributed 500 metric tonnes of seeds, worth Ksh 241 million, to farme&4 counties. In the

FY 202425, Ksh 414 million has been budgeted for this programme under the National Edibles
Oils Promotion Project.

71. Building on the progress made, the Government will continue to suygdag additionin

the edible and crop oils value chairough: promotion of cottage-industriggpviding small
industries with processing machineries at Kenya Industrial Estate @Bgtituency Industrial
Development Centres CIDCs, Rural Technology Developr@entre; providing cooperatives

with edible oil processing infrastructure; incubate, traind facilitate oil crops SMEs with
equipment for value addition at the Ward leveid gabricate 50 machinery and equipment for
edible oils.Interventions to enhance market access entail: linking farmers with oil processors
through contract farming; stabilization of edible olil prices; establishment of aggregation centres;
sensitization of exporters on market requirements and opportunitiegjtegring commercial
representation; and attracting both local and foreign investments through packaging and
promotion of bankable investment projects in the edible oils value chain to the protatedse
investments or cinvestments

1.3.2.7Teaand CoffeeSub-sectors

72. Teaand coffesubsectorsaccountfor23percenf t he countryods total
over five million livelihoods including 650,000 farmefhesubsectors are however vulnerable

to climate changedue to erratic weather patterasd price fluctuations, necessitating a shift to

more sustainable and profitable practicEer this reason, the Government is implementing
interventioens 'to support valwue addition in
incomes, create jobs, and boastlimate resilient and environmentally sustainable trade system
for Kenyaods tea and coffee.

73. To revitalizeteaand coffeethe subsectorsthe Government wilbuild on the ongoing
effortsincluding: reforming the legal and policy framewsypromot value additionthrough

provision of processing equipmergxport market development and export promotion; and
establishment of warehouse for valgdedteaand coffeein key development market$he
Government 6s r ef or subsedtors are lbearing freita Notalmlyd smallboldér e e
tea farmers exported KETEPAOGs value added t
Decembe2022. In addition, thaverage prices at the Nairobi Coffee Exchange have risen by 25
percent and in the FY 2023/24, the country produced and exported 48,000 metric tonnes, earning
farmers Ksh 25 billion.

74. Over the medium termhé Government will continue to support value addition intéae
and coffee susectors throughmobilization of teaand coffeefarmers into cooperatives,
provision of subsidized fertilizer to tea growers througlatehcoffedactories and the provision
of processing equipment to taad coffeecooperatives; promotion of teend coffeecottage
industries; diversification to speciality teasd coffeesconstruction of teand coffeeresearch
and development factory; establishmentazfand coffeevalue addition hubs and warehouses
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establishment of common user facility within Dongo Kundu SEZ; and the establishment of 10
orthodox tea manufacturing lines in smallholder tea factories.

75. To enhance market access, the project targets to: establish incubation cespesidity

teaand coffeediversification; develop export market and products including showcasiteg

products; implement a global marketing strategy for Kenyamelacoffee engage in bilateral
agreements to address both tariff and-tauiff barriers; facilitate access to selectegional

markets such as negotiated concessionary airfreight cargo charges in Weésnaall Africa;

sensitize exporters on market reqments and opportunities; establish packaging industries;
strengthen commerci al reipmekemyadi ghobalndc 2m
targets to attract local and foreign investmehteugh packaging and promotion of bankable
investment projects in the tea vaktgain for private sector investments oringestments and
developing or reviewingndustry regulations.

1.3.2.8Sugar Sub-sector

76. The sugar industry is a strategic ssdrtor, whose valughains'have been the mainstay of

the local economies of osugar belt, and a generator of musdeded jobstor this reason, the
Government has implementéatgetedmeasure®ver the last two years aimedrastructuring

and restoring operations at public sugar mol9oost competitiveness the sugar sulector,

raise farmer incones and enhanceneir productivity. Notably,.the Government has restored
operations in all the 17 sugar factories across the country, while four new sugar factories are
under construction. This has boosted domestic sugar production in the country to 84,000 metric
tonnes, meeting thiecal demand. The successuis largely attributed to subsidised fertiliser for
sugarcane farmers, an additional 500,000 acres of land brought under production, and improved
management of the sugar sector, which-have revitalised production. To furtherrevéal Ke ny a 6 s
sugar suisector, the Government enacted the Sugar Act 2024, to provide further policy
guidance. The new law+establishes the Kenya Sugar Board to regulate, develop, and promote
the sugaindustry; andhe Kenya Sugar Research and Trainirgitate (KSRT) to undertake
sugarresearch functiorgeared atmproving sugarcane yields, enhancing pest control and
providing traning for farmers and millers.

1.3.3Blue Economy

77. The blue eonomy presents an immense opportunity for Kenya to drive inclgseen
growthand transformation as envisionedthg BottomUp Economic Transformation Agenda.

By leveraging its rich. marine and freshwater resources, Kenya can empower coastal
communities; improve livelihoods, and contribute to national economic grévishcurrently
estimated thathe blue economy contributes Ksh 20 billion to the economy annually and is
expected to increase to ouesh 80 billion in 5 years. Thiegansformation will create thousands

of jobs and stimulate regional economy through increased investment in various industries,
enhanced export manufacturing and expanded overall eco@ainrity.

78. In order toharnessthe potential of theblue economythe Government has invested
resourceshat havefacilitated completion or rehabilitation of 8 fislanding sites and markets
equipped with cold chain storadacilities across the countrgupported 12,668 small scale

farmers with aquaculture inpytand issued grants ®18 common interesgroupsacross the

coastal regiotfior alternative livelihoodsTo further boost the fishing industry, t®vernment

is fasttracking the completion of thiethase Onef Liwatoni Fish Processing Plant aBtdimoni

FishPor t |, Kenyaods first dedicated Oncescomprtert, w
the Port willincreasethe handling capacity by 50,000 metric tons of fish annually, thereby
promoting value addition for both domestic and export markées.infrastructure development
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will enhance fish value chaimith the byproducts from the fish being stored at the landing sites
used to feed light and small industries to spur economic growth at the grassroots.

79. To promote and enhance aquaculture aadiculture in the country, thedsernmentas
invested resources towards the developroéttie National Mariculture Resource and Training
Centre (NAMARET)in Shimoni, Kwale County. Theentre will serve as a catalyst for the
growth of productive and profitable mariculture. It will function as a marine fish seed breeding
and multiplication centre, facilitate research and innovation in mariculture, and offer training for
fish farmers andtadents.To increase fish pragtion and facilitate the transition of fisherfolk

to deepwater and Exclusive Bnomic Zone (EEZ) fishing, thedsernment has procured and
distributed 123 fishing boats to local communities. Additionatlhe Governmenplars to
acquire deeysea fishing vessels for offshore fishing, with a total budgetshf &0 million
allocated for this purpos@o make the landing sites vibrant, the Government has embarked on
forming cooperatives for Beach Management Units (BMUSs) to ensure-fishermen pool and sell
their fish as one unit to fetch good price.

1.3.4The Services Economy
1.3.4.1Financial Services

80. Safeguarding financial stability and expanding asct®.affordable finance remakey

priorities under theGo v e r n mBatont -AJp Economic Transformation Agenda (BETA)

Towards this end, the Government contsigetake steps to improve prudential regulation and
supervision, with a view to addressing the increased sophistication of the financial Bector.

expand access to affordable financing to individuals and Micro, Small and Medium Enterprises
(MSMES) excluded at the bottom of the pyramid, the Gawemt will continue implementing

the Financi al |l ncl usi on Fund, or the OHust/l
Credit Guarantee Scheme into the Kenya Credit Guarantee Scheme Company (KCGSC) to
ensure sustainability and develop a Credit Guaeatdicy whose objective is to provide a clear
framework for a sustainable model for credit guarantee scheme for MSMEs.

81. To promoteagriculturalproductivityand transformation, the Governmevitl continue to
implement theRural Kenya Financial Inclusion Facility (RRINFA). The project aims to
contribute to income growth, climate change resilience and improved livelihoods in rural areas
through (i) strengthening the capacities of financial institutions for innovation, rural outreach
and green finance services in Kenya; and building the capacities of MSMEs and smallholder
farmers for_sustainable investment and financiardity skills particularly tailored to reach
women youth and marginalized groufs) operating two rural investment instruments of Rural
Credit Guarantee Scheme, and Green Financing Fadlitg (iii) promoting policies and
institutional arrangements that support the medium and ldegar development of a more
conducive operational environment for the rural investment instruments.

82. TheKenya banking sector remains stable and resilient and continues to play its role of
mobilizing funds and channelling them to the deserving productive economic activities. The
banking sectoremained profitable with a growth in assets offleBcentfrom Ksh 7.72 trillion

in February 2023 to Ksh 7.74 trillion in February 2024. Credit from commercial banks to the

private sector stood at an annual growth rate of 6.9 percent in April 2024 and benefited key
sectors of the economy.

83. In order to position the banking sector to effectively play its role in Kenya's-eoaimmic
transformation, three recent key reforms have epemented:

i) Licensing and oversight of Digital Credit Providers to address inherent challenges including
high cost of credit, unethical debt collection, inadequate disclosure and lack of transparency,
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breach of data privacy, and abuse of personal information. As at the end of March 2024, 51
Digital Credit Providers had been licensed;

i) Issuance othe draft Kenya Green Finance Taxonomy for public participdijothe CBK
in April 2024, that will serve as a tool to classify whether particular economic activities are
‘green’ or environmentally sustainable and serve as a guide for banking sector and other
market participants in making informedsestment or financing decisions; and

iii) Revision of theAnti-Money Laundering, and Combating the Financing of Terrorism and
Proliferation Financing supervisory framewdrk the CBK b eliminate money laundering
vulneability in the banking sectothrough implementation of riskased supervision,
undertaking institutional and sectoral risk assessments, and enhancing staff complement and
capacity for supervision.

84. The Kenyanfinancial servicesector is exposed to dynamic global, regional, and local
developments necessitating continuous reforms. To strengthen the resiheinsafeguard the
stability of thefinancial servicesector, theGovernmentill continue to stress preservation of
capital and liquidity buffers; develop macrgrudential policy and crisis. management
framework; enhancesurveillance while encouraging banks to. strengthen their governance
frameworks and business modetsnbark on mergers and acqtass, and other capital
strengthening efforf@nd closely foreign exchangmans, deposits, and @md offbalance sheet
exposures in the banking system.

85. As part of the proces€BK intends to progressively increase the minimum core capital for
banks from the current Ksh 1.0 billion to Ksh_10.0 billidhe CBK will engage the market for

an appropriate time table to achieve this goal. This is intended to strengthen the resilience and
increase the bank's capacity to finance large scale projects while creating sufficienbua#pital

to absorb and withstand shocks posed by the continuous emerging risks associated with adoption
of technology and innovans as institutions' expand. AdditionallgBK plans to amend the
Banking Act to provide for stiff dissuasive penalties that are proportionate to the violations
committed, support a strong’compliance culture in banks, and align to international best
practices.

86. The Government isilso keen tocontinue enhancing efficiency, stability and access of
financial services to Kenyan$owards this end, the Government \alét track the review and
harmonization ofall.laws governing the retirement benefits sediorough theNational
Retirement Benefits Polidjat aims to among thingagdresses some of the pertinent challenges
that have slowed down the growth of the retirement benefits s@étiGovernmentvill also

speed uphe approval of the National Insurance Pgland its implementation in order to grow

the insurance industry in Kenya. To deepapital markets, the Government will continue to
undertakea. comprehensive review of the legal and regulatory framework to address emerging
issues in the capital markets space. This includes, among others, aspects on collective investment
schemes, public offers and listings, alternative investment mechanisnstyeardlining credit

rating operations in Kenya.

87. To strengtherigital financein Kenya's the Government wiltontinue toimplementthe
National Payment Strategy (202B25) and fastrack finalization of aNational Policy on

Digital Finance.Notably, the National Payments System has undergone major changes and
transformation, which include establishment of national payments infrastructure, automation and
upgrades of various payment systeBuslding on the progress made, the Central Bank of Kenya
together with industry stakeholders, are working towards finalizing and launching -a Fast
Payment System that will enable seamless interoperability for all retail payment services offered
by bank and no#bank providers. To this end, the CBK is in the prscek setting up the
appropriate institutionaovernance framework for the Fast Payment Syasewell as assessing
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the available technological infrastructure options suitable toement a robust and efficient
Fast Payment Systefor the financial services sector in Kenya.

88. The implementation of the Fast Payment Sysseiation, which is in line with emerging
global developments and international best practice will be implemented as a digital public
infrastructure through a publrivate partnership arrangement and will enable Kenya to
leverage the benefits of technglo such as increasing affordability of financial services,
payments innovation, enhancing the quality of financial inclusion, and enhanced oversight and
stability in the National Payments System.

1.3.4.2Tourism Sector

89. Tourismsecbr remainsa critical enablefor the realization of th&ottomtUp Economic
Transformation Agendas o bj e ct iecommico tfansfermatian ahroughnlockng
employment opportunities and generatif@geign exchangek-or this reasonthe Government
will continue to implementongoing initiatives targeted apromoting tourism including:
maintainng and repositiomgt he fiMagi cal Kenyao brand to in
experiences as an upmarket destination with emphasis on‘elementbesftiaity, diversity,
sustainability, and safety while also marketing Kenya through brand ambassadors, social media
influencers ad digital media. The Government will also continuertga@Kenyans in diaspora

to market the destination in 12 souared emerging markets; develapdtranslatemarketing
materials in 6foreign languages; and holl roundtable meetings annually witkenyan
Ambassadors and diaspora community.

90. The Government will also undertake thillowing interventions geared towards
devdopment of new and strengtheniegisting markets:'development of marketing strategies
for investsourcemarkets (highieturns) targeting African market, and new and existing markets;
establishment ofourism desks in foreign missions; enhancement of the policy on a visa free
regime,development of marketing and promotional media contents targeting growing middle
class, employed youth population and retirees; and establishmenmaimienanceof
partnerships with lovecost carriers and tour operators to connect tourism destinaimohisade

to incentivize travelFurthef the Government will promotports tourism througtne following
international sporting events: World Rally Championship Safari Rally, Magical Kenya Open
Golf, Magical Kenya Ladies Golf, Kipkeino Classic, Safari Sevens Rugby and Standard
Chartered Nairobi Marathon.

1.3.4.3Aviation Sector

91. The @a@aviati on sector is a major contributor
t he Gover nmeémBcdnamicBrartsformation Agendas one ofthe most visited

countries in Bstern Africa, aviation is essential for the tourism industry and to connect the
country. with the rest of the world, strengthening trading ties and generating new business
opportunitiesin ordertoe nt r e n ¢ h sikoe asyregirsal apiation hub, the Government
hascontinuel to expand and moderniaérstripsto comect various parts of tr@untry As part

of the process, the Governmeeturbished Terminals 1B and C aindo Kenyatta International

Airport (JKIA), and rehabilitated 15 aerodromes.

92. Over the medium term, the Government will build on the progress imadger tofacilitate
expeditious and safe movement of aihlacedlingf t i n
services through the expansion and modernization of aviation facilitieseavides. Thiswill

involve the construction of a control t@w at Kisumu and Diani airports;construction of an
additional terminal facility at JKIA with a capacity of handlia@ million passengers annually;
upgrading of facilities in terminal 1B permanenstatus;the installation of equipment and
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systems for air navigation servigesompletion ofconstruction of Kisumu Airport Control
Tower;and completion ofehabilitation of terminal building and Apron at Ukunda Airport

1.3.5Environment and Climate Change

93. Provision of a clean, secure and sustainable environragnivell as climate change
mitigation and adaptation are central tbe realization of thaspirations of thé&ottom1Up
Economic Transformation Agenda and the Kenya Vision 2B80this reason, the Government

has continued tanainstreaming issues of environment conservation, climate change mitigation
and adaptation, halt and reversal of deforestation, biodiversity loss and land degradation, in all
Government programmes and in both levels of Government

94. As part of environmental conversatiand management efforthe Government continues

to implement théNational Tree Growing Programme&he Programme aims.to grd® hillion

trees across the country by 2a8Qoromote and support more resilient livelihooflse project

adopts Whole-of-Governmentand Whole-of-Society approaches which involve: supporting
production of 7.9 billion seedlings; the expansion of the existing 300 Kenya Forestry Service
tree nurseries to produce 300 million seedlings annuallyrahebishing existing 300 and
establishment of 50 new tree nurseries; drilling and equipping of 300 boreholes in all tree
nurseries; equipping the 11 constructed seed centres; and constructing and equipping of seven
(7) new seed centres. It also coversprement and growing of 1.75 billion tree seedlings from
private tree nurseries; and rehabilitation and restoration of 175,000 Ha of degraded public natural
forest areas.

95. As part of climate change mitigation and adaptation efforts, the Government has
strengthened actions tprevent deforestationhalt and reverse biodiversity losspmbat
desertification and restore degraded landscapes as part of a broader programme to fulfil the
commitments to reduce emissions by 32 percent by 2080 cont ai ned i n Keny
Determined Contribution (NDC)n addition, the Government has adopted a Bottim3P
solutions with greater focus on the People, Planet and Profit throughizatmns of biomass

energy (wood fuel), agrforestry and solid waste management value chains. To facilitate
attainment of these goals, the Government has developed and is implementing policies and
strategies to tap into the global carbon market oppii#s, green and climate financing
mechanisms such as Green Climate Fund, promote green bonds and debt for climate swaps
among othersin part the Government in collaboration with County Governments and
Development Partners will continue to commit furidsvards the National Tree Growing
Programme-through the Financing Locdly climate Action (FLLoCA) Program.

96. Over the 'medium term, the Government will prioritize modernization and
commercialization othe charcoal value chain by adopting modern kilns, decriminalize the
charcoal trade, supporting scaling up of clean cooking technologies and promotingwaeth

and operated briquettaaking enterprises. To support the solid waste management valug chain
the Governmentwill focus on adopting the Extended Producer Responsibility (EPR) model
based on household level separation, organize waste collectors into cooperatives and provide
circular economy waste separation sites/infrastructure. Under the agroforestry valyuéhehain
focus is on development of a policy and regulatory framework to attract climate finance funds to
facilitate establishment of 5 million acres (20,3@fuare kilometrgsagreforestry woodlots in

dry lands

1.3.6Education and Training

97. Educationand trainingremaina keyenabler ot he Gov er n meémBcaemicBot t o
Transformation Agenda for inclusive growifo boosteducation and training outcomiesthe
country, the Government hasvested significant resources and implememéelical changes in
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the education sectancluding resolving uncertainty around the Competency B&audiculum

(CBC); roll-out of a new studeffbcused higher education funding model, with special emphasis
for students from vulnerable famili@ghich has offered scholarships to 112,741 students and
loans to 113,140 studentndlaunched the Open University of Kenya was also launched as a
specialized university offering Seven undergraduate degree programmes and curreraty with
enrolment of 2,300 student8dditionally, the Governmentaunched the National Education
Management Information System. This online platform generates accurate and reliable data,
allowing the Government to address efficiency, accountability and transparency issues in the
Education sector.

98. The investment by Government hasiproved the student enrolment in primary and
secondary schools as well as tertiary institutisigmificantlyimprovedstudeniteacher ratio by
employing 56,000 teachers for primary and secondary schadl,000 tutors fofechnical

and Vocational Education and@raining (TVET) institutions; facilitatel-econstructionand
operationalizatiorf 614 secondary schoalassrooms and 392 laboratories, and.842 daita
blocks 3500 classrooms for grade P43 TVET institutions; and supported procurement of
training equipment fd@7 TVETSs institutionsiIn subsequent years,the Government is committed
to recruit more to further bridge the teackardent ratio gap.” Government has also engaged
52,000 teacher intes to equip Kenyan youth with praai skills and competencies.

99. Over the medium term, the Government veidintinue to undertakeducation reforms;
expand infrastructure in all learning institutions; and strenglihkages between industry and
training institutionsan order to enhancaccess to educatiat all levels.Priority will be given

to: recruitmentand trainingof teachers; enrolmertf school children of prprimary age in
schools; expanding school feeding programme and providing learners with daypreaadson

of sanitary hygiene packs to school goingstl puberty stage; rehabilitati@amd equipment of
schools; providing water, sanitation and hygiene facilisggpansion ojunior and Senior school
education infrastructure, and awarding capitation grants including minimum essential package;
andintegrating Duksi and Madrassa into formal basic educalimaddition, the Government

will facilitate: construction and equipping of TVET institutions in 52 constituencies; equipping
72 existing TVET institutions; recruiting 2,000 technical trainers and instructors; establishing
incubation centres in every TVETdtitution; and online learning in TVET institutions and
universities.In order to enhance equity in provision of learning opportunities and resources for
learners who may.be excluded. or marginalized, the Government will provide resources for
infrastructural development for special needs education (SNE)/PWDs in schools and
universities; and capacity building of teachers and trainers on SNE.

100. In order to enhancaccess to quality and relevaducation, the Government will continue

to review the curriculum foprimary and secondary schools as well as tertiary institutions, will
continuously be reviewed to make sure the students are in touch with global.chaageill

involve designing the curriculum and support materials; designing course content and outline;
reviewing the Competency Based Assessment Framework from thebasmth system of
academic progression to alternative progressiorrigiiteapacity building of CBC implementers

and stakeholders; and developing measures to ensure tertiary institutions and universities deliver
on Competency Based Education. The Government will also prioritise the teaching and learning
of digital skills, ircluding coding, from the primary school to tertiary education, including TVET
institutions; as well as developing and operationalizing the National Skills Management
Information System; and Integrated Higher Education Information Management System.

1.3.7Women Agenda

101. The Constitution of Kenya provides fequal treatmendf both men and womemcluding
the right to equal opportunities in political, economic, cultural and social sphecesnpliance
with this provision, the GovernmetiitroughBottom-Up Economic Transformation Agendhas
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continued to promotgreater inclusion of women inraer to realise gender equaligspecially
representation in decision makiagd economic empowermerand breaking the silence on
Gender Based Violence (GBnd Female Genital Mutilation (FGM)

102. Specifically,the Government has providdithancial inclusion and capacity building for
women through the Hustler Fund in worrled cooperative societies, chamas, mguoyounds

and table banking initiatives, and to take measures to prdtect from predatory lending.
Notably, over the lagtvo years, the Government hdant a total of Ksh 23 billion to 8.8 million
womenhave borrowedrom the Hustler Fund, out of the K47 billion cumulatvely disbursed

by the Funddisbursed Kk 942 million to 1.4 million women who are members of 53,000
women groups that are already accessing affordable financial facilitesigh the Women
Enterprise Fundanddeveloped and submitted a proposed legislative framework on two thirds
gender principle to National Assembly for consideratidaditionally, over the lastwo years,

the Government hadisbursed a total of Ksh 3.3 billion to Affirmative-Action Groups and
provided 132,562 needy students with bursaries and scholarships through National Government
Affirmative Action Fund (NGAAF)jssued sanitary towels 2.29 million girls'in 23,492 public
primary schoolsand huilt capacity of 46,745 resource persons and duty bearers orF&mniale
Genital Mutilation.

103.To prevent andprotect womenagainst domestic violence, theo@&rnmentlaunched
Protection against Domestic Violence Rules (PADVhe protection Against Domestic
Violence rulesprovidesfor individuals who suspect. or fall victim to aggressive behaviour, a
legal redress to report their circumstances to/relevant authorities and receive Justice
Government has also deployertreased psonnel at the gender deskspinlice stations, and
enhanced funding for th&nti-female Genital Mutilation Campaign, @Il as upholding the
dignity of girls and women, especially in-learning institutions by providing menstrual hygiene
products free of charge.

104. Over the medium term, th@overnment will continuéo empower women economically
through capacity building and facilitating access to affordable credit and markets through the
Hustler Fund, WomeBRnterprise Fund and other affirmative action funds. The Government will
also prioritize implementation of measures to ensure zero tolerance to FGM and gender violence
as well as femicidghrough ‘awareness campaigns, providing GBV essential services to
survivors, establishingescue centres and safe houses, and establishing gender desks in all police
stations; and capacity building of GBV duty bearers and police officers on GB¥.
Government will furthepromote gender equality by integrating gender petspein designing,
implementing,-monitoring and evaluation of all policies, programmes and projects. This will
entail: training MDACs-on gendeesponsive budgeting; analysing levels of compliance of
MDACs on gender mainstreaming policies; and developnanta framework for the
implementation of the twithirds gender principle in elective positions and a legal framework to
operationalize the twthird gender principle.

1.3.8Social Protection

105. Social Safety Nets Programse mai n a priority intervention
Up Economic Transformation Agenda geared towarogerty reduction jobs creationand

provision ofincome opportunities for economically excluded segments of the populaton

this reason, the Governmédras continued tdevelop and expand social safety natg] provide

financial resources to vulnerable groupser the lastitreeyears, the Government hasovided

cash transfers to 1,251,72lder Persons; 44,954 halwlds withPersons with Disabilities

(PWD9; and 259,043 households with Orphans and Vulnerable Children (OVCs) unbierahe

Jamii Programmeyegistered and issued disability cards to 152,403 PVid3sed assistive

devices to 10,969 PWDgprovided sunscreen lotions to 3,840 Persons with Albin&sssjsted

237,638 children through the chiletlpline116; Provided scholarships to 22,300 OVCs under
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the Presidentiabecondary School Education programme; asgistered 175,467 Community
SeltHelp Groups antinked them to various Mickfinance Institutions.

106.Building on the progress made, the Government wileamlinethe cash transfer
programme for elderly and vulnerable households in order to improve operational efficiency,
prompt payment, accountability, and coveragkis will entail: i) enactment of the Social
AssistancéAmendment) Billand operationalizatioBocial Assistance Funi) linkage of social
protection management information systems to relevant Government information sygtems;
upgrading of the single registry; enhancing of ConsolidatadhCTransfer Programme
Management Information System (CGM?S); andiv) graduation for the vulnerable groups
through economic empowermeiihe Government will also continue to empower affirmative
action groups through access to financial facilities through the National Government Affirmative
Action Fund.To cushion the most vulnerable from extreme huntper Government. will scale

up theHunger Safety Net Programrfar provision of cash transfers to households in ASALs.

107. Further, he Government will continue to promote and protect rights and welfare of PWDs
Specific interventions will include) mergingof the National Fund-for the Disabled of Kenya
with National Council for Persons withisabilities; registration‘of PWDs t0 access services;
provision of markebriented skillsfor selfreliance;ii) implementation of albinism and autism
programmes; aniif) enrolment olearners with special needs and disabilities in public primary
schools.To rescue, rehabilitate, -sodalize, and rantegrae_street families into society, the
Government will establish model National Street FamilieeRabilitation Centre, develog
Street Families0d Re lmanation System,tandaundertshatioralgteeste n t
familiesd census.

108. To ensureattainment of 100 percent health insuranceoverage for senior citizenthe
Governmenwill continue to implement th8ocial Health Insurancict, 2023that established
thethree funds: the Primary Healthcare Fund, the Social Health Insurance Fund (SHIF), and the
Emergency, Chronic, and Critical lllness Fumitie Actextend health insurance to all Kenyans
based on membecontributions; with Gvernmenisubsidized coverage for the poand
expan@éd cash transfer programmes for elderly and grdble households timprove
operational efficiencylo enhance savingateand reduce old age povertiie Government will
continue to prioritizeretirement. contributions to National Social Security Fund (NSSF) and
strengthening of National Informal Sector Retirement Savings Scheme that is administered
through the Kenya National Entrepreneurs Savings Trust.

1.3.9Sports, Culture and Arts

1.3.91 Sportsand Arts

109, Th e Gov e r n meUptEéoromiB dransfarmation Agendacognise the central

role of gorts intalent development, community empowermdmgalthcaramprovementand
economic transformation through employment creation, income generation throughout the sports
economy value chairfo realize these benefits, theo¥@rnmentcontinues tofacilitate the
development of legal frameworgports and arts infrastructudesvelopmenbof creative and film
industry promote sports tourism; promote adtiping campaigs; and organisational
mechanisms to promote the effective and sustainable monetisation of all talent in sports and
creative economies.

110. Significant progress has been realized following implementation of these measures. These
include: i) Kenya siccessfully won the Pamoja bid for AFCON 20&&nya, Tanzania and
Uganda) ii) facilitation of 112 teams to represent Kenya in various competitions andL@®n
medals (49 gold, 35 silver, 54 bronzd); Kenya hosted 34 international sports competitions in
2023 e.g. WRGsafari Rally, Kipkeino Classic, Magical Kenya Open Golf, and Nairobi City
Marathon;iv) registration ofa total of 707 sports orgaations, licensed 11 professiosglorts
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bodies and 58 professional sportspersoeachingout to 44,500 persons through amdiping
education andonducted 3,520 intelligendeased tests on athletes; andraining6,252 athletes
as well as 2,610 coaches, referees and umpinrearious sports disciplines, including football,
chess, basketball, volleybatipckeyand Kabaddi.

111. Over the medium termhé Government will implement ongoing initiativiegluding the
Talanta Heldo: i) promote talents among the youtml revitalize the creative economy through
identifying, nurturing and monetizatiaf youth talents in sports and creative, digital space (Ai)
and Bottomup FootballTournamentji) train 8,900 athleteand 5,200 technical personnel; iii)
facilitate participation of 43 national teams in international sports competitignspnduct
4,500 tests and sensitize 57,000 pesson AntiDoping V) streamlinethe collection and
distribution of royalties to artists (includingkiza tunes); and vi) review the-~intercounty
licensing regimg and lost eight (8) international sports competitions (WR&fari Rally
Championship, World U17 Chess Championship, Sirikwa World Cross-Country Championship,
Kaptagat Marathon, Nairobi City Marathon, World Athletics Continental Tour, African cycling
Championsip and Magical Kenya Golf Open).

112.To promote development of sports and arts infrastructure, the Governmeicowifilete
construction of Talanta Sports City afatilitate upgradef three(3) Stadia (Moi International
Sports Centre Kasarani; Nyayand Kipchoge Keino Eldorkin readiness fdnosting theCHAN
2025 and AFCON 2027 Pamoja Bid; upgrueexisting stadia into internatiorsthndardsand
completestaled regional stadia; expedite completiohsecond phase of Kenyscademy of
Sports Complex); construction of one internatistandard stadiupandsupportestablishment
of constituency community multipurpose sports and arts facilitidading construction ofL60
constituency sports academies

113. To promote the developmeof creative and film industry, the Government wjlestablish

a National Creativ&conomy Council to regulate the creative sedtpdevelopprogrammes to
support protection from exploitation of IP and other rigidstinternational art and creatives
festival exhibitions;iii) developGovernmenpowered arts and crafts industry information
portal; encgage artists in mentorships aagpenticeships programmes) strengthen existing
institutions like the Kenya/Academy of Sporthe new Kenya Rallying School, the Kenya Film
Commission and the Kenya National Theaairedv) issuelicenses to exhibitors, distributors and
new film makers.To effectively anchor these reformghe Sports Act and Sports Policy are
undergoing review, while enactment of the Creative Economy Policy, the Creativemy
SupportBill 2024 is being fast tracked@he Bill seeks to establish a supportive environment for
creatives, enhance the industryds economic

1.3.9.2 Cultureand Heritage

114.The Go v e r n me n tUp Ecomdmit Transformation Agendams to ensure that
Kenyaaos  cutureseands beritage are conserved, and indigenous knowledge is
commercializedTo protect angoromote all forms ohational culture and the cultural heritage

of communitiesthe Government has developed will fast track enactment of tailture Bill,
National ‘KiswabhiliCouncil of Kenya Bil] andthe National Heritage and Museums Bilhe
Government has alsa) empoweed 6,000 women in bead craft production oratork
enterprise for womn in pastoralist communities} establiskeda curio mall at Sekenani under
UshangaKenya Initiative;iii) documenéd 16 traditional cuisines for preservation of cultural
services;iv) rehabilitatel 32 traditional homesteads at Bomas of Kenya to improve access to
cultural tourismy) digitized 180,000 heritage collections for heritage knowledge conservation;
andvi) digitized 450,000 records for preservation and conservation of public archives and public
records.

115.Over the medium term, the Government will prioritempowement of the cultural
practitioners through) the establishmenmtf a national arts gallery and promotion of the Kenya
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National Music and CulturaFestival; ii) conducting cultural exchange projects (cultural
festivals, intercultural exchange and dialogue)i) mappi ng and document i
indigenous language$y) establishing an integratethtional cultural and creative indusgie
information management systeamdv) identification and honourinigeroes and heroines during
national holidaycelebrations to commemorate their heroic deeds and providing support services
to the heroes and heroines in neEde Government will also build capacity of 500 women and
youths in modern designs and technologies; digitize and commercialize beaded products from
target pastoralist communities; protection and preservation of Ushanga products and trade mark;
promote deviepment of Ushanga and Johari products for target markets and portfolio; and
operationalize UshagState Agency; and construction ofldshangaMall at Sekanani Gate in

Narok County.

1.3.10Youth Empowerment and Development Agenda

116. Youth empowerment and developmeeinainsan integralpart'ofthe Gover nment 0 s
Bottomup EconomicTransformation Agenda and essential to the-entire planthis reason,

the Government has implemented initiatvesn c hor ed ~on .t he Kenya Youl
with aim of developing entrepreneurial and life skills and enhancing employability of the youth,

and unlocking the potential of Micro, Small and Medium Enterprises (MSMESs) owned by the
youth Notable progress has been made on this front over the last three years. In part, the
Government hasrdined 201,418 youth on life skills, core business skillsspecific skills and
entrepreneurship skills that led to creation of 187,451 employment opportuhigias;sed loans

worth Ksh 1.24 billion to 95,664 youth entreprenewgerationalized 83 Youth Empowerment

Centres (YECs), completed construction of YECS, and facilitated 1,059,480 youth to access
services at the Centers; Identified and nurtured 5,200 youth talents gagkdrB8,915 youth in

green jobs.

117.Building on the progress made, thev@érnment will over the medium termisburse Ksh

1.35billion to 47,361 youth entrepreneuontinue to ehance kills developmenamong the

youth throughtraining 80,000 youth on apprenticeship, life skills, and market spdeifienical

skills for employment creatigengage 219,042 youth intergenerational dialogue, and 215,702

youth in environmental“conservatiprequip 150 Youth Empowerment Centres (YECs) and
facilitate 2,500,00@0uth to access youth empowerment services at Y&&is;43,000 youth in

leadership and governance, er82/100 youngpeople inth e Pr esi dent 6s Awar d
andcollaboratewith the TVET ecosystem to bridge the gap between industry and training; and
transforming.the youth labour market througidence and credible data.

1.3.11 Governance

118. Corruption includingwastageof public resourcesemainserious threats to threalization
of the aspirations of the Botteldp EconomicTransformation Agendalo strengthen the
framework “for governanceand anticorruption including improving accountability and
transparencythe Government has implementeduember of reforms that include

i) Published the Kenya's Access to Information (General) Regulations in 2023 that guides on
the procedure for proactive disclosure of information by public entities and private bodies;
and the procedure for requesting access to information thereby improving access to
information by the public;

i) Developed th&€onflict-of-InterestBill in line with best practices, to ensure responsible use
of public funds would help elevate trust in government and public financial management.
The Governance shall fast track enactment ofBiethat is currentlyis being reviewed by
a meditation committee comprising of members of the National Assembly and the Senate.
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Going forward, theGovernmentcommitting to full automation and publication of asset
declarations of higtevel public officials;and

iii) Strengthened the capacity of the Judiciary éfficient adjudication of corruption casasd
improving access to justice through facilitatipgdicial appointments angrovision of
adequatenfrastructure.

119. Consequently, the Government was able to: compléfenvestigtion files on corruption
cases; procesi81 files on economic crimeavert Ksh 10.9 billionn potential losses; recover
Ksh 17.7 billionfrom corruptly acquired assetand reach37.77 million Kenyans through
awareness and sensitization on ethicanfi-corruption over the last three year8ver the
medium termthe Government wilbuild on the progress made:lprioritizing implementation
of key reforms to addressdeficiencies in governance, agcbrruption frameworksand
AML/CFT, including leveragingon the requested governance diagnodic International
Monetary Fund; scaling up the implementation of thgrovision of the Constitution;
strengtheimg the rule of law; increasing access to justice; and ensuring respect far Human rights
equality and inclusion. This will enhance the effective implementation of BRii@yities
enhance public policy credibilitgndgarner publidrust andprovide an enabling environment
for private investmenincluding finance to build climate resilience.

120. As part of the procesthe Government will champion broader engagement through timely
and open communication and public participattbroughoutpublic policy making process
including to enhance accountability and renew political and satipport Further, the
Government will continue to strengthen various institutions that are mandated to fight corruption
in the country, implement reforms on good governance and enhance the capacity to recover
corruptly acquired assets. In part, the Government pubritize judicial and legal services
transformation through the expansion of infrastructure, automation of court processes, and
recruitment of personnebpecific interventions will include:

i) To enhance accountability and promote responsibility for the use of public resdhbeces,
Governmenwill introduce measures to levy a surcharge against any accounting officer or
other public officer whohas, by their actions or omissions, occasioned loss of public
resources in accordance with Articles Z8%5 201(d); and 232b) of the Constitution;

i) To facilitate expeditious investigation and prosecution of all offences related to corruption
and economicrimes, the Government wilast trackamendmerstof the relevant statutes,
including the Evidence Act and the Criminal Procedure Code, and provide for their
determinatiorwithin'6 months;

iii) To make iteasier and safer for citizens and whidtlewers to come forward and report
corruption and economic crimes, the Government shall consider relevant amendments to the
Witness Protection Adb enhance appropriate incentivaad

iv) Tomanage conflicts arising in the discharge of official dutles Government willast track
enactment of the Conflict of Interests Billhe Bill prohibits public officers from engaging
in activities that conflict with public interest, imposes obligations to declare potential
conflicts, and creates penalties for violations

1.3.11.1Public Service Transformation

121. The Governmentontinues to implemerRublic Service Transformation Strategyned at
creating an efficient and effective public service, and a highly motivated human resource
capacity for efficient public service deliversgs envisaged undeBottomUp Economic
Transformation Agendand the Kenya Vision 2030 he Strategy sesko enhanceesponsible

and accountable public service in the wakeglaibalisation, digital governancand online
enterprise Progress has been maibethe implementation of the Strategy. In particular, the
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Government hasipgraded the Government Human Resource Information System (GHRIS); and
sensitized 9,616 officers on the Public Sernv@@dance and Counselling Policy.

122. Over the medium ternthe Government will strengthen implementation of ongoing reforms
to transform the Public Servidbat is centred operformance management and productivity.
Accordingly, the Government will introduce a robust and integrated npeaftce management
architecture that provide fatandardised tools for measuring service delivery across the Public
Service, including State cor@dions and public universities, and acrdssth levels of
GovernmentTo realize this, the Government will employ the WholteGovernnent Approach

to revamp, renstitutionalise and drivea citizercentric perbrmance management system.
Further, the Government will implement Wnified Personal Identification system for all
personnel working across all the arms of Government, including constitutional commissions.
The System seeks tmprove human resource managemand eliminatd he &6éghost wo
payroll fraud at all levels of Governmenthe Government Wi also intreduce a legal and
institutional framework for mandatory and continuous vetting of allpublic officers. The same
framework will provide the repository of wealth declarations across the ergir€gvernment

under one office.

123. To strengthen and nurtus&rong leadeship within the Public Service, the Government will
continue to implement thBublic Service Emerging Leaders Fellowship (PSELF) Rnblic
Service Internship Programme (P¥IPo improve the sustainabiligndinstitutionalisation of
the Public Service Internship Programpibe Governmenwill develop a framework to partner
with private sector organisatignand anchor the programmie law by amending the Public
Service Commission Act.

1.3.11.2Strengthening Leadership Accountability and DePersonalising Politics

124. The Governmentontinues to implememarious initiatives and strategigeared towards
enhancing transparency, accountability atehdership effectiveness Specifically, the
Government hasbeen conducting public participation and consultations throughout policy
making processes through town hall meetings and édhems for citizens to engage and hold
the Government accountabfecompliance with the Constitutipomade efforts tamprove the
efficiency and professionalism of the civil service throlgimg, training, and performae
evaluation of civil servants; edeloped Public Policy Handbook and Guidelines for the
development of Government Policy and Legislatenmg ceveloped the Government Legislative
Agenda schedule (repository

125.The Government will ‘build on the progressde to strengthen overall leadership and
accountabilityby developing a framework to prate open governancpromotinga culture of
adherence to the rule of lawtrengtheningelectoraland political processeslemocracy and

public” participation and eviving and rollout an integrated public complaints referral
mechanisnsystem The Government will also promoteordination of Government Legislative
Agenda (GLA) andParliamentary liaison across all Mstries andState Departments; and
promoteinter-agency coordination and synergy in the development of legislation and policy, and
strengthen the relationship between Parliament and the Executive for the efficient dispatch of
Government business.

1.3.11.3Strengthening Devolution

126.The implementation of the devolved system of governance has recorded significant
progress, including the transfer of functions and resources to County Governments, development
of policies, laws and legislations to support devolution, and alignment ofaeletas to the
Constitution. The total equitable share allocation to the counties amounted &3¢sHion

since inception of devolution in 2013. The county equitable share of national revenue increased
from Ksh 190 billion in 2013/2014 to KsI83billion in FY 2023/24.
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127. Over the medium term, tidationalGovernmenwill continue disbursing funds to counties

in amore efficient and timely way; andgporing countieso improvetheir capacity to generate
their own source revenueduce overeliance on transfers from the National Government
Government willalsocomplete transfer of all functions constitutionally earmarked to counties
and develop a framework for ensuring that statmed firms carrying out devolved or shared
functions adhere to the principles of governance and ensure that the principle of-fofidmg;
functions is adhered to with respect to all devolved functiBasther, the Government will
enhance intergovemental cooperation and consultations through the intergovernmental sector
forums, convening Intergovernmental Budget and Economic Council and Summit meetings that
facilitatecoordination of both levels of@&ernment, andhternally within counties and National
Government institutions

1.3.11.4Security

128.The security and safety of all citizemsmairs a critical enabler_for sustaining so<io
economic transformation, attaining tBettomUp Economic Transformation Agendad other

priority programmes as outlined in the Fourth Medium Term _Plan of Vision Za80this

reason, the Government has continued to invest significant resources and implement a wide
range of reforms to improve the capacity of the security forcesto protect Kenyans and their
property against internal and extalthreats

129. Progress has been made in the implementation of these reforms over the last three years
including: reduced crime rate per population of 100,000 from 148 toet@@ment of forensic
laboratory with up to 51.8 percent level of equipping to aid investigations; completion of 7
previously stalled construction projects; operationalization of 18 Administration Police Sub
County Headquarters for better delivery ofipolg servicesicompletion of investigation of
102,275 out of 110,080 reported traffic caseslcompletion of the construction of the National
Police Service Referral HospitaMbagathi.

130. Building on the progress made, the Government will continue to strengtheedinety
capabilities through the recruitment of additional police, prison and military officers and
expansion of prison, policesand military infrastructure and equipment. To improve the welfare
of security personnel, prioritwill be aceorded to development of infrastructure in support of
their operations, training, healthcare and housing requirem&hés.Government will also
prioritize: digitization of police stations and seres; modernization of security products and
services including national ID, unique personal identifier and passports to enhance access to
services.

1.3.12 Foreign Policy and Regionalntegration

131, The Kenyads Foreign Policy is anchored on
the countrydés relations and diplomatici engag
Economicand CommerciaDiplomacy Pillar;ii) Peace Diplomacy Pillaiji) Environmental

Diplomacy Pillar; iv) Cultural Diplomacy Pillar and v) Diaspora Diplomacy PillarThe
Governmenhas continuettl o enhance Kenyabds role in the in
following key result area$) project, promoteandr ot ect Kenyabds interest
i) promote global and regional peace, security and stahiijys af eguar d Kenyabs
and territorial integrity;iv) promote economic cooperation, and commercial diplomagy;
strengthen public diplomacy and stakeholders engagewigm@nhance provision of consular

services; and strengthen policy, legal and institutional capacity.

132. Notable achievements have been realimedthe pasttwo years. TheGovernment has
facilitated highlevel visits (outbound 84 and 80 inboundpgerationalized five (5) fullfledged
diplomatic Missions in Abidjan, Rabat, Bern, Jakarta and Maputo; three (3) Consulates in Goma,
Jeddah & Arusha and a Liaison Office in Hargesacessfully lobbied for the election of 23
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Country and 21 individual candidatures into international pati@king organsfacilitated
Evacuation of 1,329 Kenyans in distress as well as the repatriation of 74 mortal remains of
deceased Kenyans abroad; Offered mobile consular services (I.Ds, Passports, Birth certificates)
to 13,500 Kenyans in 46 countries around the warbdyrdinated 57 Joint Commissions for
Cooperation (JCC)/Joint Permanent Commissions for Cooperation (JPCCp@uathated
processing to conclusion of 168 international agreenamsviOUs.

133.0ver the medium term, to entrench Kenyaods
will finalize thereview of the Kenya Foreign Policy2024to make it relevant, effective, and
inclusivein advancing the country's nationmiaderests and the common good through diplomatic
means The Policy provides a comprehensive fr
relations and diplomatic efforts as Kenya prepares to transition from the 2014 Foreign Policy
framework. The Foreign Policy objectives are structured around seven inteffiitkedareas,

including peace and security diplomacy, economic and commercial diplomacycatiaral,

diaspora, digital, environmental and climate diplomacy.

1.3.12.Economic and Commercial Diplomacy

134. Economic and commercial diplomacy is one of the pillars of Kenya's Foreign Pidtiey

goal of Economicand CommerciaDiplomacyin Kenya is to create a strong and sustainable
economic transformation to achieve social and economic-develojmerg with the goals of

the BottomUp Economic Transformation Agenda and #enya Vision 2030 Towards this

end, the Government will prioritize implementation of reforms aimed) atcreasingcapital

flows to Kenya and the East African regi@upporing export pomotion and investment by
Kenyan enterprises within the region and beyandpromotingthe country as a favourite
destination for foreign direct investment, tourism, and conferendgipgexpandng access to
traditional mar ket s and expl or eiv) reehancinge st i n
technological advancement by exploring new sources of affordable and appropriate technology;
v) supporing the exploration of‘alternative sources of traditional and renewable engrgy;
strengtheimg regional econonai communities and organizations to serve as competitive spring
boards to emerging and global markets; aid promoting fair trade and equitable bilateral,
regional and multilateral'trade agreements.

135.Kenya is a member ¢fie multilateral trading system such as the World Trade Organization
(WTO) and the United.National Conference on Trade and Development (UNCTAD). At the
continental level, Kenya is an active member of the Africa Continental Free Trade Area
(AfCFTA), and anAfrican Caribbean and Pacific (ACP) country sigmatto the Cotonou
Agreement, Th&ast Africa Community (EAC), the Common Market for Eastern and Southern
Africa (COMESA) and the Tripartite arrangements i.e. COMHES¥C-SADC. To unlock the
potential of Key @6 s commer ci al and trade r eolpm@mhoteons, t
bilateral cooperation in trade and investmentrease the uptake denyads tr ade
investment opportunities in the EAC regi@nhancehe regional integration by providing a

better businessnvironmenthrough liberalization of regional trade, investment facilitation, and
facilitation of the movement of goods, services, capital and people across regional borders.

1.3.12.2Anchor State

136. The Governmenwill continue tostrenghenK enyads profil e as regio
state in regional, continental, and global affaiténderlying Kery a 6 s ek Secueity a
Diplomacy is the recognition of peace and stability as necessacppdgions for development

and prosperity. Linked to this, i's Kenyaos
wellbeing are dependent on the stability of the-sagion Africa and the rest of the world.

137.Keny a6 s iasspaoritytactamodeanchor state has grown overtifhie country,
which served on the UN Security Council in 262022, is one of the only African members of
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the Ukraine Defence Contact Group. Kenya participates in Operation Prosperity Guardian, a
maritime taskforce launched by the United States in response to Houthi attacks agaglst ve

in the Red Sea. With tleupportof the United Stateshe country is leading a new Multinational
Security Support mission in Haiti, where gangs have taken over much of the capital.

138. Over the medium terpthe Governmentvill continue to strengthelkeny ads pr of i |
regional role as an anchor state i) promotingthe resolution of conflicts by peaceful meais;
collaboratingwith other African countries to strengthen the conflict prevention, management and
resolution capacity of regional institutions, including tast African Community (EC), Inter
Governmental AuthorityroDevelopment (IGAD)Common Market for Eastern and Southern Africa
(COMESA) and theAfrican Union (AU) with the aim of promoting sustainable peamed
developmentjii) supporing peace efforts by th&frican Unionand theUnited Nationsthrough

contributing troops and providing leadership in peacekeeping missions within the continent and
globally; andiv) creatingconflict analysis and prevention capacity nationally and in the region
through theForeign Service Academyl n pursuing these . objectives
di pl omacy continues to draw on Kenyaods exper
peacekeeping. Further, Kenya will contnio support institutions that-are involved in peace keeping

in the Continent which include International Peace Support-Training Centre and East African
Standby Force Commanamong others.

1.3.12.3Global Citizenship

139. The Governmentontinues to deepen bonds with lorgtanding international and bilateral
partnerancluding theAfrican Union, the Bst African Community and the United Nations and

its affiliatesto address various issues such-as peace and security, trade, human rights and
environmental protection shaped by its fareign policy objectives, economic interests, and
regional dynamics.T h e G o v e linwoimemerit Gvgh global debaten Sustainable
Development hagiven the countryleverage in building blocks for an enhanced role and
contributions particularly emerging issues such as Climate Change, Oceans and Blue Economy
and the quest for the reformation of international organizations to ensure equity and fair
representation of all member states. In undertaking this renewed role at tHdeglehdenya

has established its credentials as a global champion for multilateralism and a proponent of as
rule-based multilateral systenfurthermore, Kenya has assumed a lead role in the African
Unionods efforts to st r eafgficaneDescentethedbRégomals wi t |
Constituency; under.the framework of the Organization of African, Caribbean and Pacific States

1.3.12.4Diaspora

140. Kenyans living abroad have huge potential to contribute to development through increased
remittances to a tune of Kdhtrillion by 2027.To realize this, the Governmewill prioritize
programmes on facilitating increase in diaspora savings, investments, and remittances;
promoting continuous dialogue and engagement with Kenyans abroad, protecting Diaspora
rights.and championing their welfare; and enhancing diaspora labour mobility, placements and
enabling. technology transfer\s part of the process, the o@rnment will prioritize
implementation of the Diaspora Policy 2024 that seeks to protect, empowepapdr, promote
continuous dialogue and engagement with Kenyan diaspora and integration them into the
national development agend@he Government willalso facilitate implementation of the
Diaspora Integrated Information Management System (DIIMS) and operatbauRdesponse
centre for both evacuation and repatriation of diaspora during distress period.
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. RECENT ECONOMIC DEVELOPMENTS AND MEDIUM -
TERM OUTLOOK

2.1 Global Economic Outlook

141. Global economy has stabilized with global growth projected at 3.2 percent in 2024 and
2025 from 3.3 percent in 2023 supported by easing of global inflation and supply chain
constraintTable 2.1).The outlook reflects strongénanexpected growth in.the-USA, some
large emerging market economies such as India, and improved growth prospects.inThe UK.
main risks to the global growth outlook relate to disruptions to the disinflation process,
potentially triggered by new spikes in commodity prices amid persistent geopolitical teasions,
possible resurgence of financial market volatility with adverse effects on sovereign debt,markets
a deeper growth slowdown in Chiaad an intensification of prettionist policies which would
exacerbate trade tensions, reduce market efficiency, and further disrupt supply chains.

Table 2.1: Global Economic Performance

Growth (%)

Actual |Estimate Projections

Economy 2022 2023 2024 2025
World 3.5 3.3 3.2 3.2
Advanced Economies 2.6 1.7 1.8 1.8
Of which: USA 1.9 2.9 2.8 22
Euro Area 3.4 0.4 0.8 1.2
Japan 1.0 1.7 0.3 7.1
Emerging and Developing Economies 4.1 4.4 4.2 4.2
Of which: China 3.0 5.2 4.8 4.5
India 7.0 8.2 7.0 6.5
Sub-Saharan Africa 4.0 3.6 3.6 4.2
Of which: South Africa 1.9 0.7 1.1 1.5
Nigeria 3.3 2.9 2.9 3.2
Kenya* 4.9 5.6 52 5.4

Source: IMF World Economic Outlook, October 2024. *National Treasury Projection

142. Growth inthe advanced economies is projected to remain stable at 1.8 percent in 2024
and 2025 from 1.7 percent in 2023. In the United States, growth is projected at 2.8 percent in
2024 on account of stronger outturns in consumption andesidential inestment and demand
factors in the labour market. Growth is anticipated to slow to 2.2 percent in 2025 as fiscal policy
is gradually tightened and a cooling labor market slows consumption. Growth in the euro area is
expected to recover as a result of bettgport performance, in particular of goods, stronger
domestic demand, rising real wages which are expected to boost consumption, and a gradual
loosening of monetary policy which is expected to support investment. However, growth in
Japan in expected toosvdownreflecting temporary supply disruptions and fading of-offe

factors that boosted activity in 2023, such as the surge in tourism.

33 I Draft 2025Budget Policy Statemel



143. Growth in emerging markets and developing economies is projected to remain stable at
4.2 percent in 2024 and 2025, with divergence across major economies. At the regional level,
growth in SubSaharan Africa is expected to rebound to 4.2 percent in 202531® percent in

2024 and 2023. This growth is driven by improved economic activities as the adverse impacts
of prior weather shocks subside and supply constraints gradually ease.

2.2 Domestic Economic Performance

144. The Kenyaneconomy remained strong and resilient in the finsée quarters of 2024
despite its growth being relatively slower tiaacorresponding period in 2023. In the first three
quarters of 2024, the economic growth averagggercent (5.0 percent Q4.6 percent Q2and
4.0 percent in QBcompared to an average growth of 5.6 percentgérbent Q15.6 percent
Q2and 6.0 percent in Q3 2023 The growthin the first three quarters of 20%as primarily
underpinned by strong performance in the agriculture sector,<a slight recovahe of
manufacturingsector, and the resilience of services sector. All the economisesiitrs except
mining and construction recorded positive growth rates in theliiesjuarter®f 2024, though
the magnitudes varied across the economic activili@sl¢ 2.2).The diversified structure of the
Kenyan economy remains a key source of resilience to domestic and external shocks.

Table 2.2: Sectoral GDP Performance

Annual Growth Rates Quartely Growth Rates
Sectors
2022 2023 2023 Q1(2023 Q2| 2023 Q4 | 2024 Q1 | 2024 Q2 | 2024 Q3
1. Primary Industry (0.8) 5.6 53 6.9 53 5.0 4.4 3.2
1.1. Agriculture, Forestry and Fishing (1.5) 6.5 6.4 7.8 6.2 6.1 4.8 4.2
1.2 Mining and Quarrying 93 (6.5) (11.0) (8.3) (6.9) (14.8) 2.7 (11.1)
2. Secondary Sector (Industry) 35 25 25 21 2.0 1.0 0.8 0.6
2.1. Manufacturing 2.6 2.0 1.7 1.5 2.0 1.2 33 23
2.2. Electricity and Water supply 5.5 2.8 3.7 2.8 1.3 24 1.0 0.9
2.3. Construction 4.1 3.0 3.0 27 22 0.1 2.9 (2.0)
3. Tertiary sector (Services) 6.6 6.8 6.5 6.7 6.3 6.2 53 53
3.1. Wholesale and Retail trade 3.5 2.7 2.9 21 | 28 4.9 4.4 4.8
3.2. Accomodation and Restaurant 26.8 336 47.1 42.7 18.1 28.0 26.6 13.7
3.3. Transport and Storage 5.8 6.2 6.6 4.6 8.5 3.9 3.6 52
3.4. Information and Communication 9.0 9.3 9.5 7.6 11.0 7.8 7.2 6.1
3.5. Financial and Insurance 12.0 10.1 5.9 13.2 6.3 7.0 5.1 4.7
3.6. Public Administration 5.1 4.6 7.6 32 34 5.8 5.1 54
3.7. Others 5.3 6.1 5.7 59 6.1 59 5.1 5.1
ofwhlch:_Professwnal, Admin & 0.4 0.4 8.6 6.6 128 9.9 6.8 78
Support Services
Real Estate 4.5 7.3 73 8.1 6.2 6.6 6.0 5.5
Education 5.2 31 2.0 3.1 39 4.0 3.1 3.8
Health 34 4.9 5.1 4.7 4.8 5.5 5.5 4.4
Taxes less subsidies 6.7 22 3.0 1.8 2.0 4.3 5.8 34
Real GDP 4.9 5.6 5.5 5.6 5.1 5.0 4.6 4.0

Source of Data: Kenya National Bureau of Statistics

145. The primary sector grew byan average of 4.2 percent in the first three quarters of 2024
(5.0 percent in the first quariet.4 percent in the second quaréerd 3.2 percent in the third
guarter)mainly supported by strong agricultural activities despite a contraction in mining and
quarrying. In the firsthreequarters of 2024, the agriculture sector remained robust growing by
6.1 percent in the first quartet.8 percent in the second quaréerd 4.2 percent in the third
quarter This growth was supported by favorable weather conditemm$ the impact of
Government interventions to lower the cost of productitbo.we v e r

t he

sectors
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was somewhat curtailed heavy rains and floods, between March and June 2024, that led to
loss of livestock and damage to croplands.

146. Activities in Mining and Quarrying contracted in the first three quarters of 2024 mainly
due to a decline in production of most minerals such as titanium, soda ash and gemstone. This
was as a result of the closure of Kwale miner Base Titanium which fgramait down its mining

activity in Kenya in December 2024 due to depletion of commercially viable ore.

147. Industrial sector performance remained subdued, with growth of the sector slowing
down toan average of 0.8ercent in the firsthree quarters of 2024 (1.0 percent Q1, 0.8 percent
Q2 and 0.6 percent Q3)rhis was mainly on account of a slowdown in activities from
electricity& water supply andontraction of theonstructiorsubsectors The slowed growth in
electricity& water supply was due to a decline in generation of electricity from geothermal, wind
and solar while the contraction in construction sector is due to a slowdown in public sector
infrastructure projects. Activities in teanufacturing sector, which accounts for.nearly half of
the industrial sector output, was supported by significant gpowt the manufacture of food
while the noAfood manufacturing activities recorded varied performance.

148. The activities in theervices sectocontinued to sustain strong growth momentum in the
first three quarters &f024averaging 5.6 percent (6.2 percent Q1, 5.3 percent Q2 and 5.3 percent
Q3). The performance was largely characterized by significant growths in accommodation and
food service, financial and insurance, information and communication, real estate, and wholesale
and retail trade subectors. Accommodation and restaurant servicessator benefited from
several higkprofile international conferees held in Nairobi between April and June 2024 that
attracted significant international participati@rowth in the information and communication
subsector was supported by increased. voice traffic, internet use and mobile money despite a
decline in the use of domestic Short Messaging Services (SMSs).

149. Taking into account the performance of the economy in thetfirse quarters d2024

and the slowdownin private sector credit growtto key sectors of the economy grovish
estimated to expand overall By6 percentn 2024 and R percent in 2025. These projections
are mainly supported by: a robust services sector and recovergmifacturing sectprobust
agricultural productivity and improvement in exports. The outlook will be reinforced by
implementation of policies and reforms under the priomgtars of the Bottorup Economic
Transformation Agenda (BETA) and improvement in aggregate demand. Additionally,
implementation of prudent. fiscal and monetary policies will continue to support economic
activity (Figure 2.1).

Figure 2.1: Annual Real GDP Growth Rates, percent
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Inflation Developments

150. Overall inflation declined and has remained below the poidt of the target banaf 5.0
percentsince June 2024, mainly reflecting significant declines in energy prices and continued
easing of food pricednflation declined ta3.0 percent in December 2024 from 6.6 percent in
December 2024nd a peak of 9.6 percent in October 2022 (Figure E&¥ing inflation has been
supported by abundant supply of food arising from favorable weather conditaes, fuel
inflation attributed to appreciation of theolwange rate and lower international oil prices, and

the decline in notiood nonfuel (NFNF) inflation reflecting impact of previous monetary policy
tightening.

Figure 2.2 Inflation Rate, Percent
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151. Food inflation remained a key driver of overall yearyear inflation though it declined

to 4.8 percent irDecembe 2024 from 77 percent inDecembef023. The easing of food prices

was supported by increased food supply arising from favorable weather conditions, continued
Government interventions particularly through subsidized fertilizer, and the general easing of
international food prices. Prices ofiost vegetable food items increased in the month of
Decembe024 compared to the same period in 2023enhiose of nofvegetable food items
declined significantly during the same period.

152. ~Fuelinflation declined tel.0 percent inrDecembef024 from B.7 percent inrDecember

2023. The decline largely reflected the easing global oil prices and appreciation of the Kenya
Shillingébs which resulted in a downward adj u:
Core (norfood nonfuel) inflation has remained low and stalbpéflecting the impact of tight

monetary policy and muted demand pressures.

153. Given thatinflation is below the migpoint of the target range and the exchange rate has
stabilized, the Central Bank of Kenya through the Monetary Policy Committee (MPC) has
gradually eased monetary policy by lowering the Central Bank Rate (CBR), initially to 12.75
percent from 13 percent in August 2024 to 12.0 percent in October 2024 and further to 11.25
percent in December 2024. The easing of the monetary policy stance is aimed at improving credit
to the private sector thereby supporting economic activities.
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Monetary and Credit Developments

154. Broad money supply, M3, grew by 1.6 percent in the yelAloieember2024 compared

to a growth oR1.1percent in the year tdovember2023(Table 2.3).The slowdown in growth

of M3 was due to a decline in the growth of Net Domestic Assets (NDA) particularly the
domestic credit. The primary source of the growth in M3 was the resilience in the Net Foreign
Assets (NFA) of the banking system, mainly rekect i n t he stability of
Foreign Assets.

155. Net Domestic Assets (NDA) contracted by 2.2 percent in the year to September 2024,
compared to a growth of 10.9 percent over a similar period in 2023. The slowdown in growth of
the NDA was due to a decline in growth of the domestic credit to the privabe. Sehe domestic
credit extended by the banking system to the Governmergasedo grow by 16.6 percent in

the year to November 202émpared to a growth o#114 percent in the year tdovember2023.

Table 2.3: Money and Credit Developments (12 Months tNlovember2024, Ksh billion)

Change Percent Change
2022 2023 2024 2022-2023 | 2023-2024 | 2022-2023 | 2023-2024
November | November | November | November | November | November | November
COMPONENTS OF M3
1. Money supply, M1 (1.1+1.2+1.3) 1,902.0 2,012.5 2,057.9 110.5 454 5.8 23
1.1 currency outside banks (MO) 2522 272.7 291.1 20.5 184 8.1 6.7
1.2 Demand deposits 1,560.6 1,656.0 1,608.8 954 (47.2) 6.1 (2.9)
1.3 Other deposits at CBK 89.2 83.8 158.0 (5.4) 742 (6.0) 88.6
2. Money supply, M2 (1+2.1) 35373 3.906.3 4,179.9 369.0 273.6 10.4 7.0
2.1 Time and savings deposits 1,6353 1,893.8 2,121.9 258.5 2282 15.8 12.0
Money supply, M3 (2+3.1) 4,460.2 5,402.6 5,490.3 942.4 87.7 21.1 1.6
3.1 Foreign currency deposits 922.9 1,496.3 1,310.5 573.4 (185.9) 62.1 (12.4)
SOURCES OF M3
1. Net foreign assets (1.1+1.2) 276.0 771.8 854.1 495.8 82.4 179.6 10.7
1.1 Central Bank 531.7 497.1 5579 (34.5) 60.8 (6.5) 12.2
1.2 Banking Institutions (255.7) 274.6 296.2 5303 21.6 [ 2074 7.9
2. Net domestic assets (2.1+2.2) 4,184.2 4,630.8 4,636.2 446.6 54 10.7 0.1
2.1 Domestic credit (2.1.1+2.1.2+2.1.3)|  5,425.2 6,186.8 6,472.1 761.6 285.3 14.0 4.6
2.1.1 Government (net) 1,940.4 2,220.7 2,589.7 280.4 369.0 144 16.6
2.1.2 Other public sector 79.3 111.6 69.1 323 (42.6) 40.7 (38.1)
2.1.3 Private sector 3,405.5 3,854.5 3,813.3 448.9 (41.1) 13.2 (1.1)
2.2 Other assets net (1,241.1) (1,556.0) (1,836.0) (315.0) (279.9) (25.4) (18.0)

Source of Data: Central Bank of Kenya

156, Growth in private sector credit from the banking system decliyedl.1percent in the

year toNovember2024 compared to a growth 08.2 percent in the year tNovember2023,

due to the impact of exchange rate appreciation on foreign currency denominated loans and the
lagged effects of monetary policy tightening. Reduced credit growth was observed in
manufacturingfinance and insuranceade (exports) and building and construction-settor.

These are some of the sséctors with significant foreign currency denominated loans.

157. The Monthly (month on month) credit flows to the private sector have slowed down since
December 2023 following the monetary policy action of increasing the central bank rate to
manage inflation expectation which resulted in the increased cost of (nggite 2.3). With

the strong easing of monetary policy stance, credit to the private sector is expected to recover as
lending rates decline. Sustained demand particularly for working capital due to resilient
economic activity and the implementation of theed@tr Guarantee Scheme for the vulnerable
MSMEs will continue to support private sector credit uptake.
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Figure 2.3: Private Sector Credit
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Interest Rates Developments

158. Interest ratebave declined in line with the easing of the monetary policy. The interbank
rate declined to 11.4 percent in December 2024 compared to 11.7 percent in December 2023 and
hasremained within the prescribed corridor around the CBR (set at CBR* 150 basis points). The
91-day Treasury Bills rate alsteclined to 10.0 percent in December 2024 from 15.7 percent in
December 2028igure 2.4).

Figure 2.4: Short Term Interest'Rates, Percent
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159. Commercial banks average lending and deposit rates increased in thelNyeaender

2024 in tandem witlprevailing tightmonetary policy stance thereby reflecting high cost of
investable funds. The average lending rate increased to 17.2 perdémtember2024 from

146 percent inNovember2023 while the average deposit rate increasedté dercent from
10.1percent over the same period. Consequently, the average interest rate spread increased to
6.8 percent inNovember2024 from4.5 percent inNovember2023.
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External Sector Developments

160. The current account deficivas atUS$. 4537.9 million (3.6 percent of GDP) in

November2024 compared to US4,354.5million (4.4 percent of GDP) ifNovember 2023
reflectingstrong performance of export of goods as well as increased remit{diatds 2.4).

Goods imports increased Bys percent in the 12 monthsNovember2024, reflecting increases
in intermediate and capital good3n the other hand, in the year Mmvember2024, goods
exports increased by219 percent in the 12 months tdovember2024, reflecting increased

exports of agricultural commodities andexports.The balance in the merchandise account
deteriorated by US$72.3million to a deficit of US$. 1339.7 million in November2024
mainly because the increase in import bill more than offset the increase in exports.

Table 2.4: Balance of Payments (USD Million)

Actuals as a
Year to November 2024| Percent of GDP
Percent
Nov-22 Nov-23 Nov-24 Change Change | Nov-23 | Nov-24
Overall Balance 2,149.9 979.9 (1,500.7) | (2,480.6) | (253.2) 1.0 1.2)
A) Current Account (6,134.4) | (4,354.5) | (4,537.9) | (183.4) 4.2) 4.4) (3.6)
Merchandise Account (a-b) (12,231.8)(10,167.5) | (10,539.7) | (372.3) (3.7 (10.3) (8.3)
a) Goods: exports 7.472.9 7.234.9 8.171.6 936.7 12.9 7.3 6.4
b) Goods: imports 19,704.7 | 17,4024 | 18,711.4 | 1,309.0 7.5 17.6 14.7
Net Services (c-d) 1.381.9 688.9 675.7 (13.1) (1.9) 0.7 0.5
c) Services: credit 6,539.7 5.685.8 5,513.7 (172.1) (3.0 5.8 43
d) Services: debit 5,157.9 4,996.9 4,838.0 (159.0) (3.2) 5.1 38
Net Primary Income (e-f) (1.741.5) | (1.923.3) | (2.190.2) | (266.9) f (13.9) (1.9 .7
e) Primary income: credit 143.3 196.9 2024 95.5 48.5 0.2 0.2
f) Primary income: debit 1,884.8 2,120.1 2,482.6 362.4 17.1 2.1 1.9
Net Secondary Income 6.457.0 7.047.4 7.516.3 469.0 6.7 71 5.9
g) Secondary income: credit 6,519.5 7.135.4 7,623.8 488.3 6.8 72 6.0
h) Secondary income: debit 62.5 88.1 107.4 19.3 22.0 0.1 0.1
B) Capital Account 165.0 131.1 152.5 214 16.3 0.1 0.1
C) Financial Account (4,089.0) | (2,539.6) | (5,420.6) | (2,881.0) | (113.4) 2.6) | (4.2)

Source of Data: Central Bank. of Kenya

161.

Net receipts on the services account declined by W&$million to US$.675.7million

in November2024 compared to similar period in 2023. This was mainly on account of a decline
in receipts due to transport in spite of an increase in receipts from tourism as international travel
continued to improveRemittances increased by 15.3 percent to USD 4,804 million in the 12
months to October 2024 compared to USD 4,165 million in a similar period in 2023.

162. The capital accouriialancencreasedy US$. 2.4 million to register a surplus of US$
152.5million in NovemberR024compared to a surplus 0f5$.131.1million in the same period
in 2023 Net financial inflowsmproved to US$5,420.6million in November2024 compared
to US$.2,539.6million in November2023 reflecting a slowdown in inflows to the government

and other sectord’he net financiainflows were mainlym the form of other investmenénd

direct investmentsHowever, portfolio investments arfthancial derivativegegistered a net
outflow during the periogp ar t | vy

owing to elevated borrowing costs.

due

t o

Kenyads

l'i mited

163. The overall balance of payments position slowed down to a deficit of US80.7
million (1.2 percent of GDP) ifNovember2024 from a surplus of US$79.9 million (1.0
percent of GDP) ilNovember2023.
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Foreign Exchange Reserves

164. The banking systemds foreign excliBRige
million in November2024, an improvement from USH$4,211.Imillion in November2023. The
official foreign exchange reserves held by the Central Bank stood at 9 &48.0million
compared to US$,397.6million over the same period in 208Bigure 2.5). Commercial banks
foreign exchange holdingsecreasedo US$.6,734.1million in November2024 from USS$.
6,8135 million in November2023.

165. The official reserves held by the Central Banklovember2024 represented@imonths

of import cover as compared to tBeD months of import cover ilNovember2023. These
reserves continue to provide adequate cover and buffer against anyesnoshocks in the
foreign exchange market.

Figure 2.5: Foreign Exchange Reserves (USD Million)
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Exchange Rate Developments

166. The foreign exchange market remained stable in 2024 despite increased global
uncertainties,effects of a stronger U.S. Dollar and geopolitical tensions in the Middle East. The
Kenya Shilling exchange rate was weaker at the turn of the year but strengilganest the

U.S. Dollar from ‘midFebruary 2024 and has now stabilized against major international
currencies. IrDecember2024, the exchange rate against the US dollar averaged at Ksh 129.4
compared to an-average of Ksh 159.7 in January 2024, an appreofat9.0 percent. Against

the Euro, the Kenya shilling strengthened By2percent to exchange at an average of K&heal3

in December2024 compared to an average of Ksh 174.3 in January 2024 while against the
Sterling Pound the Kenyan Shilling strengthened &3 fpercent to exchange at an average of
Ksh 1.6 compared to an average Ksh 202.9, over the same [{Eigade 2.6).

167. The foreign exchange market was mainly supported by inflows from agricultural exports,
remittances and portfolimvestors while demand was driven by pickup in economic activities
specifically in the manufacturing, wholesale, and retail-setiors. The appreciation and
stability of the exchange rate has created confidence and triggered inflows of foreign direct
investment and attracted investors to the Nairobi Securities Exchange. This appreciation has
helped to reduce debt service costs, improve performance of domestic borrowing and stabilize
interest rates.
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Figure 2.6 Kenya Shillings Exchange Rate
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Capital Markets Developments

168. Economic recovery, appreciation of the Kenya Shilling against major international
currencies and macroeconomic stability have created confidence and triggered inflows of foreign
direct investment and attracted investors.to the Nairobi Securities Exchitwegd SE 20 Share

Index improved t®,011points inDecembef024 compared to 301 points inDecembe023

while market capitalization also improved to KsB40 billion from Ksh 1,43 billion over the

same periodFigure 2.7).

Figure 2.7: Performance of the Nairobi Securities Exchange
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2.3Fiscal Performance

169. Budget implementation for the FY 2024/25 was initially impended by the withdrawal of
the Finance Bill, 2024 and protests that led to a slowdown of economic activities. Additionally,
the FY2023/24 closed with unpaid exchequer requests (carryovers) of &&hdlllion and the
implementation of the Collective Bargaining Agreements has continued to put pressure on the
expenditures. To ensure seamless implementation of the FY 2024/25 budget and safeguard the
fiscal consolidation plan, the National Treasury aadilized expenditures through the
Supplementary Estimates I.

Revenue Performance

170. By endNovember2024, revenue collection amounted to Kgb88.1billion against a target

of Ksh 1,169.8 billion resultig to an underperformance of Ksh 778llion. The
underperformance wasainly on account of shortfall registered in ordinary revenue. Total
revenues grew by @ percentby end November 202dompared with a growth of 1Bpercent

by endNovember2023(Table 2.5a)

171. Ordinary revenue for the period Movember2024 was Kst®37.4billion against a target

of Ksh1,009.0billion translating into a shortfall of Kshl.6billion despite recording a growth

of 6.7 percent. All broad tax categories of ordinary revenue fell short of the respective targets
during the review period. Value Added Tax (VAT) recorded the highest shortfall oB&sh
billion, Income tax recorded a shortfall of Ksh.2 billion, Exciseduty of Ksh11.7billion and

Import duty of Ksh6.9 billion. This revenue trend is expected to reverse as economic activities
pick up.Ministerial A-i-A amounted to Ksh30.8billion in November2024 against a target of

Ksh 156.4billion recording ashortfall of 5.7 hillion.

Table 2.5a: Fiscal Performance as-at®¥' November, 2024

Nov-23 Nov-24
Prel. Act. | %af Ksh Billion % of GDP
(Ksh Billion)| GDP | % Growth |Target Prl. Act.  Deviation |Target Prl. Act. | % Growth
A. Total Revenue including External Grants 1,016.4 6.3 133 1,169.3 1,002.0 (77.8) 6.5 6.0 7.4
Total Revenues (1+2) 1,011.5 6.3 132 11654 1,088.1 (77.3)) 65 6.0 7.6
1. Ordinary Revenue 8789 34 11.7] 1.009.0 9374 (71.6)| 56 32 6.7
Impot duty 36.2 03 22 64.4 373 69 04 0.3 24
Excise duty 116.1 0.7 6.6 127.6 115.9 (1.7 07 0.6 0.2)
Income tax 3804 24 11.1 429.0 4138 (15.2) 24 23 88
VAT 266.1 1.6 19.8 2848 2482 (36.6) 1.6 14 6.7
Other Revenue 60.1 04 34 103.3 102.0 (13) 06 0.6 69.7
2. Ministerial Appropriation in Aid 1327 08 236 156.4 150.8 3.7 09 08 13.6
3. External Grants 49 0.0 47.0 44 38 035 00 0.0 (21.4)
B. Total Expenditure and Net Lending 1,160.6 72 61] 15095 1.442.9 (66.6)) 8.4 8.0 243
1. Recurrent Expenditure 920.7 37 119] 11494 1.091.8 (57.6)| 64 6.0 186
2 Development 1324 0.8 (11.1) 175.0 193.1 18.1 1.0 11 459
3.County Allocation 107.5 0.7 (11.9) 184.0 158.0 (26.0) 1.0 0.9 46.9
4 Contigency Fund - - 1.0 ‘ - (1.0) 0.0 -
C. Balance Exclusive of Grants (149.1) (0.9) (25.5)] (344.0) (354.8) (10.8)) (1.9 (2.0 137.9
D. Balance inclusive of Grants (Cash basis) (144.2) (0.9) (26.7)|  (339.7) (350.9) (113 19 1.9 143.3
Discrepancy (10.1) 0.1) (143.7) - 40.1 49.1 - 0.3 (387.4)
E. Total Financing 134.2 0.8 (39.0) 339.7 400.0 60.4 19 22 198.2
1. Net Foreign Financing (22.0) 0.1) (156.4) 2175 (.7 (219.) 12 0.0y (92.4)
2. Net Domestic Financing 156.2 1.0 (13.6), 122.1 401.7 279.6 0.7 22 157.2
Nominal GDP (Fiscal Year) 16,131.5 | 100.0 152 18,0543 18,0543 - 100.0  100.0 11.9

Source of Data: National Treasury
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Expenditure Performance

172. Total expenditure and net lending in the period to Novembet @0@unted to Ksh 442.9

billion against a target of Ksh309.5billion, translating to a shortfall in expenditure of K&h6

billion. This was largely on account of below target disbursement towards recurrent expenditure
by Ksh57.6billion and County Governmentby Ksh 26.0billion (Table 2.5a). Development
expendituresurpassedarget by Kshs 8.1 billion mainly due to over absorption of foreign
financed development projects by Ksh.8billion anddomestically financed projects by Ksh

5.2 billion. Revenue mobilization and financing challenges affected our ability to execute the
FY2024/25 budget in a timely manner leading to cash flow challenges.

173. Fiscal operations by end dlovember2024 resulted in an overall deficitinding grans
of Kshs350.9billion (1.9 percent of GDP) against a target of K889.7billion (1.9 percent of
GDP). The deficit was largely financed through net domestic financing oA®&sfbillion (2.2
percent of GDP) as net foreign financing was a repayment ofLKahillion (0.01 percent of
GDP).

2.4 Fiscal Policy

174.The fiscal policy stance in the FY 2025/26 and over the medium term aims at supporting

the priority programmes of the Government under the Botttlp Economic Transformation

Agenda BETA) and the MTP IV through a growth friendly fiscal consolidation plan. The plan
targets to slow down the annual growth in_public debt,and implement an effective liability
management strategy, without compromising service delivery to citizens. This iseekpect
boost the countryds debt sdatient vélli be suppolted byy p o s
continued efforts to enhance domestic revenue mobilization, reprioritize and rationalize
expenditure while safeguarding priority Government programmes and social spending

175.Consequentlyt he Gover nment 6s t o-A B projectedvicerisaufem i nc |
16.9 percent of GDP in FY 2024/25 t&2 percent of GDP in FY 2025/26 and further to618.

percent of GDP in FY 2026/27. Of the total revenue, ordinary revenue is projected to rise from

14.6 percent of GDP in-the FY 2024/25 to 1percent of GDP in FY 2025/26 and further to

16.1 percent of GDP in FY 2026/27. Total expenditure is projecte@.&tpgercent of GDP in

FY 2025/26 and FY.2026/27 froml5 percent of GDP in thé&Y 2024/25. Of the total
expenditures, recurrent expenditure is projeeteld.0 percent of GDP in FY 2025/26 and 25.

percent of GDP in FY 2026/2ffom 15.7 percent of GDP in FY 2024/2%he development

spending in the budget will increase progressively over the medium term so as not to impact on
growth momentum.
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Table 2.5 b:Fiscal Framework
FY 2022/23 |FY 2023/24 FY 2024/25 FY 2025/26 |FY 2026/27 |FY 2027/28 |FY 2028/29

Budget Suppl. 1 |Suppl. 2

Actual Actual |Estimates |Budget  |Budget 2025 BPS Projections
Amount in Ksh Billion
TOTAL REVENUE 2,3551 2,702.7 3,3432 3,060.0 [ 3,060.0 3,516.6 3,965.1 4,470.4 5,000.9
Ordinary revenue 2,0411 22889 29172 26314 26314 30188 34247 3.876.4 44417
Ministerial Appropriation in Aid 313.9 413.7 426.0 428.6 4286 497.8 5434 594.0 649.2
TOTAL EXPENDITURE AND NET LENDING 32210 3,605.2 3,992.0 3.880.8 3,880.8 4,329.3 4,782.0 5,309.1 5,911.3
Recurrent 23116 26784 2,8419 28262 | 28262 3,076.9 33829 3,761.3 4.084.1
Development 4937 5464 7015 5995 5995 804.7 944 4 1.080.8 1,346.2
County Transfer 415.8 3804 4445 451.1 451.1 4427 449.7 462.0 476.0
Contigency Fund - - 4.0 4 4.0 50 50 50 5.0
BALANCE EXCLUDING GRANTS (865.9) (902.5)| (648.8) (820.9)( (820.9)] (812.7) (813.9) (838.8) (820.4)
Grants 231 220 518 523 523 532 63.6 66.8 67.1
BALANCE INCLUSIVE OF GRANTS (842.9) (880.5)| (597.0)) (768.6)] (768.6)] (759.4) (750.3) (771.9) (753.3)
Adjustment to cash basis 37.0 454 - - - - - - -
BALANCE INCLUSIVE OF GRANTS(cash basis) (805.8) (835.1) (597.0)) (768.6)] (768.6)] (759.4) (750.3) (771.9) (753.3)
Discrepancy (35.5) (16.8) - - - - 0.0 0.0 0.0
TOTAL FINANCING 770.3 §18.3 597.0 768.6 768.6 759.4 750.3 771.9 7533
Net Foreign Financing 3108 2227 3338 3555 3555 2137 174.9 152.0 2024
Net Domestic Financing 459.5 3956 2632 413.1 413.1 545.8 3754 619.9 350.9
Nominal GDP (Fiscal year) 14,299.2 15,826.4 | 18,0543 | 18.,053.7|17,434.5] 192728 21,285.6 23,529.5 26,018.8
As a share of GDP

TOTAL REVENUE 16.5 17.1 18.5 16.9 17.6 18.2 18.6 19.0 19.6
Ordinary revenue 143 145 16.2 14.6 151 157 16.1 16.5 17.1
Ministerial Appropriation in Aid 22 26 24 24 25 26 26 25 25
TOTAL EXPENDITURE AND NET LENDING 25 228 221 215 223 225 225 226 227
Recurrent 16.2 16.9 157 15.7 16.2 16.0 159 16.0 15.7
Development 35 35 39 33 34 42 44 46 52
County Transfer 29 24 25 25 26 23 21 2.0 1.8
Contigency Fund - - 0.0 0.0 0.0 0.0 0.0 0.0 0.0
BALANCE EXCLUDING GRANTS (6.1) (5.7) (3.6) (4.5) 4.7) (4.2) (3.8) (3.6) (3.2)
Grants 0.2 0.1 03 03 03 03 03 03 03
BALANCE INCLUSIVE OF GRANTS (5.9) (5.6) (3.3) 4.3) (4.4) (3.9) (3.5) 3.3) (2.9)
Adjustment to cash basis 03 03 - - - - - - -
BALANCE INCLUSIVE OF GRANTS(cash basis) (5.6) (5.3) (3.3) 4.3) (4.4) (3.9) (3.5) 3.3) (2.9)
Discrepancy (0.2} (0.1)] - - - - 0.0 0.0 0.0
TOTAL FINANCING 54 5.2 33 43 44 39 35 i3 2.9
Net Foreign Financing 22 14 18 2.0 2.0 1.1 0.8 0.6 0.8
Net Domestic Financing 32 38 15 23 24 28 27 26 21
Nominal GDP (Fiscal year) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source of Data: National Treasury

2.4.1Domestic Revenue Mobilization

176. Government willimplement a mix of tax administrative and tax policy measures in order
to boost revenue. collection efforts by the Kenya Revenue Authority (KRA) to over Ksh 4.0
trillioninthe medium term thereby supporting economic activity. In particular, the Government
will-focus on domestic resource mobilization efforts that include

i) Implementation of the National Tax Policy and Medilierm Revenue Strategy 2024425
2026/27;

i) Strengthening tax administration for enhanced compliance through expansion of the tax
base, minimizing tax expenditures, leveraging on technology to revolutionize tax processes,
sealing revenue loopholes and enhancing the efficiency of tax system; and,

i) Focus on nottax revenues that Ministries, Departments and Agencies can raise through the
services they offer to the public.

177. Implementation of the taadministrative reformwvill target ta
i) Reduce tax expenditures that now stands at 2.94% of GDP thereby adding revenues
i) Expand thd@ax base and strengthen tax compliance as envisaged under the MTRS
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iii) Rationalize tax structure to promote domestic productioreandurage investments.
2.4.2Expenditure Reforms

178.Government will sustain measures tetrengthen expenditure control and improve
efficiency and effectiveness in public spendifigese measuregll include: implementation of
austerity measures aimed at reducing @poment recurrent expenditurejl out an eneto-end
e-procurement system to maximise value for money and increase transparency in procurement;
scale upuse of Public Private Partnershi@PPs)ramework for commercially viable projects

to crowdkin the private in the provision of public sengcand expeditinggovernance reforms
targeting state corporatior®ther expenditure measures will include:

Implementation of Treasunysingle Account

179.To improve public cash managemethie Cabinet approved implementation Bfeasury
Single Account (TSA) ovea threeyear period. Treasury Single“Account (TSA) is a unified
structure ofGovernment bank accounts that enables the conselidation.and optimum utilization
of government cash resourc&be mplementation is in line with Section 17(2) and Section 9(1)

of the Public Finance Management Act, 20IRe implementationf TSAwill be rolled-out in
phases as follows:

i) Phasel: Comprises the migration to the TSA environment in the first year2@4/25)
of all state organs including constitutional institutions and independent offices categorized
as ScheduleNationalGovernment entities as per Regulations 211(2) of the PFM (National
Government) Regulations, 2015.

i) Phase 2: Comprises the migration of CouBbrernments to the TSA in the second year
(FY 2025/26) in close consultation with Intergovernmental Budget and Economic Council.

iii) Phase 3: Comprises the migration in the third year 2B26/27), of all other national
government entities categorized as Schedule 3, Schedule 4 and Schedule 5 as per
Regulations 211 of the PFM (National Government) Regulations, 2015.

Accrual Accounting

180.To strengthen management of public resources, the Government is in the process of
transitioning from caskasisto accrual basisf accountingto improve cash management and
enhance financial and fiscal reporting. The accrual accounting will enable the Government to
account for all assets-and liabilities including all Government asBastransition to accrual
accounting process is guided by accounting standards (IPSAS 33) together with a Road Map to
be approved by the Implementation Steering Committd® mMaximum transition period
allowed by the standard is three years and involves recognition of all assets and liabilities of
government in the balance sheet. All financial assets including bank accounts will be recognized
in the first year of transitiomAll other assets including natural resources will be recognized in
the second and third year of transition.

Zero-based Budgeting Approach

181. The Government will entrench the adopted ZBesed Budgeting approach in preparing

the FY 2025/26 and future budgets.iffiplementZero Based Budgeting, the National Treasury
has developed the Budget Costing Tool in the IFMIS Budget Module for the National
Government which has incorporated standardized costing methodologies to streamline
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calculation of budget baselines and prioritization to give credible base for preparation of budget
estimates.

Public Investment Management Reforms

182.To deliver value fomoney in public capital expendityrthe Government will continue to
implement the Public Investment Management (PIM) Regulations. These regulations are
designed tostreamline the initiation, implementation, execution, and delivery of public
investent projects. Government Ministries, Departments and Agencies (MAshe

required to complete ongoing projects before starting new ones, thereby minimizing the
Government 0s exposure to stalled initiatives
and new projects approved under the PIM framework must assessnemental and climate

related risks. This includes evaluating carbon emissions and disaster risiemanéaas part of

the project assessments.

183. Over the medium ternthe National Government will begiaroll.out the PIM Regulations

to County Governmentand enhancehe capacity of the Public Investment Management
Information System (PIMIS) across all Ministries, Counties, Departments, and Agencies
(MCDAs) to improve the management of development projects in all sectors. All State
Departments, SerAiutonomous Governant Agencies (SAGASs), and Stadevned Enterprises
(SOEs) will be required to provide a comprehensive list of all their projects. droga
transparency, accountabilitgnd digitization, the/ PIMIS system will be rolled out to all
Ministries, Departments, and Agencies (MDAS) and Parastatals. They will be required to submit
all project proposals through the PIMIS systémaddition, the Government will update the
PIM-PPP framework to enable capturing the PPP projects in PIMIS system.

National Assets and Liabilities ManagemeReforms

184.To enhance thenanagement of assets and liabilities in the public setteovernment
hasinitiated fiscal reforms geared towards automating and standardiagsgts and invéory
management in MDAs aswels County @vernments. In this regard, tNational Treasurfras
operationalized the Assei@nd- Inventory Management Modules in the IFMER State
Departments have already gone live on the IFMIS Asset module and are at various stages of
uploading their registers for six-asset categories. Going fdnlae modules will beollout to
CountyGovernmentsThis reformwill enable Accounting Officers hawasibility of all assets

and inventory-under their control and facilitate optimal assets utilizationenhane the
management and utilization of public ass#isGovernmeninitiated the development éfssets
Valuation Policy Frameworkor the public sectowhich will ensure completeness of the asset
registes and facilitate transition to accrual accountigurther, theGovernmenthas been
undertaking physical verification to ascertain existence of assets reported by the MDAs registers.
Going forward, the Government plans to develop an asset tagging framework to facilitate
identification of public sector assets.

185. To effectively and efficiently discharge its mandate, the Governimehtdoptetkasing

as an alternative to asset acquisition in otddridge the prevailing resource gaps and avail key
resources, including land, toviestors for capital investmentslowever, the absence of a
standardized leasing framework has resulted in inconsistencies in leasing practices across
ministries, departments, agencies (MDAs), and county governmEmtsNational Treasury
therefore is in the process of developingomprehasive leasing framework thatill provide

clear, standardized guidelines and processes for the leasing of government assets across all public
sector entities.
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Pension Reforms

186.To sustain and strengthen the pension reforthe, Governmentwill monitor and
completely separate and delink the governance oPtlmic Service Superannuation Scheme,
(PSS$from that of thenon-contributoryscheme. Furthermorthe Governmenwill revamp the

public service pension administratitmrough digitization and rengineering bthe pension
management systenDigitization will streamline processes, improve accuracy, faniitate

timely pensions payments. This also enable better monitoringramé&gement opension

related matters while rengineering will complement the digitization by availing an &rend
Enterprise Resource Planning (ERP) solution that takes advantage of the modern IT
technologies. To ensure that the pension scheme remains sustainable and that beneficiaries
receivetheir entitled benefitshe Governmenwill conduct an actuarial valuation of the future
obligations of thenon-contributory defined benefits pension scheme

2.4.3Deficit Financing Policy

187.The Government will continue to mobilize resources from both domestic and external
sources to meet itsorrowing requirements. The external sources will be from multilateral,
bilateral and commercial lenders while from domestic sources, resources will be from issuances
of Treasury bonds and Treasury biNghile focus will be to-maximize loans on concessional
terms, norconcessional and commercial external-borrowing will be limited to projects that
cannot secure concessional financing and are in line with the' Government development agenda.

188. Despite the disruptions to global supply chains and finance that has led to tightening and
increased cost of external commercial financing, the Government will continue monitoring the
macro environment conditions before accessing the international cagrtat through issuance

of sovereign bonds and liability management operations. The Government will also explore other
sources of financing including green and climate change financing options, if the- macro
economic conditions improve. In.addition, the @owment may explore new markets through
issuing Panda and Samurai Bonds as part of instruments diversification and deficit financing
options.

189. The domestic debt market remains one of fundamental funding sources as it has contributed
to more than half of the total funding requirements over the years and mitigates against shocks
in the external debt markef§he Government is committed to continuous implementation of
reforms aimed at improving efficiency in the domestic market and diversify the investor base.
Further,the'Governmentvill continue to explore new financing options aimed at safeguarding
the stability of the.domestic debt markiet promoting financial inclusion and a saving culture

the Government has prioritized #&ngineering the issuance of theAkiba bond process. The
Government will revamp the mobifghone retail product platform to ensure more retail investors

are able to access government securities. The platform will be integredegtie new Central
Bankos Centr al Securities Depository Syster
opportunity for the informal sector.

190.To moderate debt accumulation and reduce debt service over the medwnthe
Government will sustain fiscal consolidation efforts over the medium term to restore fiscal space.

2.5Fiscal Responsibility Principles

191. In line with the Constitution, the Public Finance Management (PFM) Act, 2012, the PFM
(National Government) Regulations, 2015 and in keeping with prudent and transparent
management of public resources, the Government has adhered to the fiscal responsibilit
principles as set out in the statute as foll¢Weble 2.6).
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a. Over the medium term a minimum of thirty percent of the national and county governments
budget shall be allocated to the development expenditure;

b. Nati onal governmentoés expenditure on the

of the revenue raised nationally plus other revenues generated by the nawenahtent;

c. Over the medium term, the national governr

purpose of financing development expenditure and not for recurrent expenditure;

d. Public debt and obligations shall be maintained at a sustainable level as approved by
Parliament for the national government and the county assembly for county government;

e. Fiscal risks shall be managed prudently; and

f. 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.

Table 2.6 Performance of Fiscal Responsibility Indicators

FY 202223 |FY 202324 Y 2024725 FY 2025126 FY 2026127 FY 2027128 FY 202829
Actual  (Prel. Actual |Budget S;]:ltﬂ BROP 2024 [BPS 2025 | BROP 2024 BPS 2025 BROP 2024/BPS 2025 BROP 2024 BPS 2025
Ksh Billion

1.0 Total Expenditure & Net Lending 1200 36052 39920 | LS80S | 4383 | 4393 47820 47820 53090 53091 S| ShI3

1.1 Total Ministerial National Govt Expenses 1903 22143 | 2348 22302 23901 2500 28990| 28%90| 32630 32631 I3 3483

Total Recurrent LILG| 20784 18419| 28262 30769 30769 13829 339 LI6LI| 37613 B 40

CES (Interest & Pensions) §373 LIS 1235 11972 LB 1L 14659 | 14659 16167| L6167 LT 1787

Ministerial Recurrent LAY 16596 | 16285 15890 L7458 L7458 19170 18170| LI4T( 1147 13644 13044

o/w Wages & Salaries 5396 53| 64| 6027 609 6309 833 683 ne| e L8 L8

Wages as % National Government Revennes/1 17.6%  245%| 209%| 228%|  209%| 209%  19.2% 192%  178%| 17.3% 16.0%|  16.0%

Development 496.1 ST 3| @L2 §43 43 %20 90| Ll84| LlS4 13838 13838
Development as % Ministerial National

Government expendifures B[2%|  250%| 314%| 287%|  3n6%|  326%|  330%| 339%|  343%| 343%  369%| 369%

12 County Allocation 458 04| 445 4511 Wi T T 9T 4620] 4620 4760 4760

Equitablz share 3%9.6 46| 400.1| 4108 051 4051 H10] 470 241 494 #i4 #i4

Conditionz] Grants 16.2 BE| M4 402 317 317 327 27 27 07 327 327

20 Total Revemes D350 Q27| 334320 30600  35166| 35166 39681 39681| 44704 44704 50091 50908

3.0 Total National Government Revenues (Tncl. 414 19535 23481 29431 26401 INML6 | 36| 335LL| 335LY) 4M410) 40410|  46475| 46475

4 0 Nationz] Government Domestic Borrowing (nef) 4595 956 2632| 4131 M| W 54 5734 6199 6195 5509 5509

Source: The National Treasury
2.5.1Allocation to Development Expenditureover the Medium Term

192.Consi stent with the requirements of t he
development expenditures has been set above the 30 percent of its Ministerial expenditures. In
FY 2023/24, the actual development spending for the National Governmeg@6wlagercent,

falling short of the principles outlined in the PFM Act Cap. 412. However, the forecast had
initially projected it to exceed 30 percent. This discrepancy was a result of spending
rationalization in the course of budget implementation.

193. The allocation to development expenditures is projected to increase to 32.6 percent in the
FY 2025/26 and remain above the recommended threshold over the medium term as shown in
Table 2.6and Figure 2.8
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Figure 2.8 Development Expenditures as a Percent of Total Nation&overnment Budget

e Development as % Ministerial NG expenditures === 30% Floor

40.0% 36.99%

35.0% 37.6% 33.59% 34.3%

30.0% 28U m e — e e ————— VAL SR SO IS S ENE— P NEpE— -
25.0%
20.0%
15.0%
10.0%

5.0%

0.0% e e e e

FY 2021/22 FY 2022/23 FY 2023/24 FY 2024/25 FY 2025/26 FY 2026/27 FY 2027/28 FY 2028/29

Source: National Treasury
2.5.2Compliance with the Requirement on Expenditure on Wages and Benefits

194.The | aw requires that the National Govern
employees (including benefits amdlowances)-shall not exceed 35 percent of the National
Government 6s equi table share of the revenue
the National Government pursuant to Article 209 (4) of the Constitution. In conformity to this
regulaton t he Nati onal Gowernmentdds share of wag
24.5 perceritin the FY 2023/24 which is within the statutory requirement of 35.0 percent of the
National Government revenues;and is projected to decline to 22.8 percent in the FY 2024/25,
and to further decline to 20.9.percent by FY 2025Figure 2.9).

Figure 2.9: Wages as a Percentage of Nation&overnment Revenues

=== Wages as % National Government Revenues === 35% Ceiling
40.0%
3500 [ e e e e e e e
30.0% 28.2% 27.6%

®

24.5%
25.0% 22.8%
20.9% 19.29%
20.0% ’ 17.8%
16.0%

15.0%
10.0%

5.0

0.0%

FY 2021/22 FY 2022/23 FY 2023/24 FY 2024/25 FY 2025/26 FY 2026/27 FY 2027/28 FY 2028/29

1Wages: For teachers and civil servants including the police. The figure includes the funds allocated for the pension
contributory scheme
Source: National Treasury

1The 24.5 percent is exclusive Ministry of Defense and NIS
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2.5.3Compliance with the Requirement to uséNational Governmentd s orr@wvings
only for Financing Development Ependiture

195. The National Treasury raises resources through borrowing to finance development projects
as approved by Parliament in the National budget as per the PFM Act, 2012 Section 15(2) (c)
principle of ensuring that the National Government's borrowing is usedf@anfurposes of
financing development expenditure and not for recurrent expenditure. The Government is
committed and continues to adhere to this principle by ensuring that Government borrowing is
used to finance development expenditure. In the FY 2028/ 350.7 billion (46.0 percent)

out of total borrowing (Ksh 768.6 billion) were used for development expenditure purposes. The
amount is projected to increase to Ksh 641.2 billion in FY 2024/25, Ksh.844.3 billion in FY
2025/26, and Ksh 1,383.3 billion evthe medium term.

2.5.4 Maintenance oPublic debt and Obligations at a Sustainable Level

196.The PFM Act, 2012 requires that the National Treasury maintains public debt and
obligations at sustainable levels. The debt sustainability analysis by International Monetary Fund

(I MF) indicates that Kenyads puboimerdntansioft r em
Debt Carrying Capacity (DCC). However, there is an elevated risk of debt distress as a result of
global shocks leading to a slowdown of economic growth. The analysis of debt sustainability is

as follows:

197. Public debt rose in 2023 amid currency.depreciation and higher borrowing costs but had
eased by endune 2024 on exchange rate appreciation. The Present Value (PV) of overall public

and publicly guaranteed debt rose to about 68.7 percent of GDP in(R&i2ig 2.7). Public

debt/GDP ratio is projected to decline'to the debt. anchor of 5515 percent of GDP in PV terms

by 2028, supported by the Governmentods fisca
post 2028 will 7“be r eiommitnentte gursieyhe aséc coligessianal n me |
funding, lengthen the maturity profile of public debt through issuance of medium to long dated
bonds, and deepening of the domestic debt market to reduce cost of public debt and borrowing.

Table27.Kenyads. Public Debt Sustainability Analy
Indicators Benchmark | Dec23| Dec24| Dec25|Dec26|Dec27| Dec28|Dec 29| Dec34| Dec44
PV of debtto-GDP ratio 55 68.7 |63.0 |64.0 |63.7 |61.2 |58.6 |56.2 |(49.7 [34.0
PV of public debito-revenue 406.2 |356.2 [348.4 |334.3 [313.8 [296.0 |282.9 [249.9 |179.4
and grant ratio
Debt serviceto-revenue and 60.6 |63.7 |625 |61.4 |58.1 |[55.7 |49.0 |47.1 (294
grant ratio

Source:dMFE Country Report No. 24/31:6Novembel024

198.The external Debt Sustainability Analysis (DSA) demonstrates that the PV of the external
debt to GDP ratio is below the 40 percent sustainability threshold throughout the projection
period. External debt burden indicators in terms of exports and reveressh lrespective
thresholds but the ratios are expected to improve with the recovery of exports and economy
recovery. The debt service to revenue ratio breaches the threshold of 18 percent in 2024 through
to 2028. The high debt service to revenue ratiddB4 was due to the international sovereign
bond that matured in June 20@ble 28).
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Table 2.8 Kenyads External Debt Sustainability
Indicators Thresholds | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2034 | 2044
PV of debtto-GDP ratio 40 321 |29.8 |304 |31.0 |295 |28.1 |26.8 [225 |16.2
PV of debtto-exports 180 274.8 | 274.2 |1 260.2 | 241.9 | 222.3 | 208.1 | 195.0 | 152.5 | 98.1
ratio
PPG Debt servicto- 15 269 (405 |319 |29.8 |273 |27.0 |22.0 |16.7 |11.6
exports ratio
PPG Debt servicto- 18 18.8 |25.2 |20.6 (204 |189 (186 |155 |[12.6 |9.8
revenue ratio

Source:IMF Country R@ort No. 24/316 NovembeR024

199. The solvency indicator of PV of Public and Publicly Guaranteed (PPG) externdabedebt
exports and the liquidity indicator of debt servioeexports remains above tiigesholds of 180
percent and 15 percent through to 2029 due to anticipated maturities for. commercial debt during
the period (Table 2.8).

200. Standard stress test results highlight the sensitivity of debt burden indicators in terms of
exports and exchange rate depreciation. Under the most extreme shock scenario, the PV of debt
to-exports and the debt servite exports ratios breach the thresholer the entire medium

term projection period. To improve the solvency ratios, the Government will continue to broaden
the export base through the Bottdwp Economic Transformation Agenda (BETA) focusing on
value chain approach to support exports ancease remittances.

201.To reduce debt vulnerabilities, the Government will_continue to implement its fiscal
consolidation program and optimising the financing mix in favour of concessional borrowing to
finance capital investments. Additionally, a steady and strong inflow oftteeroes and a
favourable outlook for exports will play.a major role in supporting external debt sustainability.
The Government will further be proactive in public debt management through exploring
possibilities of various Liability Management Operationsi(Qs) with the aim of extending the
maturity of existing debt to reduce immediate financial burden and manage cash flow more
effectively.

2.5.5Prudent Managementof Fiscal Rsks

202. The Government has prudently managed its fiscal risks across several key areas to ensure
financial stability. To achieve this, the Government established a Fiscal Risk Committee which
will continue playing akey role in identification, quantification ananagement of fiscal risks

going forward. First, the Government continues to address fiscal risks associated with public
debt, maintaining. sustainable levels to avoid undue pressure on public finances. Second, the
Government has taken steps to mitigatedtystallization of contingent liabilities by ensuring

that unforeseen obligations do not derail its fiscal objectives. Third, the Government is managing
fiscal risks related to devolution, including those arising from colawgl financial activities.

2.5.6 Compliance with the Requirement to Maintain of a Reasonable Degree of
Predictability with respect to the Level of Tax Rates and Tax Bses

203.0n the principle of maintaining a reasonable degree of predictability with respect to the
level of tax rates and the tax base, the National Treasury has developed and started
implementation of the National Tax Policy whose objectives is to provide giedalmtaxation

policy that support economic development and promote economic diversification, enhance the
countryos competitive wedge, and establish t
Government 0s devel opment ag eaflexdle fisgalrspagedthate i nv
contains revenueaising tax policy and administrative reforms to be undertaken over the
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mediumterm. Further, the Government continues to carry out tax reforms through
modernization and simplification of tax laws in order to lock in predictability and enhance
compliance within the tax system. The main objective is to raise adequate taxesgvenu
predictable tax environment and minimize tax expenditures.

26Kenyads Macroeconomic Outl ook

204. K e n yeaodanic performance is projected to remain stable over the mediurfT tesla

2.91in calendar years and Annex Table 1 in fiscal yearsEconomic growth is expected to
slow down to 4.6 percent @024 from a growth of 5.6gvcent in 2023eflecting deceleration

of economic activities in the first three quarters of 2024 and the slowdown in-private sector credit
growth to key sectors of the econon@rowth is expected to pick up to 5.3 percen2025 and

retain the same momentum oviee medium term.

205. The projected growth in 2025 and over the medium tenfthbenefit from the enhanced
agricultural productivity and a resilient services sedmriculture productivity is expected to

be largely driven by favourable weather conditions and productwvibancing government
interventions.However, the growth in the sector is expected to average around 3.0 percent in
line with trend.The services sector is projected to remain resilient growing at an average of 6.6
percentover the medium term. Reforms in ICT sector is expetddzbostgrowth in financial
services, health, and public administratwamle Accommodation and restaurant subsectors will

be boosteby Gover nment 6s effort tto r evamghprdflae e sec
international conference, cultural festivalsd promoting wildlife safarisThe industrial sector

is projected to grow from 0.9 percent in 2024 to 2.2 percent in 2025 and above 3.0 percent over
the medium term. Growth in industry will.be ggpted byreduction in costs of production and
easing of exchange rate pressufedditionally, the.ongoing initiatives by the Government to
support value additiois expected to boogirowth in industry.

206.0n the demand side, aggregate domestic demand is expected to remain resilient even as
public sector consolidates with the private sector playing a stronger role in the ntedium
recovery. This growth wilbe supported by improvement in the external account supported by
strong export growth and resilient remittances.

207.Consumption is projected to average around 87.4 percent of GDP ina@@2&ver the
medium term driverby lower recurrent spending by the Government and relatively lower
household disposable income as credit to the private sector gradually reddneeasing of
inflationary .pressures will result in strong household disposable income, which will in turn
support household consumption. Moreovemittancenflows to Kenya are projected to remain
resilient; providing further support to household incomes

208. Aggregate investment is projected to rise from 16.2 percent of GDP in 2025 to 16.8 percent
of GDP over the medium term driven by increased investments by both the Government and the
private sectarPrivate investments will be boosted by stable macroeconomic conditapked

with measures aimed at improving competitiveness, inclusivity, market efficiency, positive
business sentiment, and access to the international miatieetentions by the Governmetat

avail credit to the private sector wslirengthe MSMEs thereby strengthen the private sector led
growth opportunitiesinvestment will also benefit from an increased focus on Public Private
Partnerships (PPPH#)atare expected to partly fill the investment financing gap in the wake of
ongoing fiscal consolidation efforts which would reduce government domestic borrowing and
lower yields on government securities.

209. Development spending in the budget will increase progressively over the medium term so
as not to impact on growth momentuithis spending will supporsustained Government
investments in the Bottoidp Economic Transformation Agenda. Particularly, investments in
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the nine priority value chains (Leather, Cotton, Dairy, Edible Oils, Tea, Rice, Blue economy,
Natural Resources (including Minerals and Forestry), and Building Mater@as)ernment
interventions towards climate change adaptation and mitigation measures that include
rehabilitation of wetlands and reforestation are expected to support growth over the medium
term.

210Kenyads ext eexpeaddo eramnistppodive ofimeacroeconomic stability.
Overall, the current account deficit is expected to be stable in the medium term. Exports are
expected taecover both from improvements in the global and regional trade outlook, and
domestic conditionsGrowth will also be supported by implementation of trade initiatives
including the KenyaEU Economic Partnership Agreement, and export promotion measures
Increased remittance inflows and tourism receipts are expectédther provide foreign
exchange buffer. Imports are expected to grow as domestic demand recovers, particularly of raw
materials, fuels, and intermediate goods, consistent with investment growth and the stability in
the foreign exchange market.

Monetary Policy Management

211. The monetary policy stance over the medium term will aim at achieving and maintaining
overall inflation within the target range of 5+2.5 percent while maintaining a competitive
exchange rate and stable interest rdt&tation is expected to remawvithin the target range
supported byow and stable food prices on account of improsedply attributed tdavorable
weather conditions whileutl inflation is expected to remain low due to base effects, stable
exchange rate and easing international oil pritee.main risks to inflation relate to uncertainty

on the evolution of international oil prices due to the escalation of geopolitical conflicts (Middle
East and Russidkraine).

212.The ongoing implementation of reforms to modernize Monetary Policy Framework and
Operations continues to enhance.monetary policy transmission, support anchoring of inflation
expectation and improve distribution of liquidity in the interbank market. Incpéat, the
interest rate corridor, initially set at CBR + 250 basis points was narrowed to + 150 basis points
in June 2024 to ensure.that the interbank rate (operating target) closely tracks the CBR.
Additionally, the reduction of the applicable interese to the Discount Window from the initial

600 basis points above CBR to 400 basis points aboveadBRurther to 300 basis points above

the CBRhas improved access to the Windoka further enhance efficiency in the interbank
market and strengthen alignment of the policy rate with the interbank rate. The Central Bank of
Kenya has recently undertaken the following major reforms in the operation of the interbank
foreign exchange marke

i) ~Introduction of electronic matching systems (EMS) in the interbank market;
i) Requirement of maximum spread of 20 cents on indicative quotes in the interbank market
removed; and
iii)  The CBK published exchange rate is now a weighted average rate of all interbank
transactions executed the previous day. Previously, the published rate was based on the
indicative rate provided by selected major players in the interbank market.

213. Additionally, the implementation of the DhowCSD, an upgraded Central Securities
Depository infrastructure, has greatgnhancedefficiency in investment in Government
Securities. The DhowCSD also contint@smprove the functioning of the interbank market by
facilitating collateralized lending amongst commercial banks and further reducing segmentation
in the interbank market.
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Table 2.9 Kenyaods

Macroeconomi c

I ndi

cators and

2022 2023 2024 2025 2026 2027 2028 2029
Act Act. Est. Proj. Proj. Proj. Proj. Proj.
annual percentage change, unless otherwise indicated
National Account and Prices
Real GDP 49 5.6 4.6 53 53 54 54 54
Primary Sector -0.8 5.6 43 2.6 28 3.1 2.9 3.0
- of which: Agricuture -1.5 6.5 5.0 3.0 3.0 32 2.9 3.0
SecondarySector 3.5 2.5 0.9 22 2.7 3.1 3.5 3.7
Services Sector 6.6 6.8 5.7 6.3 6.7 6.6 6.6 6.6
GDP deflator 7.0 6.1 4.7 5.0 4.8 4.6 4.9 49
CPI Index (eop) 9.1 6.6 4.8 5.0 5.0 5.0 5.0 5.0
CPI Index (avg) 7.6 7.7 4.5 5.0 5.0 5.0 5.0 5.0
Terms of trade (-deterioration) 0.7 -33 1.7 2.4 2.0 3.0 3.4 39
Money and Credit (end of period)
Net domestic assets 7.5 4.6 9.4 9.3 9.1 9.5 9.0 9.7
Net domestic credit to the Government 103 6.3 5.5 6.1 6.1 5.6 4.4 59
Credit to the rest of the economy 7.8 4.4 8.8 12.1 11.6 11.0 10.0 13.4
Broad Money, M3 (percent change) 9.5 8.2 10.4 10.5 10.5 10.6 10.6 10.7
Reserve money (percent change) 6.0 7.6 4.3 10.4 10.4 10.5 10.5 10.6
in percentage of GDP, unless otherwise indicated
Investment and Saving
Consumption 87.9 88.9 88.3 87.7 87.4 87.4 87.3 87.1
Central Government 122 11.9 11.4 10.9 10.8 10.8 10.8 10.6
Private 74.9 76.2 76.2 76.2 76.1 76.1 76.1 76.1
Gross Fixed Capital Investment 19.1 16.4 17.2 16.2 16.4 16.8 16.7 16.8
Central Government 4.6 42 42 4.6 5.0 5.1 5.5 5.1
Private 144 12.2 13.0 11.6 11.5 11.7 11.2 11.7
Gross National Saving 14.0 11.2 13.3 12.3 12.5 12.9 12.9 12.8
Central Government -4.1 -3.0 -4.9 -3.7 -2.8 -2.3 -2.1 -1.2
Private 18.1 14.3 18.1 16.1 15.3 15.2 14.9 14.0
Exports value, goods and services 12.2 11.7 11.7 11.1 10.9 10.7 10.2 10.5
Imports value, goods and services 21.5 204 19.8 18.5 17.9 17.4 16.7 15.5
Current Account Balance -5.0 -5.1 -4.0 -3.9 -3.9 -4.0 -3.8 -4.0
Gross reserves in months of next yr's imports 43 3.7 39 4.0 4.0 4.0 4.2 4.0
Gross reserves in months of this yr's imports 39 4.0 4.3 4.3 4.3 4.3 4.3 4.3
Central Government Budget in Fiscal Years
Total revenue 17.2 16.5 16.9 17.6 18.2 18.6 19.0 19.6
Total Expenditure and Net Lending 23.7 225 21.5 223 22.5 22.5 22.6 227
Overall Fiscal Balance excl. Grants -6.5 -6.1 -4.5 -4.7 -4.2 -3.8 -3.6 -3.2
Overall Fiscal Balance, incl. Grants -6.2 -5.9 -4.3 -4.4 -3.9 -3.5 -3.3 -2.9
Overall Fiscal Balance, incl. Grants, Cash Basis -6.2 -5.6 -4.3 -4.4 -39 -3.5 -3.3 -2.9
Primary Budget Balance -1.6 -0.8 1.3 1.4 1.7 2.1 2.3 2.5
Public debt in Fiscal years
Nominal Central Government Debt (eop). Gross 71.9 66.7 65.0 62.7 60.3 57.8 552 52.2
Nominal Debt (eop), Net of Deposits 68.5 634 62.0 60.0 57.8 55.6 53.2 50.4
Domestic (Gross) 338 342 334 33.0 326 32.1 3L2 29.6
Domestic (Net) 30.4 30.9 304 303 30.2 299 29.2 27.8
External 38.1 325 31.6 20.7 27.7 25.7 24.0 22.6
Memorandum Ifems:
Nominal GDP (in Ksh Billion) 13.490 15,109 16,544 18.325 20,221 22.351 24708 | 27.329
Nominal GDP (in US$ Million) 114,450 | 108,037 | 121,737 | 141,429 | 156,086 | 172,321 | 190,214 | 209,922

Source: The National Treasury
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2.6 Risks to the Economic Outlook

214.K e n ygeowth outlook portrays a stable macroeconomic environment in the medium term.
However, there are downside risks to this macroeconomic outlook emanating from domestic as
well as external sourcegxternalrisks includefurther escalation of geopolitical tensions
particularly the wars in the Middle East and Ukraine; potential worsening of supply disruptions
due to the shipping crisis in the Red Sea and Suez Canal, which could result in higher import and
production costsand uncertainty about the evoluti@f international oil prices. Internally,
extreme weather (drought or floods) could weaken agricultural output, lead to destruction of
capital, increase food insecurity and lead to a surge in cases ofbeaterdiseases.

215.Lower than anticipated global economic growth and particularly in major exports

destination could reduce Kenyabds exports, t
i ncrease in global fuel prices could incree
conditions arisig from lowerthanexpected return of global inflation to target levels could

aggravate Kenyabds vulnerabiliti es towards me

the government ds commit ment t o _fomakborewingisons ol
expected to mitigate this risk.

216. The upside risk to the domestic economy relate tetfasked implementation of structural

reforms undeBETA and the Fourth Mediuaierm Plan (MTP) IV. Early normalization in

global financing conditions and lower international fuel ‘and food prices would strengthen
Kenyads external balances. Faster than projeq
in higher Government revenues providing fiscal space that would support fiscdidatisn

Continued coordination between monetary and fiscatiesl are expected to result to a stable
macroeconomic condition which is a necessary condition for investment and savings thereby
promoting economic growth.

217. TheGovernmentontinues to monitor the domestic and external environment and will take
appropriate policy measuresdafeguardhe economy against the adverse effects of the risks if
they were to materialize.
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Ill. BUDGET FOR FY 2025/26 AND THE MEDIUM TERM
3.1Fiscal Framework for FY 2025/26 and Medium-Term Budget

218.The FY 203/26 and the mediust er m budget i s based on th
priorities and macroeconomic policy framework set out in Chapter | and Chapter Il. To support

the Bottom- Up Economic Transformation Agenda, the Government will continue with the
growthfriendly fiscal consolidation plan by containing expenditures and enhancing mobilization

of revenues in order to slow down growth in public debt without compromising service delivery.

Revenue Projections

219.In the FY 2025/26 total revenue including AppropriatinrAid (A-i-A) is projected at Ksh
3,516.6 billion (B.2 percentof GDP)from the projected Ksh 3,060.0 billiong® percent of
GDP) in FY 2024/250f this, ordinary revenue is projected at Ksh 3,018.8 billior7(3ércent
of GDP)from the projected Ksh 2,631.4 billion4®5 percent of GDP)n-FY 2024/25(Annex
Table 2 and 3) Revenue performance will be underpinned by th@oimg reforms irtax policy
and revenue administratiogeared towards expdimg the taxbaseand improving tax
compliance

Expenditure Projections

220. The overall expenditure and net lending.is.projectdtsht4,329.3 billion (2.5 percent of
GDP)in FY 2025/26 from the projection of Ksh 3,880.8 billiori &percent of GDP) in FY
2024/25. The FY 2025/26 comprigecurrent expenditure of Ksh 3,076.9 billior6{d percent
of GDP); developmentexpenditure of Ksh 804.7.billion @.percent of GDP); transfer to
Counties of Ksh 442.7 billion and Contingency Fund of Ksh 5.0 billion, respectively.

Deficit Financing

221.Reflecting the projected expenditures and revenihedjscal deficit including grantss
projected aKsh 759.4 billion (2 percentof GDP) in FY 2025/2&ompared to the projected
fiscal deficit of Ksh768.6billion (4.3 percent of GDP) in FY 2G225.

222.The fiscal deficit.in FY 2025/2@ill be financed by a net external financing of Ksh 213.7
billion (1.1 percent of GDP) and a net domestic financing of Ksh 545.8 billi@mpé&2cent of
GDP

3.2FY 2025/26and Medium-Term Budget Priorities

223.The FY 2025/26and the MediurTerm Framework will focus on the implementation of

the Bottomup Economic Transformation Agenda (BETA) as prioritized in the Medienm

Plan (MTP) 1Vfor Kenya Vision 2030The Agenda is geared towards economic turnaround and
inclusive‘growth, and aims to increase investments in the five core pillars envisaged to have the
largest impact to the economy as well as on household welfare. These include: Agricultural
Transformaton and Inclusive Growth; Micro, Small and Medium Eptese (MSME); Housing

and Settlement; Healthcare; and Digital Superhighway and Creative Industry.

224.The Government willalso prioritizeimplemenéation of strategic interventions under the
following key enablersinfrastructure; Manufacturing; Blue Economy; Services Economy,
Environmentand Climate Change; Education and Training; Women Agenda; Social Protection;
Sports, Culture and Arts; Youth Empowerment and Development Agenda; Governance; and
Foreign Policy and Regional Integration
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3.3Budgetary Allocations for the FY 202/26 and the Medium-Term

225.The total budget for FY 2025/26 is projectedkah 4,485.7 billion The allocations to the
three Arms of Government including sharable revenues to the County Governments is
summarized imable 3.1

Table 3.1: Summary Budget Allocations for the FY202/26 7 2027/28 (Ksh Million)

Financial Years
S/NO. |Details Su]:rplement_ﬂry BPS Projections
Estimates No.1
FY 2024/25 FY 202526 | FY 2026/27 | FY 2027/28
1.0 MNational Government 23005257 2.749.514.0 2.886.887.2 3.194.632.9
Executive 22371550 26813961 2.814.008 4 3.116.725.6
Parliament 40.865.5 42 488.2 44.612.7 46.087.8
Judiciary 225051 256298 28.266.0 31.819.5
2.0 Consolidated Fund Services 12372338 1.331.132.6 14659358 1.616.667.9
0 County Government- Sharable Revenue 410.834.0 405,069 4 416,992 2 4293772
Sharable Revenue 380,000.0 405.069.4 416.992.2 4283772
Arrears 30,8340
Total 3,948,593.4 | 4,485,716.0 | 4,769,815.2 | 5,240,678.1
% Share in the Total Allocation
1.0 National Government 58.3 61.3 60.5 61.0
Executive 56.7 59.8 59.0 59.5
Parliament 1.0 0.9 0.9 0.9
Judiciary 0.6 0.6 0.6 0.6
2.0 Consolidated Fund Services 313 297 30.7 30.8
3.0 County Government 10.4 9.0 8.7 8.2
Nofes***
* Consolidated Fund Services(CFS)is composed of domestic interest, foreign interest and pension& salaries for State Officers
**Conunty Government allocation is composed of sharable allocation
wx* FY 2024/25 Supplementary Estimartes includes Ksh. 6 7. 8billion proposed under Supplementary Estimates No.2

Source of Data: The National Treasury

Criteria for Resource Allocation

226. Resource allocation for tHRETA priority programmesvill be undertakerthrough a value

chain _approach under five clusters namely: Finance and Production Economy; Infrastructure;
Land and Natural'Resources; Social Sectors; and Governance and Public Administration. The
nine (9) identified key value chain areas for implemeatatnclude: Leather; Cotton; Dairy;
Edible Qils; Tea; Rice; Blue Economy; Natural Resources (including Minerals and Forestry);
and Building Materials. This process ensures there is eakbin the cycle in the resource
allocations for a value chain. The procesh ensure adequate resources are allocated to any
entity along the value chaandelimination of duplication of roles and budgeting of resources.
Spending in thesessentiainterventionsis aimed at achieving quality outputs and outcomes
with optimum utilization of resources. The momentum and large impact they will create will
raise economic vibrancy and tax revenues.

227.MDAs are expected to ensusdficiency in allocation of resources throughro based
budgeting and reviewing the portfolio of externally funded projects. M&Aalso encouraged
to restructure and +align their spending plansvith the Government priority programmes.
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Realization of these objectives will be within tierdbudgeary constraint andeilings provided
in this BFS. The following criteria will serve as a guide for allocating resources:

) Linkage of programmes with the value chains of the Bottipm Economic
Transformation Agenda priorities;

i)  Linkage of the programme with the priorities of Medili®mrm Plan IV of the Vision
2030;

iii)  Linkage of programmes that support mitigation and adaptation of climate change;

iv) Completion of ongoing projects, viable stalled projects and payment of verified pending
bills;

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

vi) Degree to which a programme addresses the core mandate of the. MDAs, Expected
outputs and outcomes from a programme;

vii) Cost effectiveness, efficiency and sustainability of the programme; and
viii) Requirements for furtherance and implementation of the Constitution.

228. The baseline estimates reflect the current ministerial spending levels in sector programmes.
In the recurrent expenditure category, fscretionary expenditures take first charge. These
include payment of public debts and interest therein, salarieseasps.

229. Development expenditures have been _allocated on the basis of the flagship projects in
Vision 2030, théBottom- Up Economic Transformation Agendad the MTP I\Priorities. The
following criteria was used in apportioning. capital budget:

a. On-going projectsiemphasis was given to completion ofg@oing capital projects and
in particular infrastructure projects with high impact on poverty reduction, equity and
employment creation;

b. Counterpart fundspriority was given to adequate allocations for donor counterpart funds
which is the portion that th@overnmenmust finance in support of the projects financed
by development partnerand

c. Strategic policy interventionsurther priority was given to policy interventions covering
the entire nation, regional integration, social equity and environmental conservation.

3.4 Detalls of Sector Priorities

230. Table 3.2 provides the projected baseline ceilings for e 2025/26and the medium
term, classified by sectoAnnex Table 4provides ssummaryof expenditures bprogrammes
for the FY 2025/26 2027/28 period
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Table 32: Summary of Budget Allocations for the FY2025/26 2027/28 (Ksh Million)

Suppleme
ntary
Supplementary Estimates 0 Share in Total
Code |Sector Estimates No.1 2025BP§ Nol | Ministerial Expenditure

2024/25 2025/26 | 2026/27 | 2027/28 | 2024/25 [2025/24 2026/27 2027/28

AGRICULTURE, RURAL & URBAN DEVELOPMENT

(10 |(ARUD) Subtotal 739330 86,1200 999743 | 1056784 32 il 3.5 33
Rec Gross 293621 31,8702 34,1579 36,585.8 18 17 17 16
Dav_Gross 45710 54,2498 658164 69,0926 0 6.3 7.6 12
020 |ENERGY, INFRASTRUCTUREANDICT Sub_Total 4442806 | 5547830 | 5541470 | 5972880 193] 202 192 187
Rec Gross 1420340  1B16170] 1B77540| 1953380 8.4 9.6 93 87

Dev_Gross 3022556 | 3731660 | 3663930 4019500 411 431 424 41

GENERAL ECONOMIC AND COMMERCIAL AFFAIRS

030 |(GECA) Sub_Total 45,6255 64,3783 802516 85,067.7 20 i3 18 27
Rec Gross 29,865.6 37,1056 38,5757 40,5845 18 0 19 18
Dev_Gross 15,7599 222107 41,6759 444832 25 32 48 47
040 |HEALTH Sub_Total 1188563 | 2049948 | 2147837 2310340 52 75 4] 12
Rec _Gross 06,0283 | 1704480 1762417 | 1845640 5.2 9.0 8.7 82
Dev_Gross 32,0280 345468 38,5420 46,1700 50 40 45 48
050 |EDUCATION Sub_Total 6817228 | 7187600 | 7596143 | 8470018 296 | 26l 263 | 265
Rec Gross 6606349 | 6913320 7172553 | 8013028 398 367 55| 358
Dev_Gross 21,0879 274280 42,350 45,789.0 33 32 49 48
060 |GOVERNANCE, JUSTICE, LAW AND ORDER (G]LO) | Sub_Total 13486007 | 2676827 | 3101036 | 3342616 102 9.7 107 105
Rec _Gross 228979.7 | 2450147 | 2BLO53T| 2969381 138 130 139] 133
Dev_Gross 58810 22,068.0 29,0499 313136 0.9 16 34 39

PUBLIC ADMINISTRATION AND INTERNATIONAL
070 |RELATIONS (PAIR) Sub_Total 3117954 | 3609412 | 3064942 | 3164835 136 131 10.6 99
Rec Gross 1864534 | 1973760 2295229| 2385623 2] 105 113] 106
Dev_Gross 1253420 | 1635652 169713 179212 185] 189 8.9 52

080 |NATIONAL SECURITY Sub_Total 2193031 | 2790231 | 3006845 | 391,0575 95| 101 104 122
Rec_Gross 77691 2445071 2614205 | 3460385 131 130 129] 154
Dev_Gross 15340 345160 39,255.0 45,019.0 0.2 40 45 47
090 |SOCIAL PROTECTION, CULTURE AND RECREATION | Sub_Total 68,9425 78,6038 91,2363 94,875.5 30 9 3l 30
Rec Gross 452810 518208 62,4509 65,106.1 Al 18 31 19
Dev_Gross 236615 26,8430 28,7654 29,7694 37 31 33 i1
ENVIRONMENT PROTECTION, WATER AND
(100 |NATURAL RESOURCES Sub_Total 101,1969 | 1341670 | 1695980 | 1917950 44| 49 59 6.0
Rec Gross 321517 32,680.0 341190 35,627.0 19 17 17 16
Dav_Gross 69,0452 | 1014870 | 1354790 1561680 108] 17 157] 184
GRAND TOTAL Sub_Total | 23005257 | 2,749,5139 | 2,886887.6 | 31946329 | 1000 | 1000 | 1000 1000

Rec_Gross 16593595 | 18837714 | 20225607 | 22409465 721] 685 01 70l
Dev_Gross 6411662 |  B865,7425 | 8643269 | 953,686 279 315 2931 299
Mema Note: FY 2024/25 Supplementary Estimates includes Ksh.67.8billion proposed under Supplementary Estimates No.2

Source of Data: National Treasury

Agriculture Rural and Urban Development Sector

23T hkgricul ture Rur al and Urban Devel opment

nati onal devel opment agenda as envisaged 1in
Bot tUpmEconomic Transf @Om&t)i,oldgAhAgenda uir@a® 25 ec
and Growth Strategy (ASTGS) and the Sustainal
national and international policies and obl.
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The Energy, Infrastructure, and ICT (Ell) Sector

233he Energy, I nfrastructur e, and | CT (EI 1)

propeldiing andcexpedctipmggsessowithin the ¢«
driver and an enabler to the yytheévabbeesd 0sBEsto
efficienty and effective -Upf rExcotnround tcu rTer aalsif
Agenda (BETA), tTreea mF dPd ratnh (NZEDARI 7U M )f XK@y a Vi s |
regi onal i nfrastructure c¢d&mumittamerratbd ,e Afervied e p
(SDGs ) .

23®uring the -B¥22/024,/ 22he Sector reali zed

Constructed 2,766Km and rehabilitated 280Km
Periodic mai nt enance of 117, 294Km and Rout
Consedul2B8. 5Km and rehabilitated 793. @idgkem of
Rai | ( SGR) aaqda Reeitler ( MGR) rolling stock and
Compl et ed Ki pevu Oi | Ter mi nal ; Refurbished
Il nt er Matripomal (JKI A) ; Rehabilitated 15 airstr
Devel oped National Road Safety Action Pl an ar
of Iand along the LAPSSET corridoblelsahaddit
docked the Port of Mombasa and 1,700 small b
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|l ocks L16, LKLi7l,i fand Moln8b aisma, and Kwale Coul
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Pricimng) Regul ati ons, 2022; |l mported and di
etrol eudn Tasxetlesd @&, 619 samples of petrol eum
he country to mitigate against adul teratio
Xport . Further, the Sector i mplementew, 811
here 164 projects were compd%toeeadmp l6edt ipam jleec
nd.of June 202489 % 5c ovmep lee tbied weleewv €15;-78 % pr 0]
ompletion | evel; and 294 projtecafs twhkeee7Dd2|p
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024.

3Quring the FY 2025/ 26eakbeéctbe Medi ummpeé reme
ith the following targets: Under Roads Const
Construct 62 bridges; Undertake Routine Main
of 1, 633Km of Nne8ds ;Pl amd TDOrpaeirrat b6 s, Contrac:
Transport the sector will-L€odNpmbeage Rao hsvayudit
fatstack construction Phase ) Bfojtdet NaCombli e
MGR | i nk connecting Mombasa SGR Ter minus t
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construction of a railway bridge across the
Victoria; Complete construction of the contr
of the terminal buil ding and appomadcde Wikue d
vehicl e ciennstpreacstdi oenst abl i sh fiveceawrbeptder il
Shi pping and Maritime the sector wil!/l develo
training amncdnderenspectatabh eligible Ships tI
20,000 and recruit 15,500 Seafarers; Develop
Mariti me Regul ations. Under ,the Beusbngwahd
217,654 affordable housing units and 80, 909
housing unit s; |l mpaemehor mbake Setbhdm&en | mpr
1) in 33 counti es; i mpl ement the “Second Ker
municipalities across 45 counties; and const
240Gurther undet h®ubéectoWowksésl desi gn, docume
buil dings for various MDCA; Construct 44 foo
crossings and access to social. amenities; Bu
aumi,t0o00 buildings and structures for safety.
Regi ster 29,500 <contractors and accreditt 1
supervisor s, and Builbd capastty ithr obheh cbna
contractors, skilled construction workers,

Economy, the sector wil | i'nstal 38,871Km o
connectivity toiddasS5ahdpulmlst@aFIin&aBt S@tdOt pubO
13,800 governmeQG@tteseeni ppatdbormheCempl ete co
I nfrastructure Phas'e 1 project at Konza T ¢
operationad i Kaeany@anAdvanched I nstitute of Sci e
under Broadcasting and. Tel ecommuni cation Con
Coverage; Install 42 KBC stations with-sol ar
t jeob journal i sts and 2,998 mass media praci
editions and 15 editions covering the BETA p
24The sector wildl also drill 34 geother mal wt
21 transmission subKmawbifondsi;stComuti oot |1 nes
Ssubstations,; Connect 1,440,000 new customer s
19,500 street Jdighting points; and Construct
The secltsoso wefsuciireentgefa ¢ data over 3,600 Km]
pot entd.al i nt PetrolpoumnBli @ad k §;n HFPwd Irwd teas mg aBd
Mar sabit, Gari ssa, Lamu and Kil i fi Counti es;
Oi | Firel ds; Provide Clean Cooking Gas to 60C
Liqguefied PeltkP®G) eawml iGade r-isnctoome?2 1h0o, u0sOeOh oll alws ;

distri bute 22.6 million Metric Tonnes Petro
Master Pl an

24720 i mpl ement these programmes,54t 1I8e b$Sddti @mm
554.1 bilb90dn3 abd2®KB8dh26n FY 2028/ 28 aedpbEi¥t.i

General Economic and Commercial Affairs Sector

2 4 3he General Economic and Commercial Affairs (GECA) Septbtray s a cruci al
promoting the economic growth and devel opme
I mpl ementing policies, programmes and proj
i nvest ment, enterprise dewdloap dente,| ompareknat, g
creation and overall economic competitiven
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Additionall vy, the sector ensures that progr a
take cognizant of environmental <conservation

24Dur i nkg stchaeR 0 2862 ®@23/ 2he sectoer xt mphe @t 6§ Inmds
anachdadvwi de range of ouUutmputaskdytamonwagl ubemw

retail tradkshy. 21 4484 IfIr®8B. Yy nb20DRPRohoi KsBAO 23
5.4 billion to farmers across 26 coffee gr oy
outstanding remi tt ana lKlsihinigé 2 8SAKICIOISI o n; Ref u
operationalized 21 ConstituE@lch&slnnodsuss ttrhieal c oC
creating 3927 jobs directly and indirectly; 1
di ary, construction and buil di ih@gadd22 enhi bl ieo
Kenyans within the Fin&nrcd)al pll antcflaursmowi tFhuna
base of 7.5million; Attracted investments wo

(DDI'), and USD 1.504B in Foreign Direct | nves
el iminatelcar2T3s MawTrBiseyr whi ch resulted to an
the EAC marR2® |filn om OkbOhBKdH i on; Capacity bui l

boameneYo,ut h and APCWDsr aodne B ud esy, . regul ati ons
County Aggregation and I ndustrial Par k-s ( CAI

processing and value additi on; |l nternati onal
to 2. 1In8 immi Itlhieo FY 2023/ 24 while total touri st
Ksh.352.54 billion in the sanieooperiitoedms atnod 8
people af-hiecbednthyf Ebods during Octonbe202N30ove
and March April May J.ong rains in 2024 respe

24Duritimeg 2BZ5dMdbd the Meditlhhm Bercmor has prior
sixteen (16) pr ogrroaumnehs Mend iluim eT éwoimt HKletamhyea ( MT B
2030hd BETA priorities. The programmes priori

Devel opment ; | nt egr atteodp eReagii vrealDedeV elpanemd n ta
Domestic Trade Promotion and Regul ati on; F
Standar ds; Il nternational Trade Dev e laonpdme nt
Devel opment , Standards and Quality Infrastru
of MSMEs; Product and Mar ket Development for
for MS ME s ; 'nvest ments Devel opment amkdt iPm@;m
Tourism Product Devel opment and Diversi fic:
I ntegration; ~and General Administration, Sup
2480 4 mpl ement the above interventions, t he
billion, Ksh 80.3 billi2oah25%/nHdO,K6M2 BS5@QATN/DF | i

respectivel y.

Health Sector

247.The Health Sector is an important contributor to the national econgnoveth through

ensuring that all Kenyans are productive and live a healthyTlife. Constitution underscores

the dAright to healtho while the Keny-dp Visio
Economic Transformation Agenda recognize provisioedfitable, accessible and affordable

health care of the highest attainable standards to all Kenyans. Through the-Bptieonomic
Transformation Agenda (BETA) and in an effort to deliver Universal Health Coverage the
Ministry of Health in collaboration ith County Governments and key stakeholders in the spirit

of Afya bora Mashinani will continue to prioritize Kenya Vision 2030 Flagship Projects for the
Health Sector as outlined in MTIF' including Social Health Protection, Community Health

High Impact Inerventions, Family Health & Strategic Public Health Programme, National
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Health Institutions, Local Manufacture of Lifeaving Essential Health Products and
Diagnostics, Human Resources for Health, Health Infrastructure and Medical Tourism.

248. Significant achievements over the past three fiscal years include expanded access to

advanced healthcare services, enhanced maternal and child health outcomes, and substantial
gains in communicable disease prevention. Availability of specialized equimndnskills

enabled an increase of locally available services for heart surgeries, cancer screening and

treatment and other specialized services through the referral health facilities.

249. Programs addressing HIV/AIDS, malaria, and tuberculosis (TB) made considerable strides,
with treatment success rates improving markedly with TB treatment success rate of 89%.
Immunization services (Penta 3) have-flaed at 84% and there is a need toradd gaps for
higher performance. The fill and finish facility under the Kenya BioVax is 90% complete and
will contribute towards the seffustenance of vaccine availability. The country has attained the
80% global threshold in terms of effective treatnfenimalnourished children under 5 years of
age, pregnant and lactating women.

250. On training, the tertiary institutions have continued to provide-bigdlity workforce for

the sector with regulatory bodies undertaking their registration; accreditation and oversight
functions. There is a need to address the unregulated cadres wiéhsedtor to ensure
operational consistency with guidelines. A total of 93,390 Community health promoters were
engaged and kitted by the end of the FY 2023/2024. The performance demonstrates increasing
coverage with quality health services across the vaeatities and delivery approaches.

251.In the FY 2025/26 and Medium Term, the sector aims at expanding UHC and strengthen
the health systemds resilience. UHC ©priorit
healthcare infrastructure, focusing on maternal and child health, and improvply shains

for essential health products. This includes digital health investments in infrastructure to connect
healthcare facilities with the National Optic Fibre Backbone Infrastructure (NOFBI), targeting
expanded coverage to over 6000 health facilie2028. Emphasis on evideAoased and data

driven decisiormaking the digital health superhighways will include the full implementation of

the Electronic Community-Health Information System (eCHIS) and integration of UHC tracking

in reattime through th&enya Health Situation Room.

252.To implement_these programmes, the Sector has been allocated Ksh 204.9 billion, Ksh
214.8 billion and Ksh 231.0 billion in the FY 2025/26, 2026/27 and 2027/28 respectively.

Education Sector

253. Education Sector is a critical player in promoting political, social, and economic
development through education and training to create a knowletigpel economy.

254. Theachievements for the previobscal Year2021/22-2023/24are: increased enrolment

in tertiary and universities, funding of 242 research projects, expansion of infrastructure in
learning institutions as well as rollout and implementation of the CompeBassd Curriculum

and Assessment of Ppimary 1 to Grade 7. f@er achievemestare on teacher education;
recruitment, promotion and training of teachers & trainers; enhanced ICT integration; improved
pupil-book ratio, Curriculum design for lower ganimiddle school developed; and Increased
disbursement of scholarship and loans to university students and TVET trainees; and Roll out of
Recognition of Prior Learning

255.In the FY 2025/26 and the Medium Term the sector focuses on reaching important
benchmarks in education's relevance, quality, equity, and accessibility. Basic education is
currently implementing the CompeterBased Curriculum (CBC), which will necessitate

increased funding for instructional materials, teacher preparation, and infrastructure. In support
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of Kenya's industrialization goal, the sector will prioritize funding for Tertiary and Higher
Education to make sure thidenyansreceivethe knowledge, skills and attitudes they need to
satisfy labor market demands and encourage entrepreneurship. Furthermore, the sector
underscores the need to expand digital learning programs and the provision of ICT infrastructure.
This is to empower leaems with the knowledge and digital skills required to thrive in a fast
evolving global marketplace. The sector wils@lfocus on investing in teacher welfare and
capacity development. Teachers are central to the successful delivery of education reforms, and
as such, this budget prioritizes professional development, recruitment, and enhanced teacher
support, particularlyn underserved regions.

256. The sector will also continue to undertakeajor reformsin line with the, Presidential
Working Party on Education Reform Report. These reforms aim to promote quality and inclusive
education, training and research for sustainable development and ensureceoocimic
development.

257.To implement these programmes, the Sector has been allocatetll& &billion, Ksh
759.6billion, and Ksh847.1billion in FY 205/26, FY 20%/27 and FY 202/28 respectively.

Governance, Justice, Law and Order Sector

258. Governance, Justice, Law and Order (GJLO) Sector.consists of sxtesactorswvith the

primary role of enhancing governance, justice, law;and order, a key pillar in theesonimmic,

and political development of the Countripuring the Fiscal Years 2021/223/24, the Sector
achieved notable results across-ssictors. The:Prison Services contained 63,178 inmates in
safe custody, rehabilitated 124,246 offenders, supported 3,480 probationers with educational
opportunities, spervised 125,117 on probation and 128,353 on Community Service Orders.
Migration services isged 539,810 passports, 666,475 Electronic Travel Authorizations, 824,364
secondgeneration ID cards, and 972,630 Maisha cards. A total of 1,168,151 births and 204,498
deaths were registered. TheCgizen platform integrated 17,692 government services,
comecting 19 agencies to the Maisha database, and expanded operational civil and immigration
offices. Policing achievements included constructing the NPS Referral Hospital, equipping a
forensic lab to 51.88%, operationalized 18 Administration PoliceQubty Headquarters.

Field administration trained 1,441 officers, sensitized 892,757 Kenyans on efetats
conflicts, registered 1,500 Public Benefits Organizations, and reached over 10 million parents
and caregivers through awareness campaigns on goparenting. Legal services concluded
5,214 cases _against the government, processed 681 international cooperation requests, issued
2,940 international law advisories, and registered K01 billion in assets and cash forfeitures.

259. Additionally, they finalized 13,197 estates, registered 110,023 marriages, and generated
Ksh3.31 billion in.revenue through 414,474 business entity registrationscémtiption efforts
completed 377 investigation files, processed 681 economic crime cases, and recshre@k
billionin assets while reaching 37.77 million Kenyans through awareness. Public prosecution
services maintained a conviction rate of 93.12%, enhanced alternatives to trials, and improved
case management t h-filiogusgstem.tTiheeProsecuton Craining Insiitste E
was operationalized, adding new facilities and diploma programs. Political party regulation saw
the registration of 15 parties and the establishment of five new county offices, while witness
protection serices reduced relocation and resettlement times, increasing the number of protected
witnesses to 167. Human rights efforts resolved 8,614 complaints, filed 34 PIL cases, trained
3,860 organizations, sensitized 10 million people, reviewed 79 laws, and ctechdii3
compliance audits. Electoral processes were strengthened by defending 14 election petitions and
initiating reforms. The Police Service Commission recruited 5,900 officers and 1,121 civilian
staff, resolved 548 disciplinary cases, provided psychalsseapport to 64,880 officers, and
digitized 1.5 million documents. Efforts to promote gender equality included auditing 77
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institutions and processing 78% of gender discrimination complaints. Police oversight processed
11,003 misconduct complaints, investigated 2,633 cases, submitted 463 files for prosecution,
and inspected 2,285 police facilities

260.In the FY 2025/26 and the Medium TermhetSector will ensure safe containment of
inmates; treatment of youthful offenders in baysd girls in Borstal institutions and Youth
Corrective Training Centre (YCTC); Operationalize of Magereza Level IV Hospital; modernize
prison infrastructure; supervise offenders serving community services and probation orders;
rehabilitate and reintegrat@n-custodial offenders; upscale police modernization; inspect police
premises and facilities across the country and makeoppate recommendations; monitor
police operations; recruit and train constables and serving officers; acquire and distribute
assorted security equipment; equip the National Forensic Laboratory; provide security coverage
across the country; implement Mha ecosystem, offer immigration services ardtizen
services; delinking, decentralization and automation of State Law Office(SLO) & Department of
Justice (DOJ) services; coordinate security operations, Government programmes, projects,
directives and iniatives, train National Government Administrative Officers(NGAO); establish
ports of entry and exits; provide training on peace building and conflict management and
carryout sensitization on Alcohol and Drug Abuse Preventive and Management Guidelines.

261.The sector will also implement National Ethics and Corruption Policy; implement
alternatives to prosecutions; digitization of ODPP Processes; integrate and implement the
Uadilifu Case Management system; conduct capacity building of the Prosecutors:, vetgste
conduct electoral operations and education; upgrade, support and maintain electoral technology;
implement electoral legal reforms; admit,/maintain threatened and intimidated witnesses;
enhance redress, accountability and access to Justice thhaugan rights complaints
resolution; registration and regulation of political parties; funding of Political Parties Fund
(PPF); provide counselling and psychosocial support to police officers; implement Maraga
Taskforce police reforms and investigate caskegolice misconduct and recommended for
prosecution withir2 months.

262. The sector has been allocated R€I7.7billion, Ksh 310.1billion and Ksh334.3billion in
FY 20%/26, FY 20&6/27 and FY 20Z/28 respectivelyto implement the planned programmes
and projects

Public Administration and International Relations Sector

263. Public ~AAdministration and International Relatior®ctor is key in coordinating,
management, and oveighting of the planning, administrative, public Finance, and Legislative
functions of the Government, and promoting K

264.During the implementation of the F2021/227 2023/24budgets, the Sector realized

various achievements of the targeted outputs and outcomes inctadirdjnation of national

and sectoral development planning; promotion of prudent public finance management and
accountability in the public sector; enhanced oversight role ipuhkc sector, development of

the Government Legislative Agenda Schedule and Public Policy Handbook; management of
Kenyads Foreign Policy as welnationaos$ gowwemmepto r t f
activities. Additionally, the Sector ensured an effective and efficient public service, youth
empowerment, employment creation, and the enforcement of administrative justice and access

to information

265.In theFY 2025/26and theMediumTerm Budget the Sector has prioritized programmes
and projects aligned with the Botteldp Economic Transformation Agenda and the Fourth
Medium Term Plan of Kenya Vision 2030. The Sector will implement 44 programmes and 120
subpr ogr ammes desi gn emkedd tberelay cerchaneirsgsservice delivéme n 6 s
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addition, the Sector will continue to enhance efficiency and effectiveness in service delivery and
promote comprehensive public financial management, intensify resource mobilization and
strengthen monitoring and evaluation.

266.To implement these programmes, the Sector has been allocate2b@$&illion, Ksh
306.5bhillion and Ksh316.5billion in the FY20%/26, FY202%/27 and FY20Z/28 respectively.

National Security Sector

267.The Sector playa keyrole in creating a conducive environment for seetonomic and
political developmentlt is therefore a critical actor and enabler in the realization of Kenya
Vision 2030, and the Bottomp Economic Transformation Agenda (BETA).

268. The Sector will continue to address contemporary and emerging threatsto national security
thatunderminegpeace and development. These include terrorism, radicalization, human and drug
trafficking, money laundering, cyberime and other socieconomic and political challenges.

269.In order to implement the prioritized programmes and-minimize the  abewtioned
threats, the&Sectorhas been allocatafish 279.0billion, Ksh 300.7billion andKsh 391. Dillion
in FY 2025/26 FY 2026/27and FY2027/28 respectively.

Social Protection, Cultureand RecreationSector

270.The Social ProtectiorSect or pl ays a cruci atleconormid e i n
transformation in line with the aspirations of the Fourth Medium Term Plan (MTP 1V) 2023
2027 of the Kenya Vision 2030 and the Bottblp Economic Transformation Agenda (BETA).
Specifically, the 8ctor promote sustainable employment, maintaihest labour practices,
develop and nurture talents including sports, promatgender equality and equity, empower
communities and vulnerable groups, as well as prosrentel preserve diverse cultures and
heritage

271.During the review period, FY 2021/22 to FY 2023/24 the Sector implemented 22
Programmes with corresponding d@bprogrammes. Specifically the Sector: won the Pamoja
bid for AFCON 2027; facilitated 112 national teamsnternational competitions awdgon 138
medals; facilitated inscription of Historic Town and Archaeological Site of Gedi on the
UNESCO World Heritage listrepatriated migrated archives from United Kingdadentified
andhonoured81 heroes and heroinesained 201,418 youth on life skijlsore business skills,
job-specific skills and“entrepreneurship skills that led to creation of 187,451 employment
opportunities; and operationalized 83 Youth Empowerment Centres (YECs) and constructed 29
YECS. The Sector further disbursed loans worsh X 24 billion to 95,664 youth entrepreneurs;
placed 306,963 youths on employment both locally and abroad; provided cash transfers to
1,251,721 Older Persons, 44,954 households with PWDs, and 259,043 households with Orphans
and Vulnerable Children; disbursé&ssh 3.3 billion to Affirmative Action Groups, provided
132,562 needy students with bursaries and scholarships; and disbsinged Killion to 365,737
women entrepreneurs.

272.1n the 2025/262027/28 MTEF period, the Sector will implementA®grammes and with
corresponding 39 sdprogrammesThe Sector has prioritized programmes and projects that are
aligned to the BottortUp Economic Transformation Agenda and Fourth Medium Term Plan of
Kenya Vision 2030. Priority has been accorded to vulnerable groups programmes while also
taking into consideation programmes that will regulate the labour sector, promote employment,
promote Kenyabs diverse culture and heritage

273.To implement these programmes, the Selets been allocated Ksh 7&iflion, Ksh 91.2
billion and Ksh 94.9hillion for FY 2025/26, FY 2026/27 andFY 2027/28, respectively
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Environment Protection, Water and Natural Resources Sector

274.The Environment Protection, Water, and Natural Resources (EPWNR) Sector is essential
to the country's sustainable development, playing a vital role in conserving natural resources,
enhancing economic growth, and addressing climate change.

275.1n the periodhe Fiscal Years 2021/222023/24 the Environment Protection, Water, and
Natural Resources Sector made significant strides. This sector developed an additional 91,499
acres for irrigation which targeted the cultivation of rice, maize, and horticulture thus enhancing
agricultural productiity. The expansion of the Mwea Irrigation Scheme to 30,600 acres, coupled
with the construction of the Thiba D@nctapable of holding 15.6 million cubic meters, resulting

to a remarkable increase of 346,17B6stdan paddy rice production, enabling eonsistent double
cropping. Further, the sector experienced improved access to water services increasing from 70%
in FY 2021/22 to 73% in FY 2023/24, while safely managed sanitation.rese from 27.7% to 33%,
benefiting @ additional 200,000 people through the completion of nineteen (19)-new projects
and twentyfour (24) projects in lowncome urban and rural areas. The EPWNR sector also
experienced a positive growth in mineral revenue collection, rising from Ksh 2,8l

Ksh 3,286.24 million. Mineral export and import permits doubled from 2,000 to 4,108,
demonstrating enhanced regulatory capacity and support for mineral trade. At the same time five
regions were mapped to support artisanal mining efforts dbtirevel citizens.

276.To address Humawildlife Conflict (HWC), Ksh 2,045.3 million was disbursed for
compensation which was piloted in six hotspot counties of Meru, Baringo, Laikipia, Narok,
Kajiado, and Taita Taveta. Additionally, the Wildlife Conservation Trust Fund waslisktl

under new Public Finance Management (Wildlife Conservation Trust Fund) Regulations 2023,
to support conservation funding and ensure sustainable financing for wildlife initiatives.

277.The sector further developed the Meteorology Policy 2023, six mining regulations, and
amended the Climate Change Act, 2016 to incorporate Carbon Markets. Moreover, NEMA was
designated as the national authority for Article 6 mechanisms under the Parisnfgree
emphasi zing Kenyads commitment to carbon ma
Environmental Agreements (MEASs): Minamata convention on Mercury; Kigali amendment to
the Montreal protocol;” Bamako Convention; and Nairobi Convention to reduceunye
emissions in environment, reduce production and consumptions of substances that deplete ozone
layer, minimize and control transboundary movements of hazardous wastes within the African
continent and to protect, manage and develop the Western Indeam @espectively. Besides,

the subsectorlaunched the National Climate Change Action Plan Ill (2023), updated the
National MRV registry, and advanced meteorological services to 84% modernization, including
issuing 984 weather forecasts and initigtin21% weather modification capacity.

278. The sectoralso made progresstowards Kenya's Goal of 15 billion trees by 2032, by
producing 70,000 kg of tree seeds and 126.47 million tree seedlings. Through collaboration with
state and nostate actors, 0.356 billion trees were planted across the country. The sector
developed theéNational Landscape and Restoration Strategy (ZIER2) and finalizing the
National Forest Policy, 2023.

279.During theFY 2025/26and the Medium Terpthe sector plans to increase the area under
irrigation by 500,000 acres through development of irrigation infrastructure in Bura, Mwea,
Turkana, Lower Nzoia, Galana Kulalu project & National Expanded Irrigation Programme.
Further, water storage capacityill be increased by 441 million cubic metres through
construction of Mwache dam, Umaa dam, Siyhiruny dam, and community & household

water pans. Increase paddy rice and maize production by 250,000 tons and 10,000 tons through
rice production expansiorrggramme in Mwea, Bura, Hola and Ahero irrigation development
projects. Seventy (70) public schools will be equipped with boreholes and greenhouses under
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micro-irrigation for s ¢ h o mrdgrmmme. Five hundred thousafrdit trees will be grown
through the National Expanded Irrigation Programme, Community Based Irrigation
ProgrammeSmall Holder Irrigation project, Household Irrigation Water Harvesting Project,
Micro Irrigation Programme for Schools and Dams Irrigated area (SMarruny, Umaa,
Mwache).The National Land Reclamation Bill will be finalized.

2800.The sector plans to raise the populationds
80% and sanitation services from 33% to 40% by expanding infrastructure atchdkstg

ongoing projects. The share of Amvenue water will be reduced from 43%2%%0. The per

capita freshwater endowment will be increased from 620 m2 to 700 m3 by 2027 through Sub
Catchment Management Plans (SCMPs), water quality monitoring, pollution control,
groundwater assessments and mapping for effective management, progeticonservation

of water resources. Raise per capita water storage from 107 m3 to 234.m3 by 2027 through
constructing large and small dams and water pans such Thwake dam and Maragwa IV dam.

281. The sector wilklsoconduct geological mapping of 6 topo sheets, explore 12 and 8 Counties
for industrial minerals and Agsblinerals respectivelylt will ensure compliance by inspecting
1,190 mining operations and 580 mineral dealership operations. A'total of Ksh 16.8 billion will
be collected as mining royalties while 13,500 mineral import and export permits, and 7,830
Commercial explosives licensaad permits will be issued. The sector will establish Artisanal
Mining Committees in all the 47 Countiéacilitate formation of 85 marketing eaperatives for
artisanal miners, and train 7,500 Artisanal and S#®edlle Miners on Mine Safety, Health and
Environment. In the extractive sector, there will be review Mining Act Cap 306, Geologists
Registration Acbf 1993, and Commercial Explosive Act Cap 115. Through planting program,
a total of 1.7 million trees will be planted.

282. The sector will grow revenue generation to R&776 million through an increase of park
visitors to approximately 4 million. Six categories of specialized equipment for modernization
of antipoaching technology will'be acquired and construct 210km, rehabilitate 215 km &
maintain 6,250 km of fence. @éouses will be constructed and 666 houses will be rehabilitated
for forest rangers. Additionally; 7,050km of park roads and 908km of roads in conservancies will
be maintained. 6000 hectare of degraded hidana will be land restored. Undertake 30 wildlife
population count, construct 40 water pans and drill 38 boreholes to communities. Approximately
1000 hectares of wildlife and dispersal areas will be mapped. 100% of all verified and approved
human wildlile conflict claims will be settled, conduct 6 climate studies, adopt 6 wildlife
technologies, Map 6 invasive species areas and conduct 300 zoonotic forensic DNA analysis.
Research and training facilities at Naivasha will also be rehabilitated.

283. The sector willdomesticate 4 ratified MEAs on the Minamata convention on Mercury,
Kigaliramendment to the Montreal protocol, Bamako Convention and Nairobi Convention.
Restore 1,570 hectares of degraded land & rehabilitate 400 hectares of water towers and also
raise 175,00 bamboo seedlings. A total of 12,000 Environmental Impact Assessment (EIA)
licenses will be issued, undertake 3,000 inspections on EIA and 1000 enforcement actions on the
ban of single use plastics carrier bags. Identify and stop 4Q@efftlischarge points along the
Athi-GalanaSabakiRiver System It will also establish 4 waste demonstration centres in
Nairobi, Mombasa, Kiambu and Kwale Counties and generate Ksh 5 billion on carbon markets.
Issue 984 weather forecasts & 6 sector specific early warning system and modernization of
meteorological services,

284. The sector will further produce and distribute 100,000 Kgs of tree seeds, produce 405.5
million tree seedlings and establish and maintain 10,700 Ha of forest plantations. The sector
intends to protect 2.énillion Hectares of closed canopy forest and establish 4,500 Ha of
commercial farm forests. Rehabilitate 63,586 Ha of degraded natural forests, 253 Ha of bamboo
forests in communal lands and 782 Ha of degraded dryland areas. A total of 41 Forest research
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technologies will be developed and 11 newly constructed seed centers will be equipped. 140 Ha
and 6 Ha of seed sources will be maintained and established. Develop 20Gbasade
enterprises, refurbish tree nurseries & establish 5 seed processing units.

285. To achieve these out put s 134.Rbilien, K3el6%6hilliod s t ot :
and Ksh191.8billion for the FY 20%/26, FY 2026/27 and2027/28 respectively.

3.5Public Participation/ Sector Hearings and Involvement of Stakeholders

286. Public participation and involvement of stakeholders in the metim budget process is

a Constitutional requirement. In fulfilment of tiequirement, while preparing the ZDRudget

Policy Statement (BPS), the resolutions adopted by Parliament on the previous Budget Policy
Statements were taken into account.

287.ThePFM Act,2012(CAP 412A)requires that the input of the public taé&en into account

before the bdget proposals arermed up. In this regardihe Sectors Public Hearings were
conducted from @" to 22" November, 202 at the Keny#a International Convention Centre

Virtual platforms were made available on WebEx as well assiresaming on Face Bodk

ensure that stakeholders who could not attend the Public Hearings physically had access to the
HearingsAnnex Table 5explains how the resolutions Barliament on the 28BPS and 202

BPS have been taken into account in the52BPS and the reasons thereAfnex Table 6

provides a summary of the comments received and the actions taken and or respodseigg/en

the Public Hearings

70| Draft 2025Budget Policy Statemel



V. COUNTY FINANCIAL MANAGEMENT AND DIVISION OF
REVENUE

4.1County Government® Compl i ance wi t h Principes al Re

288. The following Fiscal Responsibility Principles (FRPs) need to be adhered to in line with
the relevant legal provisions:

1) Development budget: In accordance with the PFM Act 2012, a minimum of thirty percent of
the County Governments' budgets shall be allocated to development expenditure over the
medium term. Therefore, it is essential to ensure adherence to“this fiscalsiedipon
principle both at the budget approval stage and during the actual implementation of the
budget.

i) Wages: Regulation 25(1)(a) and (b) of the PFM (County' Governments) Regulations 2015
provides that County Governments' expenditure on wages and benefits for public officers
shall not exceed thirtf i ve percent ( 35 %) o f t he Count)
Compliance with this fiscal rule has been insufficient, highlighting the necessity for a
concerted effort to ensure that the wage bill remains within the legally established threshold.

iif) Borrowing: Regulation 25(1)(d) of the PFM (County ‘Governments) Regulations 2015
provides that the county public debt shall not exceed twenty percent (20%) of the total
revenue of the County Government at any given time. Any County Government seeking to
borow must comply with this legal requirement.

iv) Taxes: In accordance with provisions of Section 15(2)(e) of the PFM Act 2012, County
Governments should uphold-a reasonable degree of predictability regarding tax rates and tax
bases, considering any potential future tax reforms while implementing legislat the
collection of ownsource revenue. It is advisable for County Governments to consider the
principles of public<finance management and taxation when levying taxes and fees.
Prioritizing the establishment of adequate legal frameworks regardingprtheipal
legislation governing the imposition of taxes and fees is essential to ensure that these actions
are conducted in accordance with the law.

v) Fiscal risk::County Governments are required to manage fiscal risks prudently in accordance
with Section 15(2)(e) of the Public Finance Management (PFM) Act.

289. Table 4.1 provides a summary of total expenditures, total recurrent expenditures, total
development expenditures and total revenues for medium term from FY 2021/22 to 2023/24.
Total wages as a percentage of total revenue is also captioned in the table.
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Table 4.1: Summary of County Revenues and Expendituresriom FY 2021/22to 2023/24

Item FY 2021/22 FY 2022/23 FY 2023/24
Ksh, billions Approved | Actual Approved | Actual Approved | Actual
Budget Budget | Budget Budget Budget Budget
Total Revenue 529.2 436.5 491.9 466.0 562.75 492.47
Total Expenditures 535.7 401.0 515.2 428.9 446.76
Total Development 193.5 98.5 160.5 98.0 189.93 109.23
Total Recurrent 342.2 302.5 354.6 330.9 372.82 337.53
Wages 190.1 195.1 209.84
Other recurrent 112.4 135.8 127.69
% of Development in Total Budge| 36% 25% 31% 23% 33.8 24.4
% of Recurrent in Total Budget | 64% 75% 69% 77% 66.2 75.6
% of wages in Total Revenue 44% 42% 42.6%

Source: National Treasury
4.1.1Allocation to DevelopmentExpenditure over the Medium-Term

290.Table 4.1 indicates that the total approved development expenditures for County
Governments over the medium term (FY 2021/22, ZZRand 2023/24) account for 36 percent,

31 percent, and 33.8 percethe total budget respvely: This translates to an average of 33.6
percentof the total budget. Section 107 (2) (b) of the Public Finance Management Act (PFMA)
2012 provides that County Governmesitould allocate a minimum of 30 percehtheir budget

for development expenditures over the medium tdfigure ‘4.1 presents the development
budget allocations of County Governments as a percentage of the total approved budget for FY
2023/24.

Figure 4.1: FY 2023/24 County Governments'-Development Budget Allocation as a
Percentage of Total Budget
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Source of Data: Controller of Budget
4.1.2Actual Development Expenditure over the Medium Term

291. The total actual development expenditure for the FY 2021/22, FY 2022/23, FY 2023/24
accounted for 25%, 23% and 24% of the total actual expenditure for the same period respectively.
This translates to an average development expenditure of 24% of actlua{petaditures (Table

72| Draft 2025Budget Policy Stateme



1). In FY 2023/24, only Manderaddnty met the requirement on at least 30% development
expenditure as a percentage of total budget over the medium term. In FY 2023/24, nine counties
spent at least 30% of their total expenditure towardsloewent.These counties are; Marsabit
(38.6%), Narok (34%), Homa Bay (33.3%), Mandera (33.3%), Siaya (32.6%), Trans Nzoia
(31%), Kitui (30.8%), Kilifi (30.6%) and Turkana (30.6%). The counties with tveest
development expenditures a percentage of their total expé&mes in the period under review
include; Kiambu (19.2%), Taita Taveta (18.6%), Kisumu (17.5%), Mombasa (16.2%), Kisii

(13.7%) and Nairobi City (10.3%igure 4.2).

Figure 4.2: FY 2023/24 County Governments Development Expenditure as a Percentage of

Total Expenditure
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292. From this analysis, it'is evident that most counties allocate expenditures just for approval
by the respective county assembliesin line with the legal requirement. However, most counties
do not adhere to this prows during budget executio@ver the medium term, there are notable
fluctuations in consistently meeting the 30% minimum expenditures on development. This
therefore implies that county-development and service delivery may be negatively hampered as
counties spend more on recurrentengitures a opposed to development expenditures.

293. The relevant institutions, including the Controller of Budget, need to enhance compliance
to thislegal provisionCounties have not reported any borrowing to finance their development

expenditure.
4.1.3Compliance with the Requirement on Expenditure on Wages and Benefits

294.Regulation 25 (1) (a) and (b) of the PFM (County Governments) Regulations 2015 provides
that the County Governments6é expenditure on
exceed thirtyf i ve ( 35) percent of t he e @orimgptheyFYGover
2023/ 24, County Government so expenditure or
accounting for 47.6% of the total revenue of Ksh 440.7 billion.,. As reveakgdure 4.3, most

County Governments are spending a larger portion of thegntee on wages than the
recommended threshold. Three Counties namely: Tana River, Narok, and Kilifi were able to
maintain their allocation to wages and salaries below the threshold.
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Figure 4.3 County GovernmentsOo Actual Expendi tur
Percentage of Total Actual Revenue for FY 2023/24
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4.1.4Prudent Management of Fiscal Risks

295. Section 107(2)(f) of the Public Finance Management (PFM) Act, 2012, mandates County
Treasuries to prudently manage their fiseal risks. During the review period, several fiscal risks
were identified in revenue and expenditure performance, including:

i) High levels of pending bills, which impede efficient delivery of public services and hinder
the growth of local businesses;

i) Non-remittance of statutory deductions by certain county governments, particularly pension
contributions, which jeopardizes the social security of retirees;

iii) Excessive expenditure on wages, reducing county governments' capacity to fund essential
operations, maintenance, and development activities; and

iv) Underperformance .in OwBource Revenue (OSR), leading to unfunded budgets and an
accumulation of pending bills.

4.1.4.1Pending Bills

296. According to Section 94 (1) (a) of the PFM Act, 2012, failure to make any payments as and
when due by a State Organ or a Public Entity may be an indicator of a serious material breach or
a persistent' material breach of measures established under the thes. dontext, Article 225

of the Constitution read together with Section 96 of the PFM Act gives the Cabinet Secretary
responsible for Finance powers to stop transfer of funds to the concerned State Organ. As at 30th
June, 2024, counties reported accuated pending bills amounting to Ksh. 181.98 billion. This

was an increase of Kshs 17.22 billion from Kshs 164.76 billion reported in the previous period.
This amount is as reported by County Governments to the Office of the Controller of Budget and
therefoe not auditedTable 4.2).

297.The increasing stock of pending bills in the County Governments is a threat to fiscal
discipline and sustainability. The National Treasury has initiated transition from cash to accrual
basis of accounting which is expected to gradually reduce the st@aading bills. Through
Kenya Devolution Support Programme Il (KDSP 1), County Governments have been supported
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to develop and implement repayment plans and ensure adherence to Regulation 55 (2) b of the

Public Finance Management (County Governments) Regulations, Zabte 4.2 presents
County Governmest pending bills as at 30June 2024

Table 4.2: County GovernmentsPending Bills as of 3 June 2024 (In Ksh

County Executive County Assembly
County Recurrent Development | SubTotal Recurrent | Developmen | SubTotal | Grand Total
t

Baringo 243,387,349 125,863,187 369,250,531 - - - 369,250,531
Bomet 88,008,922 360,758,925 448,767,841 - - - 448,767,847
Bungoma 1,978,302,057 1,528,214,42¢ 3,506,516,484 14,700,000 -| 14,700,000 3,521,216,48€
Busia 1,310,232,84] 110,359,586€ 1,420,592,427 - - - 1,420,592,427
ElgeyoMarakwet 1,492,200 - 1,492,200 - - - 1,492,200
Embu 923,910,054 888,655,736 1,812,565,79( 3,725,140 - 3,725,140  1,816,290,93(
Garissa 17,031,929 360,167,253 377,199,182 741,066 - 741,066 377,940,248
HomaBay 93,107,438 600,604,237 693,711,674 37,182,349 8,226,489 45,408,838 739,120,517
Isiolo 671,996,503 437,765,317 1,109,761,81¢ 5,812,806 8,094,676 13,907,481 1,123,669,29]
Kajiado 890,814,137 1,455,782,204 2,346,596,337 61,824,457 34,552,896 96,377,352 2,442,973,68¢
Kakamega 543,846,663 1,109,793,71] 1,653,640,38]1 104,315,256 61,710,217 166,025,472 1,819,665,853
Kericho 181,301,85§ 953,411,837 1,134,713,695 - - - 1,134,713,69¢
Kiambu 4,069,015,33( 2,318,872,47¢ 6,387,887,8064 77,228,249 23,153,444 100,381,692 6,488,269,49¢
Kilifi 620,073,974 586,137,047 1,206,211,016 12,346,776 - 12,346,77q 1,218,557,797
Kirinyaga 415,041,433 166,204,627 581,246,055 - - - 581,246,055
Kisii 485,084,88¢ 1,828,433,54¢4 2,313,518,431 1,555,210 55,431,914 56,987,124 2,370,505,56]
Kisumu 1,661,420,75¢ 1,340,669,15¢ 3,002,089,914« 143,210,851 2,099,049 145,309,900 3,147,399,814
Kitui 100,133,497 293,843,29( 393,976,781 - - - 393,976,781
Kwale 1,117,867,904 1,015,720,21¢§ 2,133,588,12] - - - 2,133,588,12]
Laikipia 883,462,16( 760,607,83§ 1,644,069,99¢ 3,979,393 - 3,979,393  1,648,049,39]
Lamu 21,198,181 18,336,383 39,534,564 - - - 39,534,564
Machakos 1,730,056,963 2,388,349,70] 4,118,406,67(0 81,073,515 -| 81,073,515 4,199,480,18f
Makueni 364,448,197 170,410,25( 534,858,444 135,155,753 2,030,000 137,185,753 672,044,195
Mandera - | 2,226,355,164 2,226,355,164 - - - 2,226,355,164
Marsabit - 700,000,00 700,000,000 910,432 425,135,347 426,045,779  1,126,045,77¢
Meru 133,999,747 452,824,204 586,823,947 - - - 586,823,941
Migori 360,712,911 379,244,574 739,957,485 84,427,109 40,005,433 124,432,547 864,390,02§
Mombasa 2,738,362,34( 1,702,209,907 4,440,572,242 - - - 4,440,572,241
Murang'a 1,183,396,10( 205,092,397 1,388,488,497 72,106,37( -| 72,106,370  1,460,594,861
Nairobi 112,563,910,799 | 5,751,842,79] 118,315,753,590 | 124,529,05§ - | 124,529,059 118,440,282,64
Nakuru 966,040,527 55,227,446 1,021,267,973 81,210,672 -| 81,210,672 1,102,478,644
Nandi* 96,463,404 81,506,757 177,970,161 - - - 177,970,161
Narok - 764,639,834 764,639,834 - - - 764,639,834
Nyamira 43,333,294 62,718,867 106,052,161 -| 36,179,261 36,179,261 142,231,422
Nyandarua 79,081,02 158,447,947 237,528,961 57,634,740 -| 57,634,740 295,163,707
Nyeri 1,986,059 5,406,954 7,393,013 - - - 7,393,013
Samburu 84,901,04: 126,077,45( 210,978,498 - - - 210,978,49§
Siaya 202,659,00 101,250,779 303,909,780 - - - 303,909,780
TaitaTaveta 921,955,837 708,347,293 1,630,303,125 126,221,996 -1 126,221,996 1,756,525,12]
TanaRiver 1,170,296,614 951,046,437 2,121,343,05] - 3,774,893 3,774,893 2,125,117,944
TharakaNithi 408,829,599 218,502,57¢ 627,332,174 113,631,687 -1 113,631,682 740,963,86(
TransNzoia 483,133,403 799,226,73¢ 1,282,360,14] - - - 1,282,360,14]
Turkana 7,555,965 742,302,496 749,858,462 - - - 749,858,467
UasinGishu 250,098,396 449,140,094 699,238,490 52,583,699 - | 52,583,699 751,822,184
Vihiga 577,909,066€ 888,370,981 1,466,280,047% - - - 1,466,280,04
Wajir 1,322,376,59( 1,007,941,08] 2,330,317,671 - 2,330,317,67]
WestPokot 335,407,919 168,037,969 503,445,888 261,592| 14,373,500 14,635,092 518,080,98(
Total 142,343,644,876 | 37,524,721,665| 179,868,366,542 | 1,396,368,166] 714,767,119 2,111,135287 _ 181,979,501,82]

Source: Controller of Budget
*Nandi County data provided is as of 8arch 2024.

298. To further mitigate fiscal indiscipline in counties, the Senate recommended that all County
Governments settle alerified pending bills totalingpproximately Ksh 1 billion by the end of
the fiscal year 2024/25. Additionally, the Senate resolved that:

i) County Governments prepare and submit to the Controller of Budget a payment plan
prioritizing payment of pending bills as a first charge on the County Revenue Fund;

i) The Controller of Budget takes into consideration the efforts made by a County Government
to clear inherited pending bills when approving exchequer releases;
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iii) County Governments shall only pay pending bills contained in their respective procurement
plans; and

iv) Supplementary budgets for County Governments are prepared in the third quarter to curb
instances of arbitrary fallocations out of the approved budget estimates.

299. The Controller of Budget will continue to provide regular updates on the progress made in
the settlement of eligible pending bills. Additionally, County Governments are required to
submit monthly payment plans for outstanding pending bills, with the asetthihg these bills

as a first charge while making payments and prioritized for budgeting in the subsequent budget.

4.1.4.2 Status of Outstanding County Pensioeductions Pending Bills

300. County Governments have been accumulating pension bills due to among. other reasons
nonremittance of deductions from staff salaries. Over the years, these pension bills, including
related penalties, have escalated to levels that pose financial risksrity Gmyvernments in
meeting their financiabbligations As at 3% October,2024, the_total outstanding pension
pending bills owed to three pension schemes reported by the RetiremaiitsBAnthority
amounts to Ksi91,173,871,756 reflecting an increaseni Ksh73,402,969,260.73 recorded as

at 3F' August,2023. Table 4.3 presents a breakdown of the outstanding pension deductions
pending bills.

Table 4.3: Outstanding Pension pending bills owed by County Governments as at %81
October 2024

No. | Name of the Scheme | Principal Debt |/Accrued Actuarial Total Debt
(Ksh) Interest (Ksh) | Deficit (Ksh) Accrued +
Interest (Ksh)
1. | Local Authorities | 2,934,303,917 | 42,740,330,909 - 45,674,634,826
Provident Fund
(LAPFUND) -DC
2. | Local Authorities | 8,011,997,968 | 29,505,938,94( 2,006,688,841 | 39,524,625,748
Pension Trust
(LAPTRUST)-DB
3. | County Pension Fung 3,207,927,995 | 2,766,683,183| - 5,974,611,183
(CPF)-DC
Total 14,154,229,880 | 75,012,953,034 2,006,688,841 | 91,173,871,757

Source: Retirement Benefits Authority

301. Some County Governments have not included these pension liabilities in their inventory of
pending bills. Therefore, County Governments should assess these pension liabilities and ensure
accurate.recording in their inventory of pending bills for prioritratof payment. a Muki

Agency Taskforce has been created to; establish the actual county pension liabilities, develop
strategies for implementation of the recommendations of the Senate Select Committee on County
Public Investments and Special Funds on {Remittance of Pension Deductions; and develop
appropriate formula and framework for payment of pension liabilities that will enable the
clearance of the outstanding pension liabilities by County Governments.

4.2 Performance of County Governments Own Source Revenue

4.2.1Performance of Own Source Revenuegainst Target

302. For the FY 2023/24, the County Governments collected a total of Ksh 58.9 billion of Own
Source Revenue (OSR) against a target of Ksh 80.9 billion. This translates to 72.8 percent of the
annual target. The details of the individual County Governments OS3fRrmpance is
summarized imMable 4.4.
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Table 4.4: Total County Government OSRCollection for FY 2023/24 (Including Ai-A)

Ordinary FIF/AIA -Ig(()at\znue OSR Actual | FIF/AIA Actual Performance
County OSR Target | Target Target realized Actual Revenue
(Ksh) (Ksh) (Ksh) (Ksh) (Ksh) (Ksh) (%)

A B C=A+B D E F=D+E | G=F/C*100
Turkana 220,000,000 -| 2200000000 435271,212]  95373,844| 530,645,056 241.2
Vihiga 248,083,481 | 248083481 166311,404] 171745774 338,057,178 136.3
Kirinyaga 349,000,000 201,000,000 550,000,000 417,543467| 233,562,098| 651,105,565 118.4
Lamu 120,000,000,  60,000,000|  180,000,000] 123262,548]  85,840,210|  209,102/758 116.2
Nandi 360,098,158|  198,231,711| 558,329,869] 392,103573| 238,623583| 630,727,156 113
Wajir 150,000,000 -|  150,000,000] 164,953,671 - | 164953671 110
Garissa 139,000,000  91,000,000] 230,000,000,  97,056,232| 151,912,817| 248,969,049 108.2
Nyeri 800,000,000  526,000,000] 1,326,000,000  667,120,607|  740{425,500| 1,407,546,107 106.1
Samburu 239,027,400  17,000,000| 256,027,400] 255453581  11,130,343| 266,583,924 104.1
Murang'a 876,181,883|  238,818,117| 1,115000,000 734,257,887| 382,537,843 '1,116,795,730 100.2
Embu 382,801,875 367,198,125| 750,000,000  416,744,407|  329,749,667| 746,494,074 99.5
;?\?; 92,673,773 3.956,827| 96,630,600 88,783,403 3785117| 92,568,520 95.8
Narok 4,858,121,756 120,951,008 4,979,073,664 4,694,190,6001 59,479,796| 4,753,670,486 95.5
Elgeyo
M oet 73,806,633| 197,500,000 271,306,633 80,841,506| 177,663,632| 258,505,138 95.3
Tharaka
Nithi 300,870,0000 149,800,000 . 450,670,000] 256,362,512| 160,983523| 417,346,035 92.6
Meru 550,000,000  500,000,000|. 1,050,000,000 381,805,168 580,129,111 961,934,279 91.6
(g?ssriﬂ 1,578,147,614 | 1578,147,614 1,361,941,359 59,386,598 1,421,327,951 90.1
Kitui 585,000,000 | 585,000,000 517,049,816 | 517,049,816 88.4
HomaBay| 341,139,710 1,051,066,642 1,392,206357 359,263,180 841,232,651| 1,200,495,831 86.2
Makueni 870,000,000 370,000,000| 1,240,000,000 490,586,795 554,088,153 1,044,674,948 84.2
Baringo 300,719,215 149,378,181  450,007,396|  196,579,016|  181,622,619| 378,201,635 84
Migori 480,000,000 | 145.474,209|  625474,200| 337,154,048] 175.412,262| 512,566,310 81.9
Nakuru 2,400,000,000{ 1,700,000,0000 4,100,000,000 1,852,802,262 1,468,498,216 3,321,300,479 81
\F’,Voelf;t 97,200,000 132,800,000  230,000,000{  65,447,701|  119,847,000] 185,294,701 80.6
Siaya 434,494,994  325505,006| 760,000,000 222,110,969| 388,626,776 610,737,745 80.4
Isiolo 267,634,305  88573,785| 356,208,180] 190,715416|  94,481,928| 285,197,344 80.1
Kericho 530,071,600|  536,355,000| 1,066,426,600 359,664,618| 482,263,360| 841,927,978 78.9
Marsabit 120,000,000,  70,000,000{ 190,000,000,  54,869,460| 90,223,000 145,092,550 76.4
Mombasa | 5,856,356,997| 1,521,576,230] 7,377,933,227] 4,457,758,29¢| 1,127,265,714 5,585,024,010 75.7
Lr:g;: 342,000,000  301,700,000| 643,700,000 266,785,779| 209,852,393| 476,638,172 74
Laikipia 842,500,000  602,500,000| 1,445,000,000  499,999,607| 561,020,491 1,061,020,098 73.4
Eifgta 426,985,000| 201,682,445 628,667,445 251,061,302] 210,125,350 461,186,652 73.4
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Bomet 187,592,587 144,449,243 332,041,830 158,317,549 80,612,871 238,930,420 72
Kwale 334,245,200 265,754,800 600,000,000 257,844,508 169,533,420 427,377,928 71.2
Kilifi 1,588,634,222 200,000,000 1,788,634,222 736,398,329 472,221,668 1,208,619,997 67.6
Kiambu 5,459,066,235 1,536,300,000] 6,995,366,235 3,378,069,561] 1,197,762,046 4,575,831,607 65.4
Kisii 650,000,000 1,193,892,198 1,843,892,198 496,943,902 683,218,135 1,180,162,037| 64
Nairobi 19,419,630,278 270,000,000{ 19,689,630,274 11,469,860,349 1,072,234,069 12,542,094,418 63.7
Kisumu 1,682,844,694 600,000,000 2,282,844,694 840,231,049 603,376,939 1,443,607,988 63.2
Kakamega| 1,359,000,000 841,000,000 2,200,000,000 801,322,586 546,510,693 1,347,833,279 61.3
Busia 396,793,350, 252,222,283 649,015,633 233,065,731 136,138,244 369,203,975 56.9
Kajiado 1,621,247,688 247,219,297 1,868,466,985 678,403,673 369,952,762 1,048,356,435 56.1
Bungoma 868,201,470 1,142,218,266 2,010,419,736 439,484,834 681,424,515 1,120,909,349 55.8
Nyamira 457,000,000 230,000,000 687,000,000 148,981,607 220,814,736 369,796,343 53.8
Mandera 278,748,838 51,785,008 330,533,846 142,498,606 25,548,681 168,047,287 50.8
Machakos | 2,324,286,060 1,008,v000,000( 3,332,286,0600 1,344,939,101 204,409,376] 1,549,348,477 46.5
Nyandarua 793,435,975 431,564,025] 1,225,000,000 309,994,465 205,746,307 515,740,772 42.1
Total 62,652,641,082 18,282,473,39¢| 80,935,114,477 42,292,207,33¢ 16,656,393,92(0 58,948,601,257 72.8

Source of DataController of Budget

303. Total OwnSource Revenue (OSR) included the Facility Improvement Fund, which consists
of funds collected and retained by health facilities under the Facilities Improvement Financing
Act of 2023. As aB0" June 2024, public health facilities had colledtand retained a total of

Ksh 16.7 billion, meeting 9B8% of the target amount of Kst8.3 billion. Excluding the AIA

(FIF), caunties generated a total of K&R.3 billion, achieving 67.5% dhe targeted Ksh 62.7
billion. A total of ten counties surpassieir annual OSR targets, collecting over 100% of the
goal. These counties are’ Turkana, Vihiga, Kirinyaga, Lamu, Nandi, Wajir, Garissa, Nyeri,

Sambur u, and Murangoa. Conversely, seven co
targets, including Busidajiado, Bungoma, Nyamira, Mandera, Machakos, and Nyandarua.

304. A comparison of the actual OSR against the target depicts a random trend implying that
OSR target setting is not scientific and the growth in the OSR projection may not be hinged to

the fiscal efforts applied by the county governments. Therefore, thareesd to develop and
enhance County Governments®é capacity for rev

of OSR. projections. In this regard, the National Treasury in collaboration with e other
institutions namely; State Department for Devoluti@gmmission on Revenue Allocation
(CRA), Kenya National Bureau of Statistics (KNBS), Council of Governors (COG), Kenya
Revenue Authority (KRA), Kenya Institute of Public Policy Research and Analysis (KIPPRA)
and representatives fro@ounty Governments are in the process of developing a revenue
forecasting tool that uses a more scientific approach to assist counties in making more accurate
revenue projections..

305. The summary of individual county performance in terms of revenue collection is presented
in Figure 4.4
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Figure 4.4 Actual Revenue Collected by theCounty Governmentsas a percentage of
Annual Revenue Target for FY 2023/24
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Source of Data: Controller of Budget
4.2.20SR Growth in FY 2023/24

306. A review of the OSR performance for FY 2022/2823/2024 shows that 17 Counties
recorded more than 50 percent growth in_revenue collection. This could be attributed to
implementation of the National Policy to Support Enhancement of County Governments OSR
policy 2018, continuous capacity building. on public finance management, revenue automation
and revenue administration reforms such as implementation of the FIF. However, it is essential
to investigate the causes of negative OSR growth in certain coomgyrgnents, specifically
Bomet, Bungoma, TraAszoia, and Samburu, which reported declines in OSR collection in the
2023/24 fiscal year. Table 10 summarizes the detailpesformance for the 47 County
Governments.

307. A review of the OSR performance for FY 2022/2823/2024 shows that 17 Counties
recorded more than 50 percent growth in revenue collection. This could be attributed to
implementation of the National Policy to Support Enhameet of County Governments OSR
2018, continuous capacity- building on public finance management, revenue automation and
revenue administration reforms such as implementation of the FIF. However, it is essential to
investigate the causes.of negative OSR growth in certain County Govesnrapecifically
Bomet, Bungoma, Trarszoia, and Samburu, which reported declines in OSR collection in the
2023/24 fiscal yearTable 4.5 summarizes the details gferformance for the 47 County
Governments.
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Table 4.4 County Governments OSR Growth between FY 2022/23 and FY 2023/24

S.Mo. Cowurvey FY 2022,/23 Actual |FY 2023,24 Actual |FY 202324 OSSR
OSSR Collection OSSR Collection Growth Rate
(Kshs) (Kshs)

1|Wajir A6, 746,101 164,953,671 Z252.9%:

Z | Mandi 200,737,628 630,727,156 Z214.2%

3 | Turkana 177,717,811 530,645,056 198.6%

4 | Homa Bay 491,496,550 1,200,495, 831 1ahap, 3%

5| Isiolo 152,700,178 285,197,344 B6.B%

& | Kilifi &61, 686,660 1,208,619,997 BZX. 7%

FlGarissa 142,491,298 248,969,049 T T

B | Muramng'a 658,166,964 1,116,795, 730 69T

a | Kericho 501,354,545 841,927,978 657 . 9%
10| Tana River 59,173,171 92,568,520 565.4%:
11 |MNarock 3,061,007, 630 4, 753,670,486 55.3%:
12 | Tharaka Mithi 286,737,650 417,346,035 45 .5%
13| Jasin Gishu 82,036,563 1,421,327,951 44T
14 |West Pokot 128,195,210 185,294,701 44, 5%
15 |Wihiga 241,350,189 338,057,178 40, 1%
16| Mombasa 3,998,628,848 5,585,024,010 39,7 %
17 | Mandera 122,528,934 168,047,287 IT.1%
18 | Larmuw 156,907,612 209,102,758 IH.IWE
19 | Mweri 1,080,186,883 1,407,546, 107 T0.3%E
20 | Nyarmira 284,598,621 369,796,343 29, 9%
21| Meru 750,986,590 951,934,279 Z2B.1%
22 | Kiambuw 3,587,282,110 4,575,831,607F 2T .6%
23 | Migori A6, 363, 909 512,566,310 265.1%:
24 | Kisurmu 1,153, 464,305 1,443,607, 988 25.2%:
25 | Kisii 977,218,129 1,180,162,037F 20.8%:
26 |Baringo 313,351,637 378,201,635 20. 7%
27 |Siaya 508,041,662 610,737,745 20, 2%
28 | Kajiado 875,281,130 1,048,356,435 19.8B%
29 | Nairchi City 10,478,816,326 12,542,004,418 19, 7%
20 | Elgeywo Marakwet 217,350,490 258,505,138 1B. 9%
Z1 | Ma ke ni B91,595, 986 1,0u14, 674,948 17.2%
32 | Kitwi A5, 3549, 3467 517,049,816 11.3%
33 |Kirinpaga 586,660,639 651,105,565 11.0%:
Z4 | Ermi b 678,638,337 746,494,074 10,09
25 | Kwale 392,952,872 Q27 377,928 B.B%
6 |Marsabit 133,545,723 145,092,550 B.6%
27 | Macha kos 1,429,791,260 1,549, 348,477 B .45
I8 |Laikipia 980,163,461 1,061,020,098 B.2%
a9 |Taita Taweta 426,372,490 A5l1,186,652 B.2%
A0 | Busia 343,922,975 369,203,975 7 A%
A1 | Makuru 3,130, 423,723 3,321,300, 479 65.1%
42 | Kakamega 1,309,679, O 1,347,833,279 Z.9%
43 | Myandarwa 505,913,306 515,740,772 1.9%
44 | Bomet 242,395,023 238,930,420 -1 .43
45 | Bungorma 1,177,.322,906 1,120,909, 349 4B
46 | Trans Nzoia 1,052,173,181 476,638,172 -5, T
47 |Sam burw 656,224,645 266,583,924 =

Source of Data: Controller of Budget

4.2.3National Government Support on enhancement of County Government OSR

308. The National Treasury is in the process of implementing the National Policy to Support
Enhancement of County Governments Own Source Revenue. The Policy identifies a number of
challenges facing collection of Owsource Revenue (OSR) by County Governmentghvh
include; inadequate revenue policies and legislation; multiplicity of fees and charges; human
resource capacity deficits; weaknesses in enforcing compliance by tax payers; low automation
and integration of revenue administration; and, ineffective natercontrols and audit
mechanisms, which has resulted in under performance in revenue collection.

309. One of the key recommendations in the policy is the development a national legislation on
property taxation to replace the outdated Rating Act and Valuation for Rating Act. To this end,
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the National Treasury in collaboration of Ministry of Lands and Physical planning and other
stakeholders developed the National Rating Bill, 2022. THIlsnBs enacted into law on™4
December2024. Arrangements are underway to develop the implementing Regulations and a
model rating bill for adoption by the county governments. It is expected that this will unlock the
potential in property rates for the county governments oniceralled out and implemented.
Additional the OSR policy also recommendedaepment of a National Framework Legislation

to regulate the introduction of taxes, fees and charges by the county governments. Consequently,
the National Treasury and other stakeholders develope€dhaty Governments Revenue
Raising Process Bill 2022, which | is awaiting consideration by the Senate. This Bill is aimed at
ensuring compliance with Article 209 (5) of the Constitution as well as ensuring consistency and
predictability in county revenueactices.

310. The National Treasury is mandated to coordinate the implementation of the OSR policy
and prepare quarterly monitoring and evaluation reports on implementation. The Policy had an
implementation period of 10 years, with a midteeview scheduled for’202B.is for this reason

that the National Treasury in collaboration with other stakieis-currently spearheading a
midterm evaluation to measure ocoines and impacts of the Polidyhe outcome of this review

will inform the implementation of the Policy ithe second half of the 10 years implema@ot

period starting FY 20225.

311. The National Treasumgontinues to lead the development.of the Integrated County Revenue
Management System (ICRMS) in line with Section 12 (1, e) of the PFMA 2012 in partnership
with relevant stakeholders. This system will ensure financial transparency and statidardiza
of financial reporting in Gvernment.

4 3Division of Revenue for FY 2025/26
4.3.1Performance of Shareable Revenue

312.Ordinary revenue collected over the years has been below target except for FY 2019/20
when the target was surpassed as indicatétumre 4.5

Figure 4.5: Estimates of Ordinary Revenue vsActual Revenue (Ksh trillion)

Estimates of Ordinary Revenue vs. Actual Revenue (Ksh. tmillion)
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Source of Data: National Treasury
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4.3.2Division of Revenue for FY 2025/26
4.3.2.1Application of Article 203 (1) of the Constitution in Division of Revenue

313. Article 218(2) of the Constitution requires division of revenue between the two levels of
Government and across County Governments to take into account the criteria set out in Article
203(1) of the Constitution. The criteria include factors such as: atiterest, public debt and

other national obligations and needs of the disadvantaged groups and areas, among others.

314. As indicated inrable 4.5 it should be noted that after taking into account all the mandatory
expenditures under Article 203(1) of the Constitution, the balance left for sharing between the
two levels of Government is Kb61.7billion. After allocating Ksh417.96billion to County
Governmerd for FY 2025/26, of which Ks#05.07 billion is the mposed equitable shatesh

2.9 billion and Ksh 9.9 billionas unconditional and conditionallocation. from National
Government share of revenuespectivelythe National Goverment is left with only Ksii43.7

billion to finance functions such as education, health, defence, roads and energy, among others.
This may occasion additional borrowing which may distort the fiscal framework already set out
in the 2025 Budget Policy Statemenhable 4.5provides an assessment of the extent to which
the requirements of Article 203 (1) of the Constitution have been incorporated in estimating the
division of revenue between the National and County levels of Government i 2@25/26.

Table 4.5: Summary of considerations under Article 203 (1) of the Constitution

ITEM DESCRIPTION FY 2025/26 (Ksh
Millions)

Ordinary Revenue (Excluding AlA) 3,018,796
National Interest [Article 203 (1)(afFY 2024/25 Supp 1 Estimates) 103,867
Public debt (Art. 203 [1][b]) 1,581,428
Pensions, Constitutional Services and Other 249,908
Other National obligations (Article. 203 [1][b]) 506,296
Emergencies [Art. 203 (1)(Kk)] 5,000
Equalization Fund [Art. 203 (1) (g) and (h)] 10,590
Of which: a) Allocation in FY 2024/25 7,853

b) Arrears 2,737
Balance to be Shared by the 2 Levels of Government 561,707
County Government allocation from revenuaised nationally 417,964
Of which: a) Equitable Share of Revenue 405,069

b) Unconditional Al |l ocat S$Share 2,946

c)Conditional All ocations fr 9,948
Balance left for the National Government 143,744

Source of'Data: National Treasuryledium Term Fiscal Framework and FY 2024/25 Supp 1 Estimates

315. Based on oridary revenugrojection of Ksi,018.80 billion in FY B25/26, it is proposed
that Ksh2,603.14 billion be allodad to National Government, Kg5.07 billion to County
Governments aequitable revenue share and K&B7 billion to the Equalization Fund. The
National Treasury i@poses to further allocate K&h74 billion to the Equalization Fund in FY
2025/26 as partial payment to arrears for Equalization Fledole 4.6shows the computation
of the equitable share to County Governments for the FY 2019/20 to FY 2024/25
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316. The Division of Revenu@Bill, 2025also proposes to allocate County Governmefsh
405.07 lllion for the financial year 2025/26 as equitable shaf revenue raised nationaly
which isan ingease from a base of Ksh 38Billion allocated in the financial year 2024/25.

Table 4.6: County Governmentsd Equitable Rev
Budget Item FY 201920 |FY 2020721 |FY 2021/22 |FY 2022/23|FY 202324 |[FY 2024/25|FY 202572

1. Baseline (i 2. allocation in the previous FT) 314,000 | 316,500 | 316,500 | 370,000 370,000| 385.425| 387425

Add:-

a. Revenue Share (RMLF, Level-3 Hospital
Grant, Compensation for foregane user fees and

Rehabilitation of Village Polytechnics - - 17400 - - - -
b. Adfjustments for revenue growth 2500 - 36,100 - 13,000 2000 17644

¢. Transfer of Library Services - - - - 425 - -
Computed Equitable Revenue Share Allocation 316,500 | 316,500 | 370,000 | 370,000 | 385425| 387425 405,009

Source of Data: National Treasuryledium Term Fiscal Framework

317.The all ocati on t cequitable revenue sBavevotksb. O biliorsird
FY 2025/26 is informed by the following prevailing circumstances:

I) Trends in the performance of revenue (this was taken intodsyasion in determining the
Ksh 17.64 billion increases in equitable share of revenuein FY2025/26);

i) Increased expenditures for National Government for purposes of debt servicing coupled with
a weakened shilling against the dollar;

iii) The Government commitment to implement a fiscal consolidation plan targeting to reduce
the fiscal deficit to 3.9 percent of GDP in FY 2025/26. This is designed to slow down
accumulation of public debt, improve primary surplus thereby achieve fiscal sigigin

iv) Financing constraints due to’ limited access to finance in the domestic and international
financial markets; and

v) The National Government continues to solely bear shortfalls in revenue in any given financial
year whereas the County Governments continue to receive their full allocation despite the
budget cuts affecting the natiorgdvernment The above proposed equitahkre for FY
2025/26 of Ksh 405.07 billion is equivalent to 25.79 percent of the last audited and approved
actual revenues raised. nationally of Ksh 1,570,563 million for FY 2020/21 pursuant to
Article 203(3) of the Constitution

4.3.2.2Application of Article 203 (2) of the Constitution in Division of Revenue.

318.Article 203 (2) the Constitution requires that the equitable share allocation to counties
should not be less than fifteen (15) per cent of the last audited revenue raised nationally, as
approved by the National Assembly. The above proposed equitabldé@tiaye2025/26 of Ksh

405.07 billon is equivalent to 25.79% prmt of the audited and approved actua¢éneies raised
nationally of Kshl,570.56 billion for FY 2020/21.

4.3.2.30ther Policy Considerations in Division of Revenue for FY 2025/26

319. The Government under the Extended Fund Facility (EFF)/Extended Credit Facility (ECF)
program supported by the devel opment partner
targeting to reduce the fiscal deficit t®@ercent of GDP in FY 2025/26. This is designed to

slow down public debt accumulation.

320. To achieve this aggressive fiscal consolidation, amid increase in debt servicing costs as a
result of exchange rate fluctuations and increased interest rates, the National Treasury has
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proposed huge expenditure rationalization in the FY 2025/26 and over the medium term. In order
to be within this commitment, the National Treasury, has so far managed to reduce the fiscal
deficit to 5.6 percent of GDP in FY 2023/24 and targets to reduUoethier to 43 percent of

GDP in FY 2024/25 through expenditure rationalization and mobilization of additiondahron
revenues from Ministries, Departments and Agencies.

4.3.2.4Additional Allocations to County Governmentsin FY 2025/26

321. Article 202 (2) of the Constitution provides that County Governments may be given
additional allocations from the National Governments Share of revenue either conditionally or
unconditionally; while Article 190 of the Constitution also provides that Pagld shall by
legislation ensure that County Governments have adequate support to enable them to perform
their functions.

322. Further, Section 4 of the County Governments Additional Allocations Act (CGAAA), 2024
requires that additional allocations shall be funds agreed upon by the National Assembly and the
Senate during the consideration of the Budget Policy Statement andashalise of County
Governmentsd additional al Yocations financed
Revenue or proceeds of loans or grants from Development Partners. Pursuant to Section 5 of the
CGAAA 2024, funds for additional allocations to @y Governments shall be included in the

budget estimates of the National Government and shall be:submitted to Parliament for approval.

323.In the 2025 Budget Policy Statement, the National Treasury proposiscite Ksh 67.97

billion as additional allocations (conditional and unconditional) to County Governments. Out of

this, Ksh12.89b i | I i on wi | | be fi nanc edhartof evenue,fared Nat i
Ksh 55.07billion from proceeds of loans and grants from Development Partners as indicated in
Table 47.
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Table 4.7 Additional Allocations to County Governments in FY 2025/26

S/NO |P1'0iect Description |Am0unt in Ksh
I. Additional Allocations Financed from National Governemnts Share of Revenue
1 |Unconditional Additional Allocations from Court fines 11,519,280
2 |Unconditional Additional Allocationsfrom 20% Share of Mineral Rovalties to County 2,934,923.148
TOTAL 2,946,442,428
II. Additional Allocations Financed from National Governemnts Share of Revenue
1 Conditional Grant for Payment of Outstanding Basic Salary Arrears for County Government Health 1759.101.729
Workers T
2 |Conditional Grant for Community Health Promoters 3,234.930,000
3 [Conditional Grant to Supplement Construction of County Headquarters 454,000,000
4 |Conditional Grant for County Agoregation and Industrial Parks (CAIPs) Programme 4,500,000,000
TOTAL 9,948,031,729
III. Additional Conditional Allocations Financed from proceeds of loans and grants from Development Partners
1 |IFAD - Aquaculture Business Development Programme (ABDP) 200,000,000
5 IDA (World Bank) - Financing Locally- Led Climate Action Program-County Climate Institutional 121.000.000
Support (FLLOCA-CCIS) o
3 IDA (World Bank) - Financing Locally- Led Climate Action Program-County Climate Resilience 6.187.500.000
Investment (FLLOCA-CCRI) T
4 IDA (World Bank) - Financing Locally- Led Climate Action Program-County Climate Resilience 1.200.000.000
Investment (FLLOCA- CCRI) T
IDA (World Bank) - Food Systems Resilience Project (FSRP) 3,200,000,000
KfW - Drought Resilience Programme in Northern Kenya (DRPNK) 1,276,654 208
; IDA (World Bank) - Second Kenya Devolution Support Program - Institutional Grant (Level 1 1.762.500.000
Grant) (KDSP) T
g IDA (World Bank) - Second Kenya Devolution Support Program - Service Delivery and Investment 13,042,500,000
Grant (Level 2 Grant) (KDSP)
9  |IFAD - Kenya Livestock Commercialization Project (KeLCoP) 634,500,000
10 IDA (World Bank) - Second Kenya Urban Support Project (KUSP) - Urban Development Grant 10.325.754.660
(UDG)
11 |IDA (World Bank) - Kenya Urban Support Project (KUSP) - Urban Institutional Grant (UIG) 1,300,000,000
2 |Kenya Water, Sanitation and Hygiene (K-WASH) Programme 4607526599
13 |IDA (World Bank) - National Agricultural Value Chain Development Project (NAVCDP) 7.700,000,000
14 |DANIDA - Primary Health Care in Devolved Context (PHDC) 510,000,000
15 |IDA (World Bank) - Water and Sanitation Development Project (WSDP) 3,000,000,000
TOTAL 55,067,935,467
GRAND TOTAL 67,962,409,623

Source of Data: The National Treasury

4.3:2.6Disaggregation of Total Proposed Transfers to the Counties

324.Taking 'in to consideration the above proposed additional allocations to County

Governments in FY 2025/26, the expected total transfers to County Govermsrisitg 73.03

billion. Table 4.8shows disaggregation of total proposed transfers to the Counties in FY 2025/26
and allocations in previous financial year. From the table, there is clear demonstration that there

has been consistent growth of total transfers to County Governments ofieaticeal years.
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Table 4.8 Disaggregation of County Gover nmen

Type/Level of Allocation FY 2019/20{FY 2020/21|FY 2021/22(FY 2022/23|FY 2023/24| FY 2024/25| FY 2025;’26'
A|County Equitable Share 316,500 | 316,500 | 370,000 | 370,000 | 385425 387.425| 405,069
B|Additional Allocations to County Governments 45,595 30,204 30,880 22,359 46,362 42,002 67,962
Of which a) Gok-funded unconditional allacations - - - 10117 - 2,946
b) Gor-funcled conditional allacations 6,505 7.537 5200 3044 4584 0048
¢) Allacations from proceeds of loans and gran| 39,090 | 30204 | 32343 | 17159 33202 35650 55068
C|Total County Allocations (A+B) 362,005 | 346,704 | 400,880 | 392,350 | 431,787 | 420427 | 473,031

Source of Data: National Treasury

4.3.27 Allocation of Sharable revenue between the two levels of Government and the
additional allocations to counties from the National Government share of Revenue

325. 1t should be noted that, and pursuant to Article 202 (2) of-the Constitution, the National
Government has over the years out of its own share of revenue provided for additional allocations
to County Governments. These allocations, which have been mostlyiepaldare meant to
accelerate achievement of policy priorities of both levels of Government, some of which have
international obligations. In so doing, this tends to reduce the National Governments entitled
share of revenue from revenues raised nationd@typle 4.9 shows additional allocations to
County Governmentsom the National Governments share of revenue raised nationally.

Table 49: Division of Revenue Raised Nationally FY.2020/2lL FY 2025/26 (Ksh Million)

TypelLevel of allocation FY202021) FY202122] TFY202223| FY202324| FY 2024125 FY 2025126

a) National Government Share 1,533.700.0] 1398.799.0| 1764516.0] 2177.867.0/2,235093.0) 2,603,137.0

Out of which - - - - - -

i) Additional Allocations to County Governments 6,305.0 75370 5,363.0 131604\ 17,0414 128945

i) Leasing of Medical Equipment 6,205.0 7,205.0 5,200.0 - - -

i) County Ageregated Industrial Park (CAIPs) - - - 430000  2,000.0 4,300.0

iii) Road Maintenance Levy Fund - - - 103521 -

iv) Supplement for construction of County Headguarters 300.0 3320 163.0 434.0 - 454.0

v) Community Health Promoters (CHPs) - - - - 25840 3,234.0

vi) Transferred Museums Function - - - - 302 -

vii) Qutstanding Basic Salary Arrears for Health Workers - - - - L7301 17591
ix) Fertilizer Subsidv Program - - - 53,0000

x) Transfer of Library Services Function - - - 1628 - -

xi) Court fines - - - 1087 1161 115

xii) 20% Share of Mineral Rovalties - - - 20349 - 20340

b) Equalization Fund 6,300.0 6,825.0 7,068.0 $369.0, 8,000.0 10,589.6

Ofwhich: 1) 0.5% Equilization Fund 6,300.0 6,825.0 7.068.0 530001 78330 78328

i) Equilization Fund Arrears 147.0 2736.7

¢) County Equitable Share 316,500.0]  370,000.00  370.000.0]  385.425.0| 387425.0] 405,069.4

Total Shareable Revenue 1.856,700.0] 1775,624.0| 2141584.0] 12571,661.02,631.418.0 3,018,796.0

Source of Data: The National Treasury

4.4 Intergovernmental Fiscal Transfers

326. National Government Ministries Departments and Agencies (MDAS) are responsible for
development of frameworks for the management of conditional additional allocations made to
beneficiary County Governments. These frameworks outline the total allocation to each
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conditional additional allocation and the specific amount apportioned to each participating
County Government; the conditions to be met by participating County Government; and the
responsibilities of both MDAs, and beneficiary County Governments. The AtnguOfficers

in the respective MDAs are responsible for submission of these frameworks to the National
Treasury for inclusion in the County Governments Additional Allocations Bill (CGAAB), 2025.

44.1 Intergovernmental Agreements in respect of the Additional Conditional
Allocations

327. Section 9(b) of the County Governments Additional Allocations Act, 2022 (No. 17 of 2022)
introduced amendments to the Public Finance Management Act (PFMA),-2012 by inserting a
new Section 191A91E. The Section requires the National Treasury to enter into
intergovernmental agreements with County Governments for the.transfer of conditional
allocations.

328. However, during the 21st Ordinary Session of IBEC on 6th:October, 2023, the Council
directed that the National Treasury, Council of Governors, and the Attorney General engage the
Senate and National Assembly to consider suspending the implementatiortiohsS&81A

191E of the PFMA for FY 2023/24. Following this resolution and pursuant to Article 116 of the
Constitution, Parliament granted a suspension of the law's effective date for two financial years,
FY 2023/24 and FY 2024/25, and requested IBEC tpgse amendments via a draft Bill for
introduction to the National Assembly.

329. A Multi-Agency Taskforce reviewed the challenges of implementing the amendments, and
on 6th August 2024, the Budget and Finance Committee of IBEC recommended a repeal of the
Sections. This recommendation was presented and adopted by IBEC in its 24thyCBelasson.
Consequently, and informed by recommendations of a Mwgieincy Taskforce constituted to
review and identify challenges in the implementation of the PFMA, 2012 the Budget and Finance
Committee of IBEC in its sitting on Tuesday 6th August, 2@sdmmended repeal of Section

191 AE of PFMA.

330. The recommendations to repeal of Section 19E Af PFMA were presented by the
National Treasury in the 24th Ordinary Session of the IBEC on 26th August, 2024 and adopted
for further action.

331. Subsequently, ‘the National Treasury prepared a draft Public Finance Management
(Amendment) Bill which has been forwarded to Cabinet for approval, after it was cleared by the
Hon. Attorney General. Once approved by Cabinet, the Bill will be submitted ltarfemt for
enactment into/law:

4.5 Equalization Fund

332.The Equalization Fund (EF), under Article 204(1) of the Constitution of Kenya 2010,
receives an annual allocation of 0.5% of the National Government's revenue based on the most
recent audited accounts approved by the National Assembly. According to 20¢c(2) of the
Constitution, the National Government must use this Fund to improve basic services including
water, roads, health facilities, and electricity, in marginalized areas, to bring these services up to
the level generally enjoyed by the restlté hation, so far as possible.

333.For FY 2025/26, the National Treasurgs recommended allocating K&I8 billion to the
Equalization Fund, representing 0.5% of national revenue fromOR2%/21, as well as an extra
Ksh 2.7 billion to settle outstanding arrears owed to the Fund.

334.1In fiscal year 2023/24, a total of Kdhbillion was paid into the Equalization Fund for
disbursement to the beneficiary counties as conditional grants to commence implementation of
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1,277 projects spread in 1,424 marginalized areas, 366 wards, 111 constituencies and 34
counties. These projects span five sectors of Water, Roads, Health, Education and Energy. In the
same period, 2023/24, thequalization Fund disbursed Kst56,137,031.70 to Ministries,
Departments and Agencies (MDAs) for completion of projects funded under the Equalization
Fund Appropriation Act 2018. Of the projects funded by the EF Appropriation Act 2018, 60
percent are complete and in use by marginalcmdmunities \kile a further 22 percent are
nearing completion.

4.6 Emerging Issues and Policy Interventions

4.6.1County Revenue Forecasting Model

335.1n a bid to enhance revenue forecasting by County Governments,.the National Treasury is
leading a multagency technical team olevelopment of forecasting models to-be.utilized in
estimation of Own Source Revenue targets. The development of the forecasting tool is supported
through KDSP Il in realization of Key Result Area (KRA) 1.on Sustainable Financing and
Expenditure Managemen®nce finalized the models will enhance target setting and accuracy
of fiscal forecasting as well as reduce piling up of pending bills occasioned by overcasting.

4.6.2County Governments Capacity building on Public:Finance Management

336. The Public Finance Management Act (PFMA), 2012 mandates the National Treasury to
develop and oversee the implementation of‘a comprehensive county financing system that
ensures financial controls for the efficient and effective utilization of public resaurc
Additionally, the National Treasury is required to strengthen the institutional capacities of county
public finance management to implement, manage, and support governance, development, and
service delivery.

337.The National Treasury .conducted capacity building workshops on Public Finance
Management Act, 2012 targeting all the 47 County Governments on 10th May 2024. A total of
400 County Government officials drawn from all County Governments were trained in the
cgpacity building workshop. Due to budget constraints, capacity building of County Assemblies
on PFMA, 2012 has not been conducted. The National Treasury is initiating reforms geared
towards centralising PEMA capacity building coordination to ensure efégess and minimal
disruption of County Government service delivery.

4.6.3Integrated County Revenue Management Systems

338.In line with various IBEC resolutions in regard to the Integrated County Revenue
Management System (ICRM3Je National Treasury, in line with Section 12 (1) (e) of the
Public Finance Management Act, 2012, is developing an Integrated County Revenue
Management System (ICRMS) to replace the fragmented County revenue management systems
currently being operated by anties. The ICRMS is a unified, centralized management system
aimed at enhancing effectiveness in the collection and administration of Courgyn@emt

Own Source Revenue (OSRJo far, a MultiAgency Technical Team drawn from across
Government Departments in charge of devolution and representatives from County Executives
have accomplished the following:

i) Conceptualization and PlanninDeveloped a comprehensive Concept paper, project Work Plan,
and required Budget.

i) Revenue Stream Identification and Classificatitatentified, classified, and mapped revenue
streams in alignment with the Standard Chart of Accounts (SCOA).
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iii) Business Process and Requirements DefinitiDefined detailed business processes and
requirements for the ICRMS.

iv) System Architecture and Desigeveloped the foundational architecture and design of the
ICRMS.

v) Technical Specificationdocumented the technical specifications for the ICRMS.
vi) Legal FrameworkDeveloped Draft ICRMS regulations for its operationalization.

339. Currently, the draftegulationsare awaiting approval by the Steering Committee before
being subjected to wider stakeholder engagement and public participation.
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V. STATEMENT OF SPECIFIC FISCAL RISKS

5.1 Introduction

340. The economy is expected stow down to a growth 4.6 percent in 2024 from a growth of
5.6 percent in 2023 mainly due to a general deceleration of economic activities coupled by a
decline in credit to the private sector. Economic activities are expected to pick up in 2025 with
a prgected growth of 5.3 percent. This outlook will be supported bybust services sector and
recovery of manufacturing sector; robust agricultural productivity and improvement in exports.
The outlook will be reinforced by implementation of policies andrreg-under the priority
sectors of the Bottordp Economic Transformation Agenda (BETA) armdprovement in
aggregate demandhere are, however, downside risks to the macroeconoemic outlook envisaged
in this 205 BPS emanating from domestic as well as external shocks.

341.For prudent management of risks, the PFM Act, 2012 requires the preparation of a
AStatement of Fiscal Ri sks. Thus, this secti
Kenyan economy is exposed to that may affect the achievement of the macroedangets

and objectives detailed in this BPS. The fiscal risks arise from assumptions thanerfosdl

projections, the dynamics of public debt, and operations of state corporations, contingent
liabilities, financial sector vulnerabilities and nalureks. Emergence of these risks could make

it difficult for the Governmento actualize and sustain macroeconomic policies detailed in this

BPS. Thus, this section also details the. measures thaBdkernmentis implementing to

mitigate such risks.

5.2Risk in Changes in Macroeconomic Assumptions

342. Macroeconomic variables play a key role in the formulation of the budgttey form a
baseline in/-revenue projections and THeet er mi
macroeconomic assumptions underlying the FY 2025/26 budget entail an estimated growth of
4.6 percent in 2024 and 5.3 percent in 2025. Inflation is projected at 4.8 percent in FY 2024/25

to remain within the midpoint target of 5.0 percent over the medarm. The External sector

is expected to remalin relatively stable despite geagallitragmentation and uncertainties and

tight global financial conditionsThe unexpected changes in the macroeconomic projections in

this BPS may pose risks to the projected revenue and expenditure.

343. Table 5.1 summarizes the likely impact of changes in the5S2BRS outcomes on the fiscal
projections.
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Table 5.1: Fiscal Sensitivity to Key Macroeconomic VariablegKsh billion)

Revenue Expenditures Budget Balance

2025/26|2026/27| 2027/28 | 2028/29 |2025/26|2026/27|2027/28|2028/29| 2025/26 | 2026/27 |2027/28 | 2028/29
Reduction in real GDP (%) by
1.0 % point -125 | -138 | -152 | -167 | -65 | -72 | -88 | -88 | -6.0 -6.6 -79 -19
Increase in inflation rate (%)
by 1.0 % Point S0 s el g 7.0 7.8 9.6 9.6 6.0 6.7 8.2 32
Depreciation in exchange rate
(Ksh/US$) by 10% 199 228 250 | 200 | 4.1 4.6 5.6 5.6 15.8 18.2 220 | 221
Increase in value of imported
goods (US$) by 10% G =52 ) =0 -5.6 0.0 0.0 0.0 0.0 11.6 -5.2 -5.6 -5.6
All shocks Combined 330 | 178 | 204 | 225 | 45 51 6.3 63 | 285 12.7 162 | 16.2

Source of Data: National Treasury

344.The reduction of the projected real GDP in 2025 by one percent (from 5.3 percent to 4.3
percent) has the adverse impact of reducing revenue collection by Ksh 12.5 billion in FY
2025/26. Due to the reduced revenues, expenditures would decline by KshidhSédlulting

to anincrease in fiscal deficiby Ksh 6.0billion in the same period'his shock would persist

over the medium term with the decline in revenues.more than the decline in expenditures leading
to a higher than projected fiscal deficit.

345. A shock of a one percent increase in the projected inflation rakeyf@025/26, from 5.0
percent t06.0 percent, would result in an increase in revenues and expenditures by .Rsh 1
billion and Ksh7.0 billion, respectively in FY 202/26. The higherevenues compared to
expenditures would result to an improvement of the fiscal deficit by Ksh 6.0 billion in FY
2025/26. The impact of the shock.would persist over the medium term thereby improving the
fiscal deficit by Ksh 8.2 billion‘by FY 2028/29. Howay this projection does not take into
account the changes in consumer behaviour as a result on increase in prices.

346. A 10 percent depreciation of the Kenya shilling to the dellauld have a higher impact

on the revenues as compared to the expenditureseVéeues and expenditungsuld increase

by Ksh 19.9 billion_and Ksh4.1 billion respectively in FY 202/26 thereby reducing the
projected fiscal deficit by Ksi5.8 billion. The effect of this shock would persist over the
medium term with the_increase in revenues offsetting the increase in expenditures leading to a
lower than projected fiscal defickiscal deficitwould reduce byn estimated Ksh 22.1 billion

by FY 2028/29. The projection does not take into account that the depreciated exchange rate
might lead to lower volumes of imports thereby having an adverse effect on the revenues.

347.A shock of 10 percent increase in the value of imported gwotte FY 2025/26vould
increase revenue collection by Ksh 11.6 billion in the same period. However, the shock would
have a negative effect on revenue collection over the medium term due to change in consumer
behaviourThe shock would not significantly affect expenditures

348. Overall, if all the four shocks were to hit the economy concurrentthe FY 2025/26
revenues would increase by K8B.0billion as he movements in inflation and exchange rate
would offset the risosed bya slowdown ireal GDP growth The adverse impact of the shocks
to expenditures would be significantly lower compared to the increase in revevely
eliminating the fiscal riskon the budgefrom macroeconomic shocks.
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Assessment of Past Forecast Accuracy of Underlying Assumptions and Budgetary
Aggregates

349. Overall, the actual real GDP growth and inflation projections have been within their
respective set targets withinimal deviations as shown kgure 5.2 However, for the past two

years, revenues and expenditures have been performing below their respective targets. The fiscal
deficit has been consolidation gradually over the past three tears.

Figure 5.2 Deviations in Macroeconomic and Fiscal Aggregates
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350. Over the period 220/21-2023/24, there was minimum deviatiobetween the assumed and
provisional actual.real GDP growth rates with a standard deviatioB p&fcentage point. With
respect to inflation assumptions, the standard deviation was@r@entage point over the four
years, with the largest deviation being recorded in FY 2021/23 getcent mainly due to the

unanticipated inflationary pressures resulting frprolonged drought and external pressures
(Table 5.2).

351. The actual performance of fiscal aggregates against their targets was mainly below target.
Total revenue between FY 2021 and FY 203/24 fell short of its targeby an average of Ksh

128 billion. This shortfall was from both ordinary revenues by Ksh 98 billion and Ministerial A
I-A of Ksh 31 billion The average deviation of total expenditure and net lending between FY
2020/21and FY 203/24was an underspending of K&05 billion. This shortfall was mainly

due to lower absorption in development expemdguby Ksh114 billion and recurrent
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expenditures by Ksh 65 billionThe lower recurrent spending is in line with the fiscal
consolidation programme by the Government that targets to curtail unproductive expenditures.

352.The lowerthanprojected spending on development expenditure poses a risk to the
projected economic growth affidcal program. In order to prevent this risk from materializing

and improve efficiency of public investments, the National Treasury froze initiation of new
capital projects until the completion of the ongoing ones. The Public Investment Management
Unit will ensure that all capital projects are planned, appraised, and evaluated before funds are
finally committed in the budget.

Table 5.2: Deviations in Macroeconomic and Fiscal Aggregates

2021722 2022123 2023/24* 2024/25 | Average | Standard |
Proj. Actual  Dev. |Proj. Prel Actual Dev.  |Proj. Prel Actual | Dev. Proj |Deviations |Deviations
L Kev Macroeconomic Assumption
Real GDP 5.9% 6.2% 0.3% 5.2% 5.2% 0.0% 5.5% 5.1% -04% | 5.0% 0.0% 0.3%
Inflation Rate (avg) 5.6% 6.9% 13% 7.8% 7.7% -0.1% | 6.3% 6.1% -02% | 48% 0.4% 0.7%
Exchange rate (Ksh/US$), avg 1138 1334 1353
Export growth 10.6% 8.0% 5.0%
Import growth 16.4% 39% -3.5%
II. Fiscal Agsregates (in Ksh billion)
Total Revenue 2192 2,200 8 2479 2361 - 118 3,071 2,703 - 368 3.060 |- 128 25
Ordinary Revenue 1,852 1518 66 2145 2,041 - 104 2625 2289 - 336 2631 |- 98 48
AiA 340 282 - 59 333 319 - 14 446 414 32 429 |- 31 43
Grants 63 31 - 32 42 23 - 19 47 22 |- 25 52 |- 29 37
Total Expenditure 3,286 3,028 - 258 3367 3221 - 146 3,903 3,605 - 1298 3881 |- 205 201
Recurrent 2227 2,135 - 92 2368 2312 - 36 2,760 2678 - 82 23826 |- 59 65
Development 658 540 - 117 561 494 - 67 718 546 - 171 600 |- 117 114
Domestic 411 378 - 33 337 344 7 438 377 61 350 |- 2 31
External 239 162 - 78 194 138 - 36 250 152 98 242 |- 79 81
Net Lending - - - 16 1z - 4 19 17 1 - |- 1
Equalization Fund 7 - -1 14 - - 14 11 - -1 8 |- 8 5
County Allocation 401 352 - 49 436 416 - 21 424 380 - 43 451 |- 28 35
Balance - 1031 - 785 246 |- 846 - 800 46 |- 785 - 835 - 50]- 769 72 177
Financing 1,031 748 - 183 846 770 - 76 785 818 33 769 |- 88 01
Net Foreign Financing 343 143 - 201 363 311 - 52 362 223 - 139 355 |- 122 157
Net Domestic Financing 688 605 - 83 484 460 - 24 423 596 173 413 34 76
Memo Items: - -
Nominal GDP (Ksh billion) 12,844 12,698 - 146 14,336 14274 - 61 16,132 15826 - 305| 17435 |- 106 121

Source: National Treasury

353. The economy is projected to remain strong in the FY 2025/26, growing by 5.3 peitbent

a 95 percent confidence level ranging betwe&mpercent and.8percent at @B percent standard
deviation This is an improvement from a growth of 5.0 percent in FY 2024/2%9®aiwth range

of aroundb.5percent and.5percent using the same standard deviation at 95 percent confidence
interval (Figure 5.2).

354. There. is a 95 percent chance that the forecasted total revenue ®bK6l6billion in FY
2025/26 will be within the actual revenue range of K3H.36.4billion and Ksh3,896.9billion
and a 50 percent possibility between Bs848.6billion and Ksh3,384.7billion with a standard
deviation of ' Ksh25 billion. The Projected revenue 8f060.0billion for FY 2024/25 will fall at
an actual range of Ksh410.2billion and Ksh2,679.7billion at 95 percent confidence interval.

355. The forecasted expenditure of K3/880.8billion in FY 2024/25has a 95 percent chance
to range between Kst,308.4billion and Ksh 3453.3billion with a 201.0billion standard
deviations. The expenditure is projected to increase further in FY20® Ksh4,329.3billion
and to range between Kgh756.8 billionand Ksh 301.8billion at 95 percent confidence
interval. The fiscal deficit will therefore fall between K/©59.0billion and Ksh478.1billion

in FY 2024/25 and between KsHL,049.9billion and Ksh468.9billion in FY 205/26 at a 95
percent confidence interval.
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Figure 5.2: Confidence Intervals
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5.3 Specific Fiscal Risks

356. This section covers specific fiscal risk that Kenya faces and elevates the importance of
effective risk management. The specific fiscal risks include:

a) Fiscal Risks Associated with Public Debt;

b) Fiscal Risks Arising from Accumulation of National GovernndeBending Bills;
c) Crystallization of Contingent Liabilities;

d) FiscalRisks Related to Devolution;

e) Climate Change Related Fiscal Risks to the Econ@mg

f) Other fiscal risks.

357. The analysis of the above specific riskas follows:
5.3.1Fiscal Risk Associated with Public Debt

358. Performance of the economy has a direct correlation with the debt sustainability. Poor
performance of the economy deteriorates the debt indicators thus unsustainability. However, the
Government strategy to revive the economy and its commitment to fistsadlo@ation will lead

to improvement of the debt ratios.

359. Market pressures due to war in Ukraine and the monetary tightening in the USA and Europe
have limited access to the international capital market. The inflation rates have led to high interest
rates and this has hindered the Government in performingtyatminagement operation on its

debt portfolio. However, the Government will continue to monitor the financial conditions before
performing any liability management operations whose aim is to lengthen the maturity structure
and reduce the refinancing risksthe debt portfolio.
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360. The orgoing implementation of reforms in the domestic debt market are aimed at improving
efficiency and deepening the market to cushion the Government against the downsides of the
risks stemming from external factofie risk of continuous increase in the cost of debt service

as a result of Kenya shilling depreciating against major currencies as 50 per cent of the debt
portfolio is from external sources.

361. The rising interest rates both in the domestic and external market has an implication on the
Governments™ overall debt service. A large proportion of revenue will be used to service debt.
Uncertainty in the movement of interest rates have led to incréaswodebt on shoiterm
maturities thus increasing the refinancing riskcreasing cost of borrowing due to credit rating
downgrade which impacts investor confidence and financial terms of various credit especially
the commercial loans.

362Government 6s exposure to fi sical riowrled and
enterprises and recorded off balance sheet. Materialization of these liabilities may pose fiscal
difficulties in the budget year. The government will continue moimgothe liabilities and will

be able to mitigate the risk before they materialize.

5.3.2Crystallization of Contingent Liabilities

363. Contingent liabilities are potential liabilities that. may occur depending on the outcome of
uncertain future event. A contingent liability is only recorded in the financial statements if the
contingency is probable and the amount of the:liability can nedp be estimated. However,

they must be given adequate disclosure if otherwise. Explicit contingent liabilities are specific
Government obligations established by law or a contract authorized by law which Government
must settle when it becomes due. Oe thither hand, implicit liabilities represent moral
obligations or burdens that, although not legally binding, are likely to be borne by the
Government because of public.expectations or political pressures.

364. Contingent liabilities are frequently not recorded directly in the budget and thus not
subjected to budgetary oversight. Because their fiscal cost is invisible until they come due, they
represent a hidden subsidy and a drain on future government finahess.could lead to poor
quantification of Contingent Liabilities and the possibility of unplanned budgetary requirements
if the guarantee crystallizes. There is need therefore, to monitor these contingent liabilities to
avoid fiscal risks in the budgetaein the event they happen.

5.3.2.1State Corporations /Government Owned Enterprises GOES)

365. State corporations have legal capacity to contract debts and other liabilities to finance their
requirements with approval of the Parent/line Ministry and concurrence from the National
Treasury as per the requirement of the State Corporations Act. Government loans to GOEs are
either direct or oflent. Direct Loans is where Government has grantedratio a Corporation

from the National Exchequer resources whilel@nt Loans is where Government procures
credit facilities from development partners on concessional terms. The proceeds are thereafter
extended to Corporations as loans.

366. State Corporations are major sources of contingent liabilities to the Government. These
mainly stem from inability of the Corporations to pay for contracted obligations such as
Government loans, guarantees, pending bills, commercial debts and legal claims.

367. State Corporations face a number of challenges including: i) Inadequate capital for
investments and working capital due to dwindling Government Resources to invest in those
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entities; and ii) Government crowding out the private sector in production of good and services
hence lack of competitiveness leading to inefficiencies; among others.

368.Debt stricken State Corporations, constitute a potential source of fiscal Risk. The
Government is cautious in issuance of guarantees and other support measures to state
corporations upon such requests. However, as the principal owner of all the GOEs, the
Government is naturally the underwriter of the risks that they face.

369. State Corporations can be a major source of fiscal risk to public finances if they
underperformed financially. In FY 2023/2024, fiscal risk analysis was done on a sample of fifty
State Corporations in addition to eighteen initially done in FY 2021/2022enieport identified

and disclosed the fiscal risk exposure to the Government.

370. In the sixtyeight (68) Corporations, preliminary financial evaluations and risk assessment
highlighted a number of fiscal risks that could materialize. These stem primarily from liquidity
challenges resulting fronnfavourableevenue and economic perfermance. They also reflected

a high liquidity risk demonstrated by their quick ratios which are below the set standards. Current
ratios being less than one, implying their inability to service shortterm obligations as and when
they fall due. Subsequently,rse were found to have accumulated sizeable arrears/pending bills.

371. Government Linked Corporations (GLCs) also pauBscal risk to the Exchequer. These

are atities where the Government has less than 50% stake. Government oversight in GLCs is
limited. However, it may be called upon to meet some contractual obligations in case of default.
Due to strategic nature of some of the entitiesand in view of the ahiimarest & the overall
impact of their failure to the economy, the Government' may be morally obliged to bail out these
entities in case they are in financialtdéss. This may pose serious fiscal risk and challenge to
budget implementation.

372.The National Treasury has guaranteed anumber of State Corporations and GLCs"As at 30
June, 2024, the Government.of Kenya had guaranteed the followingo®tage Enterprises
(SOEs): Kenya Electricity -Generating Company PLC (KENGEN), Kenya Ports Authority
(KPA) and Kenya Airways (KQ). In-addition, 21 SOEs had -goaranteed debt. Nen
guaranteed loans are funds borrowed by Corporations based on the strength of their balance
sheets.

373. The stock of Gavernment guaranteed debt as at end June 2024 was at Ksh 94,218 million,
which was a decrease from Ksh 170,229 million as at end June 2023 due to novation of Kenya
Airways debt and repayment of other guaranteed debt.

374. Twenty-one (21) Corporations reported Rgnaranteed debt amounting to Kg8,207
million (0.5 percent of GDP). The cumulative stock oflent loans amounted to Ksh 1,040,023
million. This'included loans to Kenya Raiys Corporation amounting to K$69,329 million
which accounted for 55 percent of the totallent loans.

375. Pending Bills among the state corporations remain high, with records showing Ksh 379.816
billion as at 38" June, 2024. The major pending bills include; Ungamint r act or s®é f ees
projects, undischarged tax obligations and unremitted employer pension.

376.In order to mitigate the fiscal risks among the State Corporations, the Government:

i) Has initiated the process of reform and restructulegiitutions. The National Treasury
has conducted a preliminary financial evaluation and viability assessment of State
Corporations to identify those to be merged and those that need restructuring. This is
aimed at increasing theucC€CongtCygioporfatsicahns ¢
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the National Exchequer therefore, creating room for the Government to undertake priority
projects and programmes;

i) Has committed to State Corporations reforms that includes governance reforms and
restructuring, separation of roles and responsibilities among Government institutions
providing oversight on State Corporations;

iii) Will continue to utilize the Government Information Management Information System
(GIMIS) to oversight State Corporations. This will ensure availability of comprehensive
and consolidated data on State Corporations to ensure timely identification, mgnitorin
mitigation, and reporting of fiscal risks from SOEs. More modules are being inbuilt to
have a better chance of arresting fiscal risks in the Corporations before they materialize;

iv) Has initiated a Government Ownership Bill aimed at addressing governance issues and
gaps in law thereof in relation to Government Owned Enterprises. This will ensure
transparency and accountability in their operations. Public participation on the bill has
been conducted and the other processes towards enactment of the bill as an act are on
course;

v) Is in the process of developing Government Investments regulations which will govern
public resource flows tocorporate bodies /in terms of justification, oversight &
governance arrangements and reporting; and

vi) Is in the process of developing key performance indicators for commercial State
Corporations to help in assessing their strategic, financial, and operational achievements
in relation to Governmentos expectalyi ons.
identification of problems which could result to materialization of contingent liabilities.

5.3.2.2Public Private Partnerships (PPP) Projects

377.Public Private Partnerships (PPPs) are meant to address the major infrastructure
development fundinggap in"a time of constrained #cal space, competinglevelopment
pressures, particularlyy the social sectors, andising public expendituredemandunderboth
national and devolved structures. Currently, it is estimated that the country requires
approximately USD 2 billion pgrearto bridgetheinfrastructurdunding deficit.

378. The Government identified PPPs as one of the key avenues to partly filvdstment
financing gap occasioned by the ongoing fiscal consolidagéforts, reducing government
borrowing and loweringields ongovernment securities. PPP Projects also build local financial
service sectodeepening through mobilizgativate sector capital, gettingnovativeideas, risk
transfers, nofdebt fiscal sustainability and addressing clintatated exposures.

379.0Over Ksh140.7 billion in private capitdnas so far been mobilized througRPPs over the
years up to 30th June 2024. During Financial Year 2024/20@%ational Treasury projects to
mobilise a total of Kh 50 billion from thefollowing projects: 35MW Orpower Geothermal
Project (Kdh 11 billion); Galana Kulalu Food Security Project Project (Kgh5 billion) and
Africa 50 transmissiohines (Ksh41 billion).

380. Currently, theres a PPP projects portfolio pipeline of 37 at various stagaesng the last
financialyear, the PPP program achieved financial close of two main projects namely, Kenya
Defence Brces housing Project an@5MW Quantum Geothermal Project. The National
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Treasuryhasanumkberof key policy milestonesvhichinclude developmenodf PPPRegulations
under the PPP Act 2021, and developmerat cimate resilience framework for PPPs.

381. Governmentenvisageamobilizing Ksh 70 billion within thenext FY 2025/26 through
Private investments PPPs byworking with the private sector to develop projects in priority
areas. The summary of ttergetedsectorprojectsis herebelow.

i) The Water SectoiSabaki Water Carrier Project (Ksh 28 billion) amarigers

i) Energy Sector Generation and Transmission projects (NaiiStoeet lighting Project
Ksh 10 billion among others);

iii) HousingSectori e.g. Stony Athi Affordable Housing Projedt Ksh 9.2 billionamong
others;

iv) Roads andTranspet sector- the Mombasa Nairobi Express waycurrently project
development pase among others.

382.There are potential fiscal risks associated with the Public Private Partnerships projects
including possible breaching of contract obligations, unfunded additfightions and those
stemming from movements in inflation and exchange rate. To ‘mitigate these risks, the
Government will strengthen PPP institutions, improve governance, promote the framework for
balancing risks with affordability and value for money Mfyuaranteeing rapid service delivery
through cutting down execution timelines and pramoting local content for greater national value
capture in PPPs.

383. As partof derisking publicinvestments in respect to capital mobilizationifdrastructure
development, the Government will continue toyde GovernmenSupportMeasures (GSMs)

to private investrs in PPP projects in the form beétters of Support (LOSs), Partial Risk
Guarantees and Indemnity AgreemeAiscordingly, the FCCL framework shall be reviewed to
ensure an appropriate balance between project benefits and the risks to be assumed by
Government. Thisvill encourage and unlock the private sector capitairojects which equire

de- risking. To date a total of fifteen projects have beenissuedwith GSMs which are at
FeasibilityStudy phasewith the project implementation targeted to commdandeY 2024/25.

The contingent liabilities are going be closely monitored arghall be disclosed accordingly
depending on the implementation progress of various project agreements.

384. The Governmentvill also put in place a framework thaitill enable private investment in
national programs through balancing risks and rewards between thegnebpdvate sector and
free the fiscal 'space: In this regard, the Government will institutionalize a joirtPPI¥
planning framework to ensure that only projects with the highest soat@nomic returns are
undertaken. To achieve this, pibjects will be screened for commercial viability as PPPs, before
being considered for implementation within the National Budget.

385.To ensure a structured approach to infrastructure development, the National Treasury in
conjunction with the State Department of Economic Planning and other Government agencies is
working to develop a X@ear National Infrastructure Plan (NIP). The Planl Wbcument
strategic infrastructure investments across various sectors and provide a basis for planning,
prioritization, resource mobilization, and delivery of infrastructure projects. The National
Infrastructure Plan will inform the implementation of lhd®PP and public investment projects
under the Public Investment Management framework.

386. Additionally, during the FY 2025/26, the National Treaswill develop procurement tools
to standardize the procurement process in the following sedteedth, water, and road sectors.
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To improve disclosure and transparency framework, thorqugiic engagements will be
undertaken during all critical stages of the PPP project implementation processes. Contracting
Authorities shall also be required to publish all intended and ongoing projects in lirgeatittn

43 and 69 of the PPP Act of 2021.

5.3.3Fiscal Risks Related to Devolution

387.County Treasuries are required under Section 107 of the PFM, Act 2012 to manage their
public finances in accordance with the principles of fiscal responsibility. Among the fiscal
responsibility principles set out in Section 107 (2) is the requiremeritdd@ounty. Treasury to
manage its fiscal risks prudently. A number of fiscal risks that require prudence in its
management by the @oty Governments are as follows

i) County Governments borrowing through overdrafts from commercial banks and other
loan facilities (using different names for the financial securities) without guarantee from
the National Treasury

i) Pending Bills for Statutory deductions more especially pensions posing a huge challenge
to the social security of the pensioners who may. retire without-a pension

iii) Delays in enactment of crucial laws for Beunty Governmentboth at the county level
andthe National Government level);

iv) Overreliance of th€ounty Governmenisequitable share which exposes the counties
to fiscal shocks occasioned by delays or failure by the National Treasury to raise the
projected revenues

v) Below potential OSR which results to unfunded budgets resulting to accumulation of
pending bills and

vi) Accumuldion of pending bills over time.
5.3.4Climate Change Related FiscaRisks to the Economy

388. Climate change in Kenya exhibits a distinct warming trend and variable rainfall pattern.
Average temperatures in_Kenya have increased by just over 1 degree Celsius since the 1950s
(Figure 5.3). Precipitation has been highly erratic with variable rainfall pattern and amounts.
These changes have resulted in more frequent and extreme weather events ranging from
droughts; floods, and landslides, causing major secimomic and developm&l challenges

to the economyThe consequences are compounded by thespidad lack of supportive
infrastructure and-technology.
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Figure 5.3: Observed Annual Average Mean Surface Air Temperature of Kenya, 1950
2022
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389.Kenya is highly exposed to a range of climegkated natural hazards, including droughts

and floods, whiclhavesignificant social, economic, and environmental impacts. Major droughts
tend to occur approximately every decade, while less severe but more frequent droughts and
floods take place every-8years. These events lead to loss of life, increased food iitgecur
water shortages, reduced economic productivity, loss of biodiversity, redmsed conflicts
(especially among pastoral communities), and extensive infrastructure damage.

390. Between 1964 and 2022, floods resulted in 2,090 deaths, and droughts have affected over
59 million people Table 5.3). Trends show a rising frequency of floods, landslides, and storms,
and climate change is expectedet@mcerbat¢hese events, increasing both their frequency and
severity. For example, tH20222023 droughfollowed severe flooding i20193202Q As these

climate risks continue to-intensify, the need for robust adaptation and mitigation strategies
becomes even more urgent to.reduce their impact on Kenya's population and economy.

Table 5.3: Natural Disasters in Kenya, 19642022

No. of Total No. deaths  Total No. affected Total damage
Events

Floods 58 2090 4,718,765 518,388

Landslide 5 153 146 T

Drought 17 196 59,300,000 251,500

Storm 1 50 ) )

Source: EMDAT, the International Disaster Database (2023)

391. According to theState of the Climate Kenya (2028)e 2023floods affected 38 counties
across Kenya, resulting in loss of lives, injuries, displacements, and destruction of key
infrastructure. An increase in contaminated water also led to secondary effects, including vector
and waterborne diseasatbreaks757,173 people (138,560 households) were affected since the
onset of the short rains seasormvieEen October and December 20&®me of the hardest hit
areas were the serarid lands where pastoralism is the economic driver for livelihoods. These
areas were still recovering from the worst drought in 40 years, which led to high rates of
malnutrition.
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392. Climate events account for a significant proportion of natural disasters in Kenya, and the
damage caused by these evemtderscoreshe urgency of investing in resilient infrastructure
across sectors such as energy, water resources, agriculture, and. tourism

5.3.4.1Specific Fiscal Risks related to Climate Change

Nature of Specific Fiscal Risks

393. These risks are events that may or may not occur, but if they do, they could significantly
affect assets, liabilities, government spending, and reverrdike slowonset risks (e.g.,
gradual economic impacts), specific fiscal risks could have immediate and substanti@rsmort
impacts.

Key Types of Fiscal Risks

394. Direct Physical RisksThese risks arise from natural hazards; sudaradslidesor other
extreme weather events, causing damagautdic infrastructureln addition, the risks can be
Acute resulting from extreme weather events (e.g., hurricanes; floodsCharahic Due to
gradual environmental changes (e.g.;le®el rise or desertification), leading to more frequent
or severe natural disasters.

395. Transition RisksThese risks stem from the transition tocagbonrneutral economywhich
could affect thevalue ofgovernmentssetand these include theeed for additional suppaoid
adjust operations to align withimateneutral productionespecially beyond existing transition
plans.

396. The vulnerability to fiscal risks rises when a country's abilitglisorb such risks is low.
Financially weak sectors, likagricultureand mining, lack the resources or access to finance to
manage the financial impact of natural hazards and climate change. As a result, the financial
burden is often shifted to the Government. A complete understanding of specific fiscal risks and
assessmeénof their relevance to fiscal policy and the budget requires a comprehensive
assessment of climate change risks across the general government sector and for all public
corporations.” Kenyads key economic wsawngors a
impacts across different areas:

i) Agriculture : As the backbone of the economy, agriculture is heavily reliant on consistent
weather patterns. Climate change, withuitpredictable rainfall and extreme weather events,
threatens crop yields, food security, and rural livelihoods.

i) Energy: Kenya's energy sector, especially hydroelectric power, is vulnerable to changing
rainfall patterns, which can lead to power shortages and increased use of expensive fossil
fuels. Rising temperatures also reduce the efficiency of geothermal plantsremdigsaon
systems.

iii) Labour Productivity : Increased heat from climate change can reduce labour productivity,
particularly for outdoor workers in sectors like agriculture, forestry, and fisheries, especially
in arid regions.

iv) Road Transport: With 93% of freight and passenger traffic depending on roads, climate
induced disruptions like flooding and road degradation during extreme weather events can
isolate regions and hinder trade and mobility.
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v) Tourism and Wildlife: Tourism, closely linked to wildlife and natural landscapes, is
affected by climate shifts that alter wildlife habitats and migration patterns, potentially
reducing tourism appeal.

vi) Water Resources Climate change contributes to water scarcity and the degradation of water
quality, impacting both human consumption and agricultural use, with-nardgng effects
on health, food production, and energy generation.

vii) Health & Education: The average number of hot days and nights per year have increased
remarkably with associated effects on health reported across various hospitals (KMD, 2022).
Extreme weather events, such as floods and higher temperatures, can damage infrastructure,
disrupt access to health and education services, and increase the spread of diseases like
cholera and typhoid. Droughts can reduce food availability and student attendance.

5.3.4.2Long Term Climate Change Fiscal Risks

397.Cl i mate change has already “started to I m
macroeconomic and fiscal implications are significémtreasing temperatures due to climate

change are expected to have significant {terg effects 'on both economic growth and the
sustainability of public financeseadingto increased fiscal risks. The analysis considers how
temperature changes influence economic activities.and examinethisamould impact fiscal
projections, thereby creating growing fiscal pressures. The assessment spans through to the end
of the century to capture the gradual, compounding nature of climate change's economic and
financial impacts over time.

398. The analysis demonstrates the impact of four different scenarios of increasingly severe
climate change impacts, against a baseline which reflects the continuation of the current
economic and fiscal path in the absence of climate chdiafée 5.4 describes the scenarios and
expected increases in temperature globally and for Kenya.

Table 5.4 Climate Change Scenarios in Kenya

Temperature Change Degree
Scenario Description Celsius
20212050 20212100

It assumes that countries wiflaintain their curren
Paris: climate mitigation policies and will take addition 1.0 1.0
actions to meet their Paris Agreement commitme
Emissions follow current trends, peaking &
stabilizing by the end of the century. It assumes
Moderate: countries will maintain their current clima] 1.2 1.6
mitigation policies but will not take addition
actions to meet their Paris Agreement commitme
Countries reduce their current climate mitigat
High: efforts, resulting in limited energyefficiency 14 2.2
enhancements and continued reliance on fossil f
This scenario follows the emissions path of the I
scenario. However, it adopts the 90th percentilg
temperature increase among all climate mo
rather than the average temperature projection.

Hot: 1.9 2.9
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399. Climate change is expected to reduce GDP growth, primarily through lower productivity.

The severity of the impact depends on the intensity of climate effects. Key transmission channels

include:

i) Higher depreciation gbublic and private capital: Increased temperatures and changing

precipitation patterns will damage infrastructure such as roads, power lines, machinery,

and equipment. Natural disasters like floods and landslides will further degrade assets.
i) More frequent and severe natural disasters: Climateced events such as floods,

droughts, and landslides are expected to increase in frequency and severity, leading to

more negative economic outcomes.

i) Reduced working

hours and

producti vity:
employees can work effectively. There could also be negative health impacts, such as the

spread of diseases like malaria, cholera, and typhoid, which further reduceipryduct

Longerterm effects on economic structure: Certain sectors;such as agriculture (especially

high-value crops) and tourism, may suffer due to clinratated changes, such as reduced
crop yields or unfavourable conditions for tourism.

5.3.4.3Macroeconomic Impacts of Climate Change

400. There isa marginaimprovement in the level of GDP (increasing by 0.5 percentage points
by 2100 andlabour productivitygrowthunder theParis scenariorl his is because implementing

the Paris Agreement commitments is expected to mitigate against the impact of Climate change.

Under each of thother climate change scenatlere is a compounding decrease in the level of
GDPand labour productivity but with varying magnitudéshough reductions in growth rates
are small in any given year, this compounds significanttize long run Under the hot scenario,
GDP would be 4.2 percentage points lower than the baseline by the end of the @egtuey
5.4). This is in line with estimates.impacts for other similar countries in the region.

Figure 5.4 Macroeconomic Effects of Climate Change in Kenya (2018099
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5.3.4.4Effects of Climate Change on Fiscal Projections

401.Taking the assumption th&overnment expenditure remains unchanged and revenue
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scenarios except thearis scenaridaligned with climaterelated goals)This would result in
higher net borrowingand an increasedebtto-GDP ratio (Figure 5.5). The resulting fiscal
deterioration would necessitdiscal consolidatioreither through expenditure cuts or revenue
increases to maintain fiscal sustainability. However, balancing this fiscal consolidation with the
need for increased investment imfrastructureand human capitalto promote longerm
economic growth poses a significant challenge for the government. Theoffdoetween
maintaining fiscal disciplinend investing in growtpromoting sectorsill require careful
managemenin contrast, thdaselineandParis scenariosuggest a decline in tliebtto-GDP

ratio, which aligns with the target aghaintaining national debt at 55 perc&itGDP in net
present value terms.

Figure 5.5 Effects of Climate Change on Fiscal Projections (20130%0)
Primary Net Lending / Borrowing Debt-to-GDP Ratio (percent)
(percent of GDP)
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402.The pimary balance gagPB. Gap)is the difference between debt stabiig primary
balanceandtheactual primary balance. The higher the gap the more fiscal restructuring required
to stabilize debt. According to the analysise tbaseline scenario requires a modest fiscal
consolidation of around 0.1 percentage points of GDP over the projection period to ensure a
stabilization of the debt to GDP ratio. Climate changeild raise this burden to 0.7 percent of

GDP (Figure 5.6).

Figure 5.6. Primary Balance Gap (% of GDP)
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5.3.4.5Climate ChangeMitigation and Adaptation Measures

403. Kenya is highly vulnerable to climate change and natural hazards, with events like droughts,
floods, landslides, and storms causing significant loss of life and underndauvgiopment

efforts. Around 70 percentf these disasters are linked to climate events. The increasing
frequency and intensity of these events highlight the urgent need for strong climate adaptation
strategies to mitigate their negative economic and fiscal impacts. Recognizing this vutgerabili
Kenya is focused on creating a climataispe policy framework that aims to improve fiscal
sustainability and strengthen climate resilience. Addressing climate risks is seen as essential for
reducing fiscal pressures and ensuring {@rgn development.

404.The Government is actively working to reduce emissions, build resilience to climate
change, and meet its Nationally Determined Contributions (NDCs) under the Paris Agreement.
To achieve this, it has developed g€dar National Climate Change”Action Plan ' (NCCAP)
which is aligned with thévlediumTerm Plan (MTP)cycle. Additionally, the governmeris
implementing a Financing Locally Led Climate Action (FLLoCA) Progriambuild local
resilience to climate change and other natural hazdids development objective of the
Program is testrengthen the capacity bfational aad County Governments to manage climate
risk.

405. Other examples of measures being utade&m by the Gvernment include:

1) Low-emission Power Generation: Prioritizing tdevelopment of renewable energy
sources, especially geothermal and hydroelectric power, to reduce emissions and
dependence on fossil fuels;

i) Tree Planting Initiative: Committing to plant 15 billion trees by 2032, which will help
reduce net emissions, enhance carbon sequestration, and protect infrastructure from
climaterelated disasters;

iii) ClimateRelated Budgeting: Ongoing ‘efforts to tag climegkated expenditure in the
national budget to ensure that financial resources are allocated to climate mitigation and
adaptation projects;

iv) Green Government Buildings: Setting a target for 25% of new government buildings to
be environmentally sustainable (green), helping to reduce energy consumption and
emissions; and

v) Improved Road Drainage: Enhancing road infrastructure by improving drainage design to
reduce vulnerability to flooding, ensuring better resilience to extreme weather events.

5.3.4.6Enhancing Analysis of the Climate Change Impact to the Economy: Greening the
Macroeconomic Model

406Macroeconomic variables are fundament al
serving as'the essential foundation for revenue projections and guiding the allocation of public
spending. Critical variables such as GDP, inflation, unemployment ratesitarest rates play

a central role in determining the economic conditions that influence tax revenues and in setting
priorities for Government expenditurelowever, the economy faces significant challenges
arising from climate change and environmentakddgtion. Among the most impactful climate
related natural disasters are droughts and floods, which continue to adversely affect the
population, economy, and infrastructure.

407. Notably, major droughts have become more frequent, now occurring approximately every
3 to 5 years, compared to they&ar cycle that was observed in the past. This increasing
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frequency of extreme weather events underscores the urgent need for comprehensive policy
adjustments that address the escalating risks posed by climate (Figinge 5.7). As a result,

it has become increasingly necessary to reassess traditional macroeconomic models to better
incorporate the impacts of climate and environmental change and ensure sustainable economic
planning moving forward.

Figure 5.7. Real GDP Growth Rate
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408. The Kenya Country Climate and Development Report (CCDR), released by the World
Bank in November 2023, represents a significant milestone in understanding the intersection of
climate change, development, and economic growth in Kenya. The report was deéwelbpe
essential support from the National Treasury, which assisted the World Bank in providing
relevant data and information during the preparation process. While the analysis was constrained
by certain data challenges, the preparation of the CCDR Higdtigkey opportunities for
improving the integration of climate considerations into macroeconomic models. One of the
primary challenges identified in acquiring accurate and comprehensive data was the lack of
natural capital data, such as forests, landewand ecosystem services. These resources are
essential for understanding the broader impact of climate change but are often undervalued or
missing in traditional economic models. In addition, data inconsistencies and outdated
information compounded thdifficulties, limiting the accuracy and relevance of the analysis.

409. In response to these evolving concerns and in recognition of ongoing climate thends,
KNBS under theNational Plan for Advancing Environmerfatonomic Accounting (NP
AEEA) and supported by the World Bank, has prioritizedhpilation of Natural Accounts data
under the following sub accountsater, land, forest, ecosystem, energy, and mineNRS is
working with among others the following stakeholders in suppdtteNatural Accounts data:
Kenya Water Research Authority (WRA), Kenya Water Towers Agency (KWTA), National
Lands Commission (NLC), Kenya Forestry Research Institute (KEFRI), Kenya Forestry
Services (KFS), State Department of Forestry (SDF), DirectofaiResource Surveys and
Remote Sensing (DRSRS), Ministry of Water, Sanitation and Irrigation (MoWSI), Kenya
Institute for Public Policy Research and Analysis (KIPPRA), National Environmental
Management Authority (NEMA), National Water Harvesting and Sragthority (NWHSA),
State Department of Water (SDW), National Irrigation Authority (NIA), and Kenya Wildlife
Services (KWS).

410. At the same time, to strengthen Economic policy formulation, the National Treasury
collaboration with the World Bank has initiatetforts of Greening thenacroeconomic model
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that integrates considerations of climate chaugi@g data from the Natural accounthis
Macrceconomic and Fiscal Model (MFMbds a flexible and comprehensive analytical tool
designed to assess the interactions between fiscal policies and macroeconomic ¢eiganees
5.8). MFMod under the World Bankas been widely applied across various countries to analyze
the effects of different policies on key variables such as economic growth, inflatioic, ghettl

and government budgets

Figure 5.8 Structure of the Macroeconomic and Fiscal Model (MFMod)
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411.The National Treasury in collaboration with the World Bankder the Technical
AssistancgP177097), financed by the Global ProgramSustainability (GPS)is Greening a
tailored version ofthe MFMod, for Kenya named KENModuilding upon the MFMOD
framework, KENModis customized to address the unique characteristics of the Kenyan
economy.The KENMod will generatea more accurate evaluation tife macroeconomic
dynamics,taking into account climate consideratiofi$iis framework will supporeconomic
planning and decisiemakingthatreflect the true value of our natural resources and ecosystems,
which are vital for sustaininigng-term eonomic stability and prosperityhis forwardlooking
model will enable more effective integration of environmental considerations into the core of
economic decisioimaking, ensuring that future generations benefit from a prosperous and
sustainable economy.

412. In the initial simulation using KENMod, the model demonstrated that climate change could

|l ead“to significant economic |l osses in Kenya
agriculture, a sector highly sensitive to climate variability. Agriceltbeing a major contributor

to GDP, is at risk from changing precipitation patterns and temperature variations. Extreme
weather events, such as droughts and floods, could severely reduce agricultural output, thereby
negatively impacting GDP growth. Thalaerability of the agricultural sector to climate impacts

was identified as a key driver of the GDP reductions. A decline in crop yields, reduced livestock
productivity, and lower fisheries output would significantly lower the overall GDP, especially in
agriculturedependent regions where these sectors are a main source of livelihood.

413.The inclusion of natural capital data in macroeconomic modeling not only improves
forecasting and risk management but also fosterstiemmy sustainability. By recognizing the
value of ecosystem services and incorporating them into economic deuzkimg
policymakers can design strategies that balance economic gnewhh environmental
preservationThis approach empowers Kenya to pursue green growth, mitigate the risks posed
by climate change, and develop more resilient, inclusive, and sustainablgpteset pathways.
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5.3.50ther Fiscal Risks
5.3.5.1Natural Disasters and Manmade Hazards

414. Disasters, both natural and marade continue to pose a grelhallenge to the Government.

In a bid to reduce the negative impacts of disasters, the Government will continue to implement
the National Disaster Risk Management PoliElge Government will also review and update

the Disaster Risk Financing Strategy (DRFS, 202037). The Strategy will be key in
strengthening the ability of the National and County Governments to respond effectively to
disasters, thereby protecting devel@mnh goals, fiscal stability, and wellbeing of Kenyan
citizens.

415.In order toensure efficient and effective means of financing disasters, if and when they
occur, the Governmemill prioritize the establishment of the Public Finance Management
(Disaster Risk Management Fund) Regulations, 2025. The objective of the Fund is to ensure
effective and efficient resource mobilization for disasters at both National-and County levels.
The process of eslishing a dedicated Fund for Disasters is currently at an advanced stage of
stakeholder engagements.

416. In order to ensure fiscal transparency and accountability in Disaster related expenditures,
the Government will strengthen Disaster risk reduction and Climate change adaptation into
national planning and budgetingenya does not have a Legal Framework for Disaster Risk
Management. In order to put this in place, the:Government wiltfast the enactment of the
Disaster Risk Management Bill (No. 24 of 2023). This will provide an -avehing legal
framework guidinglisaster risk management in the country.

5.3.5.2Money Laundering, Terrorist Financing & Proliferation Financing

417.Kenya underwent its second round of Mutual Evaluation by the Eastern and Southern
Africa Anti-Money Laundering Group (ESAAMLG) in 2021. The Mutual Evaluation Report
was adopted by ESAAMLG in September 2022 that time Kenya was Compliant witivo
recommendationd; argely Compliant withonerecommendation; Partially Compliant with 26
recommendations;..andNorn-Compliant with 11 recommendations of the 40 FATF
recommendations. Kenya was thereafter givemnayear observation period as per the
procedures. At the expiry of the observation period, Kenya prepared a Post Observation Period
Report (POPR) that was submitted to FATF in November 2023. Having not been satisfied by the
measures Kenya had so far put in pleacaddress the strategic deficiencies, FATF placed Kenya

on the-Grey List.

418.Fol | owi ng t h+4 i B ¢the@ayammenagrapd vatly FATF to an action plan

to address key shortcomings identified and r engt hen t he effectivene:
framework: Priority actions include the completmfra terrorism financing risk assessment and
related updating of the national AML/CFT strategiadppting a supervisory framework for
Virtual Asset Service Providers, and strengthening AML/QfiSk-based supervision of
financial institutions and designated nonfinancial busineasdgprofessions (DNFBPs). To
strengthen effectiveness of supervision, the CBK is conducting -atand AML/CFT
inspections and has begun to apply enforcement measures alongside provision of sectoral
guidance on compliance obligations. The Financial Reporting Center is working jointly with
sectoralsupervisors to build capacities for supervision of frigh DNFBPs, including real
estate, lawyersgnd trust and company service providers, supported by customized supervision
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tools undedevelopment. The authorities are also focusing on outreach and training to supervised
entities tostrengthen their understanding of AML/CFT preventive measurestaigations.
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Annex Table 1: Macroeconomic Indicators

2022/23 | 202324 2024/25 2026/27 2027/28 2028/29
Act, At | Dudest o Supl L) BROP o sl Bpg 2024 BPS 2025 | BROP 2024 |BPS 2025
Estimates ~ Budget 2024
annual percentage change, unless otherwise indicated
National Account and Prices
Real GDP 52 5.1 5.5 53 5.4 54 54 54 54 54
GDP Deflator 6.5 54 6.0 57 53 54 54 54 6.2 6.3
CPI Index (eop) 6.9 54 53 5.0 5.0 5.0 5.0 5.0 5.0 5.0
CPI Index (avg) 1.7 6.1 53 5.1 5.0 5.0 5.0 5.0 5.0 5.0
Terms of Trade (-deterioration) -13 09 20 2.0 25 25 32 32 36 3.6
Money and Credit (end of period)
Net domestic assets 11.5 0.2 106 11.5 9.2 92 9.3 9.1 103 9.9
Net domestic credit to the Government 13.0 79 48 48 6.1 6.1 6.2 6.2 52 52
Credit to the rest of the economy 122 4.0 159 74 119 118 116 113 11.1 10.7
Broad Money, M3 (percent change) 134 6.0 122 12.1 104 104 10.6 10.5 10.7 10.6
Reserve money (percent change) -5.9 18.7 12.1 0.1 10.3 10.3 10.5 104 10.6 10.5
in percentage of GDP, unless otherwise indicated
Investment and Saving
Investment 17.6 16.8 16.3 16.4 16.4 16.6 163 16.8 16.3 16.8
Central Government 42 42 34 42 5.0 5.1 5.1 5.2 56 5.7
Private 134 12.7 13.0 122 11.4 11.6 113 11.6 10.7 11.0
Gross National Savings 13.1 13.0 122 125 12.1 12.3 11.9 12.3 124 12.8
Central Government -1.8 -1.6 14 0.5 1.1 1.2 1.5 1.6 24 25
Private 149 14.6 10.7 13.0 109 111 104 10.7 10.0 10.3
Central Government Budget
Total revenue 16.5 17.1 183 16.9 18.0 18.6 183 19.0 18.8 19.6
Total expenditure and net lending 225 228 221 21.5 217 225 218 22.6 219 227
Overall Fiscal balance excl. grants -6.1 5.7 -3.6 45 3.7 -3.8 34 36 3.0 32
Overall Fiscal balance, incl. grants, cash basis 5.6 5.3 33 43 34 35 32 233 28 229
Statistical discrepancy 02 [ 01 0.0 0.0 00 | 00 00 00 00 [ 00
Overall Fiscal balance, incl. grants, cash basis- adj. descrepancy -5.0 53 33 -43 -34 -3.5 3.2 -33 2.8 2.9
Primary budget balance -0.8 0.0 23 13 2.0 2.1 2.3 23 24 2.5
Net domestic borrowing 32 3.8 15 23 2.6 2.7 23 2.6 20 2.1
External Sector
Exports value, goods and services 12.0 117 11.0 10.9 104 108 10.0 104 9.9 103
Imports value, goods and services 21.0 20.1 186 183 17.1 176 164 17.0 155 16.1
Current external balance, including official transfers 4.5 -39 4.2 -39 43 -44 44 4.5 -39 -40
Gross reserves in months of next yr's imports 59 54 5.4 54 5.6 5.6 5.8 5.8 5.9 5.9
Gross reserves in months of this yr's imports 58 5.8 5.9 5.9 6.0 6.0 6.1 6.1 6.2 6.2
Public debt
Nominal central government debt (eop), gross 719 66.7 643 628 582 603 358 578 532 552
Nominal debt (eop), net of deposits 63.5 634 61.6 59.8 55.8 57.8 53.6 356 512 532
Domestic (gross) 338 342 304 323 315 320 31.0 321 30.0 312
Domestic (net) 304 309 278 293 20.1 30.2 2838 299 28.1 292
External 38.1 325 339 30.5 26.7 217 2438 257 231 240
Memorandum Items:
Nominal GDP (in Ksh Billion) 14299 | 15826| 18,054 18,054 | 22052 21286| 24400 23.529 27022 26,019
Nominal GDP (in US$ Million) 110,970 | 114,789 | 136,337 137,752 | 170426 164,208 | 189,060 181274 209,114 | 200,079

Source: National Treasury
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Annex Table 2:Government Fiscal Operations, Ksh Billion

2022/23 | 2023/24 202425 2025/26 2026/27 2027/28 2028129
Act A | Pt SwBllopeon 004 BRS2025 |BROP2024 BPS2025 |BROP2024 BPS2025 |BROP2024| BPS 2025
Estimates Budget
TOTAL REVENUE 23551 2,702.7 3,3432 3,060.0 3,516.6 3,516.6 3,968.1 3,968.1 44704 44704 5,000.9 5,000.9
Ordinary Revenue 2,041.1 22889 29172 26314 3.018.8 3.018.8 34247 34247 3.876.4 3.876.4 44417 44417
Income Tax 941.6 1,042.8 1.230.2 1,180.3 1.320.7 1,320.7 1.473.3 1473.3 1.643.4 1.643.4 1.845.2 1,8452
Import duty (net) 130.1 1339 1874 160.0 2013 2013 2225 2225 2533 2533 2799 2799
Excise duty 2645 276.7 4296 32438 3896 3896 4544 4544 516.5 516.5 564.7 564.7
Value Added Tax 550.4 6453 8122 7238 8203 8203 941.2 9412 1,049.0 1.049.0 1,182.6 1,182.6
Investment income 413 47.8 65.0 723 812 812 88.1 88.1 101.0 101.0 114.0 1140
Other 1132 1422 192.8 170.2 205.7 205.7 2453 2453 3132 3132 4553 4553
Ministerial Appropriation in Aid 313.9 413.7 426.0 428.6 4978 4978 5434 5434 594.0 594.0 649.2 649.2
EXPENDITURE AND NET LENDING 32210 | 36052 | 39920  3880.8 | 43203 43293 | 47820 47820 | 53090 53090 | 59113 | 59113
Recurrent expenditure 23116 2,6784 2.8419 2.826.2 3.076.9 3.076.9 3.3829 33829 3.761.3 3.7613 4,084.1 4.084.1
Interest payments 687.3 840.7 1.009.9 1,009.9 1.081.2 1.081.2 1,195.7 1,195.7 13242 1.402.9 14029
Domestic interest 533.1 6225 750.0 750.0 817.5 817.5 899.1 899.1 1,004.4 1,068.7 1,068.7
Foreign Interest 1542 2182 2599 2599 2638 2638 296.6 296.6 3198 3342 3342
Pensions & Other CFS 1204 1439 1692 1904 2148 2148 2344 2344 2559 2783 2783
Pensions 117.1 140.6 165.0 186.2 209.7 209.7 2286 2286 249.1 2716 2716
Other CFS 33 33 42 42 51 5.1 39 59 6.8 6.8 0.8
Contribution to Civil Service Pension Fund 296 342 344 37.0 3351 351 358 358 36.6 384 384
Net Issues/Net Expenditure 1,234.1 1372.7 1.344.8 1,305.4 14344 14344 1.578.2 1,578.2 1,776.0 1,963.2 1,963.2
O/W: Wages & Salaries 5396 5753 6136 602.7 6509 6509 683.5 6835 7176 7428 7428
Free Secondary education 67.6 70.2 67.1 67.1 731 73.1 76.0 76.0 79.1 823 823
Free Primary Education 145 113 11.1 111 124 124 14.0 14.0 14.7 153 153
Junior Secondary School - Capitation 342 342
[EBC 199 4.6 1.1 12 1.3 13 L3 13 16.4 16.4 20.2 292
Defense and NIS 1722 2054 2125 2123 2123 2123 2208 2208 297 297 2388 2388
Others 388.6 4759 4171 388.6 4155 4153 347.6 547.6 680.9 680.9 817.3 8173
Ministerial Recurrent AIA 2402 2869 283.6 283.6 3114 3114 3388 3388 368.7 368.7 401.2 4012
Development and Net lending 493.7 546.4 7015 599.5 804.7 804.7 9444 0444 1,080.8 1,080.8 1,346.2 1,346.2
Domestically financed (Gross) 3438 3770 4514 349.8 4726 4726 578.0 578.0 672.1 672.1 803.7 893.7
O/W Domestically Financed (Net) NMS 2643 2502 309.0 2049 286.1 286.1 3734 3734 446.9 4469 645.7 645.7
Ministerial Development AIA 20.5 70.3 71.5 79.1 1342 1342 1209 1209 131.8 131.8 147.0 147.0
Foreign financed 137.6 151.9 2422 2417 3215 3215 355.8 3558 398.0 398.0 4419 4419
Net lending 123 174 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Equalization Fund 00 00 80 80 106 106 106 106 106 10.6 106 106
County Tranfers 415.8 380.4 4445 4511 4427 4427 449.7 449.7 462.0 462.0 476.0 476.0
Equitable Share 399.6 3540 400.1 410.8 405.1 405.1 417.0 417.0 4294 4294 4434 4434
Conditional Allocation 162 258 44 40.2 317 377 327 327 327 327 327 327
Contingency Fund 0.0 0.0 4.0 4.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Fiscal Balance (commitment basis excl. grants) -865.9 -902.5 -648.8 -820.9 -812.7 -812.7 -813.9 -813.9 -838.8 -838.8 -820.4 -820.4
Grants 231 22.0 518 52.3 532 532 63.6 63.6 66.8 66.8 67.1 67.1
Fiscal Balance (incl. grants) 8429 | 8805 | 5070 7686 | 7594 7594 | 703 7503 | 7718 7M9 | 7833 | 7833
Adjustment to Cash Basis 370 454 0.0 00 00 0.0 0.0 00 0.0 0.0 0.0 0.0
Fiscal Balance (incl. grants) Cash Basis -805.8 -835.1 -597.0 -768.6 -759.4 -759.4 -750.3 -750.3 -771.9 -771.9 -753.3 -753.3
Statistical discrepancy -353 -16.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL FINANCING 770.3 8183 597.0 768.6 7594 759.4 750.3 750.3 7719 7719 753.3 7533
Net Foreign Financing 3108 222.7 3338 3555 2137 2137 174.9 174.9 152.0 152.0 2024 2024
Disbuserments 548.2 760.5 664.5 686.2 7139 7139 662.3 662.3 779.7 779.7 739.3 739.3
Commercial Financing 1022 2869 168.8 168.8 2212 2212 145.6 1456 2241 2241 140.0 140.0
Sovereign Bond & Other Commercial Financing 1022 2869 168.73 168.73 2212 2212 145.6 1456 2241 2241 140.0 1400
Total Project loans (AIA + Revenue) 136.2 155.8 226.0 2250 3009 3009 3249 3249 363.8 363.8 407.5 4073
o/w: Project loans (AIA) 742 68.3 113.8 113.8 1579 1579 163.6 163.6 1833 1833 2053 2053
Project Loans Revenue 62.0 874 112.1 1112 143.0 143.0 161.2 161.2 180.6 180.6 2022 2022
Programme Loans 2669 3178 2698 2924 1918 1918 1918 19138 1918 1918 1918 1918
Debt repayment - Principal 2374 | -5378 | -3307 -330.7 -500.2 -500.2 4874 4874 62738 -627.8 -536.9 -536.9
Net Domestic Financing 459.5 595.6 263.2 4131 5458 5458 5754 5754 619.9 619.9 550.9 550.9
Memo items
Gross Debt (Stock) 102789 | 10.561.1 | 11,158.1 11.329.7 12.089.1 12.089.1 12.839.4 12.839.4 13,6113 13.611.3 14.364.6 | 14,3646
External Debt 5.446.6 5,150.8 54847 55063 5.720.0 53,7200 5.894.9 58949 6,046.9 6,046.9 6.249.3 62493
Domestic Debt (gross) 48323 | 54103 | 56735 58234 | 63691 63691 | 69445 69445 | 75644 75644 | 81154 | 81154
Domestic Debt (net) 43477 4.884.1 3.1472 52972 3.8429 3.842.9 64183 64183 7.038.2 7.0382 7.589.1 7,589.1
Financing gap =726 -62.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Nominal GDP 14,299.2 | 158264 @ 18,0543 18,053.7 | 199716 192728 | 22,0515 212856 24,399.5 23,5295 | 27,0215 | 26,0188

Source: The National Treasury
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Annex Table 3:GovernmentFiscal Operations, Percent of GDP

202223 | 202324 202425 2025126 202627 2027/28 2028/29
Act Act. Bl.]dger Suppl. 1 BROP 2024 BPS2025 |BROP2024 BPS2025 |BROP2024 BPS2025 |BROP2024| BPS 2023
Estimates ~ Budget
TOTAL REVENUE 16.5 17.1 18.5 16.9 17.6 18.2 18.0 18.6 18.3 19.0 18.8 19.6
Ordinary Revenue 143 145 16.2 14.6 15.1 15.7 155 16.1 15.9 16.5 16.4 17.1
Income Tax 66 66 6.8 65 6.6 69 6.7 69 6.7 70 6.8 71
Import duty (net) 09 08 1.0 09 1.0 1.0 L0 1.0 1.0 11 L0 11
Excise duty 18 1.7 24 1.8 20 20 21 21 21 22 21 22
Value Added Tax 38 41 45 4.0 41 43 43 44 43 45 44 435
Investment income 03 03 04 04 04 04 04 04 04 04 04 04
Other 08 09 1.1 09 1.0 1.1 1.1 12 13 13 1.7 1.7
Ministerial Appropriation in Aid 22 2.6 24 24 25 26 25 26 24 25 24 25
EXPENDITURE AND NET LENDING 225 28 221 215 217 225 217 25 21.8 226 219 1
Recurrent expenditure 16.2 16.9 15.7 157 154 16.0 153 159 154 16.0 151 15.7
Interest payments 48 53 5.6 5.6 54 5.6 34 5.6 54 5.6 5.2 54
Domestic inferest 37 39 42 42 41 42 4.1 42 41 43 4.0 41
Foreign Interest 1.1 14 14 14 13 14 L3 14 13 14 1.2 13
Pensions & Other CFS 08 09 09 L1 11 11 1.1 L1 1.0 11 1.0 11
Pensions 08 09 09 1.0 1.0 11 L0 L1 10 11 L0 1.0
Contribution to Civil Service Pension Fund 02 0.2 02 0.2 02 02 0.2 02 0.1 02 0.1 0.1
Net Issues/Net Expenditure 8.6 8.7 74 72 72 74 72 74 73 75 73 15
O/W: Wages & Salaries 38 36 34 33 33 34 31 32 29 3.0 27 29
Free Secondary education 03 04 04 04 04 04 03 04 03 03 03 03
Free Primary Education 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Junior Secondary School - Capitation 0.0 0.0 0.0 02 02 0.0 0.0 0.0 0.0 0.0 0.0
[EBC 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1 0.1
KRA 02 02 0.1 0.1 02 02 02 02 02 02 0.1 0.1
Defense and NIS 12 13 12 12 11 11 L0 1.0 09 1.0 09 09
Others 27 3.0 23 22 21 22 25 26 28 29 3.0 31
Ministerial Recurrent ATA 17 1.8 1.6 1.6 1.6 1.6 L5 1.6 13 1.6 L5 15
Development and Net lending 35 35 39 33 4.0 42 43 44 4.4 4.6 5.0 5.2
Domestically financed (Gross) 24 24 25 1.9 24 25 2.6 27 28 29 33 34
O/W Domestically Financed (Nef)/ NMS 19 L6 1.7 L1 14 135 1.7 18 18 19 24 25
Ministerial Development AIA 0.1 04 04 04 0.7 0.7 0.5 0.6 0.3 0.6 0.5 0.6
Foreign financed 1.0 10 13 13 16 17 L6 1.7 16 17 L6 1.7
Net lending 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Equalization Fund 0.0 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
County Tranfers 29 24 15 15 12 3 2.0 21 19 20 18 18
Equitable Share 28 22 22 23 20 21 19 20 18 18 16 17
Conditional Allocation 0.1 02 02 02 02 02 0.1 02 0.1 0.1 0.1 0.1
Contingency Fund 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fiscal Balance (commitment basis excl. grants) -6.1 5.7 -3.6 4.5 4.1 42 37 -38 -34 -3.6 -3.0 -3.2
Grants 02 0.1 03 03 03 0.3 0.3 03 0.3 03 0.2 03
Fiscal Balance (incl. grants) -5.9 5.6 -33 43 38 -39 -34 -35 32 -33 -8 -9
Adjustment to Cash Basis 03 03 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fiscal Balance (incl. grants) Cash Basis -5.6 53 -33 43 38 -3.9 -34 -35 32 -33 -8 -9
Statistical discrepancy -02 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL FINANCING 54 52 33 43 38 39 34 35 32 33 28 29
Net Foreign Financing 22 14 18 2.0 1.1 11 0.8 0.8 0.6 0.6 0.7 0.8
Disbuserments 38 48 37 8 3.6 37 3.0 a1 32 33 2.7 28
Commercial Financing 0.7 18 0.9 0.9 11 11 0.7 0.7 0.9 1.0 0.5 0.5
Sovereign Bond & Other Commercial Financing 0.7 1.8 0.9 09 1.1 11 0.7 0.7 09 10 0.5 0.5
Total Project loans (AIA + Revenue) 1.0 10 13 12 1.5 16 L5 15 15 15 L5 1.6
o/w: Project loans (AL4) 03 04 0.6 0.6 0.8 0.8 0.7 08 0.8 0.8 08 08
Project Loans Revenue 04 0.6 0.6 0.6 0.7 7 0.7 08 0.7 0.8 0.7 0.8
Programme Loans 19 20 13 1.6 1.0 1.0 0.9 09 08 08 0.7 0.7
Debt repayment - Principal -1.7 34 -18 -18 25 -2.6 222 -23 2.6 -2.7 220 221
Net Domestic Financing 32 38 15 23 27 28 2.6 27 25 26 2.0 21
Memo items

Gross Debt (Stock) 719 66.7 61.8 62.8 60.5 62.7 382 60.3 55.8 578 532 552
Exteral Debt 38.1 325 304 305 286 20.7 26.7 217 248 257 231 240
Domestic Debt (gross) 338 342 314 323 319 330 3L5 326 31.0 321 300 312
Domestic Debt (nef) 304 309 283 293 203 303 20.1 302 288 299 281 29.2
Financing gap -0.5 -04 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Nominal GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: ThéNational Treasury
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Annex Table 4: Summary of Expenditure by Programmes (Ksh Million)

Supplementary Estimates No. [

BPS Projection

2024/25 2025/26 2026/27 2027/28
Sector
Code |Sector/Vote/Programme Current Capital Total Current Capital Total Current Capital Total Current Capital Total
010 |[AGRICULTURE, RURAL & URBAN DEVELOPMENT 29,362.1 44,571.0 73,933.0 31,870.2 54,248.8 86,119.0 34,157.7 65,816.4 99,974.1 36,585.5 69,092.6 105,678.1
1112 State Department for Lands and Physical
Planning 4,135.7 2,379.0 6,514.7 5,870.9 3,2584 9,129.3 6,007.9 3,882.3 9,890.2 6,138.8 4,007.5 10,146.3
0101000 Land Policy and Planning 2,929.3 2,214.0 51433 46337 2,081.4 6,715.1 4,731.9 2,705.3 7,437.2 4,839.8 2,830.5 7,670.3
0121000 Land Information Management - 165.0 165.0 1,177.0 1,177.0 1,177.0 1,177.0 1,177.0 1,177.0
0122000 General Administration, Planning and
Support Services 1,206.4 - 1,206.4 1,237.2 1,237.2 1,276.0 | - 1,276.0 1,299.0 1,299.0
1162 State Department for Livestock Development 5,293.2 7,966.0 13,259.2 4,623.0 10,994.0 15,617.0 5,276.8 11,575.3 16,852.1 6,009.8 94714 15,481.2
0112000 Livestock Resources Management and
Development 5,293.2 7,966.0 13,259.2 4,623.0 10,9940 15,617.0 5,276.8 11,5753 16,8521 6,009.8 94714 15,481.2
1166 State Department for the Blue Economy and
Fisheries 2,448.2 7,892.9 10,341.1 2,613.9 7,299.0 9,912.9 2,886.8 8,652.0 11,538.8 3,173.2 10,446.0 13,619.2
0111000 Fisheries Development and Management 2,191.0 6,892.9 9,083.9 2,353.6 6,616.0 8,969.6 2,6145 2,937.0 5,551.5 2,687.3 550.0 34373
0117000 General Administration, Planning and
Support Services 199.9 199.9 200.7 200.7 207.9 207.9 2195 219.5
0118000 Development and Coordination of the Blue
Economy 57.3 1,000.0 1,057.3 59.6 683.0 742.6 64.5 5715.0 57795 66.5 9,896.0 9,962.5
1169 State Department for Agriculture 15,702.8 26,333.1 42,035.9 16,756.3 31,690.4 48,446.8 17,890.0 40,489.8 58,379.8 19,073.6 44,877.8 63,951.3
0107000 General Administration Planning and
Support Services 6,202.1 3,2233 94254 83259 11,461.0 19,786.9 9,005.0 6,005.0 15,010.0 9,731.8 50749 14,806.7
0108000 Crop Development and Management 4132.0 22,362.8 26,494.8 3,058.7 20,2021 23,260.7 3,3335 34,2328 37,566.2 3,570.7 39,548.8 43,1196
0109000 Agribusiness and Information Management 1345 747.0 881.5 132.5 132.5 141.6 141.6 150.3 150.3
0120000 Agricultural Research & Development 52343 - 52343 5239.3 274 5,266.7 5,409.9 252.0 5,661.9 5,620.7 254.0 58747
2021 National Land Commission 1,782.2 - 1,782.2 2,006.0 1,007.0 3,013.0 2,096.2 1,217.0 3,313.2 2,190.1 290.0 2,480.1
0116000 Land Administration and Management 1,782.2 - 1,782.2 2,006.0 1,007.0 3,013.0 2,096.2 1,217.0 3,313.2 2,190.1 290.0 2480.1
020 |ENERGY, INFRASTRUCTURE AND ICT 142,033.9 | 302,255.8 444,289.7 181,617.0 373,166.0 554,783.0 187,754.0 | 366,393.0 554,147.0 195,337.0 | 401,950.0 597,287.0
1091 State Department for Roads 72,0722 119,911.8 191,984.0 103,911.0 125,028.0 228,939.0 106,080.0 | 131,536.0 237,616.0 108,558.0 | 169,234.0 277,792.0
0202000 Road Transport 72,0722 1199118 191,984.0 103,911.0 125,028.0 228,939.0 106,080.0 131,536.0 237,616.0 108,558.0 169,234.0 277,792.0
1092 State Department for Transport 16,337.3 32,007.0 48,3443 21,009.0 47,440.0 68,449.0 22,299.0 57,167.0 79,466.0 23,828.0 56,958.0 80,786.0
0201000 General Administration, Planning and
Support Services 1,254.1 694.0 1948.1 1,420.0 2,799.0 4,219.0 2,532.0 3,382.0 5,914.0 2,802.0 3,478.0 6,280.0
0203000 Rail Transport 676.8 27,417.0 28,093.8 677.0 37,840.0 38,517.0 177.0 42,843.0 43,020.0 177.0 43,486.0 43,663.0
0204000 Marine Transport 520.5 2,365.0 2,885.5 18.0 4,165.0 4,183.0 19.0 §,187.0 §,206.0 19.0 7,180.0 7,199.0
0205000 Air Transport 11,367.6 - 11,367.6 14,021.0 750.0 14,771.0 14,788.0 1,423.0 16,211.0 15,869.0 1,792.0 17,661.0
0216000 Road Safety 2,518.3 1,531.0 4,049.3 4,873.0 1,886.0 6,759.0 4,783.0 1,332.0 6,115.0 4,961.0 1,022.0 5,983.0
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