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I.

BUDGET SUMMARY: POLICY FRAMEWORK FOR FY2014/15 AND MEDIUM-TERM
EXPENDITURE FRAMEWORK (MTEF)

Underlying Assumptions Underpinning the FY 2014/15 and MTEF Budget
1.
This year’s budget has been prepared against the backdrop of a strengthening global
economy in 2014 and 2015. Global growth is projected to expand from 3% in 2013 to 3.6% and
3.8% in 2014 and 2015, respectively. In advanced economies, growth is expected to increase to
about 2¼ percent in 2014–15, an improvement of about 1 percentage point compared with 2013.
Key drivers of this growth will be a reduction in fiscal tightening, and accommodative monetary
conditions. Growth will be strongest in the United States at about 2¾ percent, while in the EU
growth will be stronger in the core EU Countries, but weaker in countries with high debt.
2.
In emerging market and developing economies, growth is projected to pick up gradually
from 4.7 percent in 2013 to about 5 percent in 2014 and 5¼ percent in 2015. In China, growth is
projected to remain at about 7½ percent in 2014 as the authorities seek to rein in credit and
advance reforms while ensuring a gradual transition to a more balanced and sustainable growth
path. Growth in sub-Saharan Africa (SSA) for 2013 has been revised to 4.9 percent down from
an earlier forecast of 5.6 percent. This is as a result of weaker growth prospects in many
countries caused by spill-overs from sluggish external demand, reversal of capital flows and
decline in commodity prices. For 2014 and 2015, growth in SSA countries is expected to
accelerate to 5.4 percent and 5.5 percent respectively.
Kenya’s Growth Prospects
3.
In the medium term Kenya’s economic growth prospects are strong. The continued
implementation of robust economic policies and structural reforms as well as sound economic
management is expected to yield efficiency and translate to faster growth and creation of more
jobs. The Government development agenda anchored on the theme “Achieving Economic
Transformation for a Shared Prosperity” will help tackle some of the outstanding economic
challenges and lock in a higher and sustainable inclusive growth, achievable within the
framework of a five-pillar strategy, namely:
 Pillar I: Creating conducive business environment by maintaining macroeconomic
stability, deepening structural and governance reforms to reduce the cost of doing
business and improving security in order to encourage innovation, investment, growth
and expansion of economic and employment opportunities;
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 Pillar II: Investing in agricultural transformation and food security, including opening up
at least one million acres of new land under irrigation in order to expand food supply,
reduce food prices so as to bring down the cost of living, support expansion of agroprocessing industries and spur export growth and support other sectors such as
manufacturing and tourism;
 Pillar III: Investment in first-class transport and logistics, including investment in
standard gauge railway, modernization of our seaport and airport to position Kenya as
regional port and aviation hubs, and scaling up investments in other key infrastructure
such as road networks, energy and water supplies to reduce cost of doing business and
make our products cheaper and competitive in the domestic and international markets;
 Pillar IV: Investing in quality and accessible healthcare services and quality education as
well as social safety net to reduce burden on the households and complement and
sustain our long term growth and development; and
 Pillar V: Further entrenching devolution for better service delivery and enhanced rural
economic development.
4.
As a result, real GDP is expected to grow by 5.8 percent in 2014 up from 4.7 percent in
2013, while over the medium-term, growth is expected to pick-up gradually and cross the 7
percent mark by 2017. In terms of fiscal years, the projections translate to 5.3 percent in
2013/14, 6.1 percent in 2014/15, 6.6 percent in 2015/16 and 6.9 percent in 2016/17
5.
This level of growth will be supported by increased production in agriculture, continued
investment in infrastructure projects, expansion of activities in other sectors of the economy such
as building and construction, manufacturing, retail and wholesale and financial intermediation,
among others. The growth will also benefit from increased investments and domestic demand,
following investor confidence and the on-going initiatives to deepen regional integration.
Fiscal Policy Framework for FY 2014/15 and MTEF
6.
The Fiscal Policy aims at supporting rapid economic growth and ensuring the debt
position remains sustainable while at the same time supporting the devolved system of
government. Specifically, the Fiscal Policy underpinning the FY 2014/15 Budget and MTEF aims
at a strong revenue effort and containing growth of total expenditure. Further, the policy aims at
shifting more public resources from recurrent to capital investment so as to promote sustainable
and inclusive growth. The fiscal policy reforms, therefore focuses on three areas, namely:
(i)

Enhancing resource mobilization, including broadening revenue base; Revenue
collection efforts will be enhanced to ensure all potential taxpayers make their
contribution towards Kenya’s development agenda. Revenue administration capacity
will be strengthened through organizational and modernization reforms, broadening of
the tax base in order to grow revenue to finance priority development. A simpler and
modern Excise Management Bill, Extractive Industry Tax regime (Income Tax
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Amendments), and formulation of a Tax Procedure Bill is underway and will be
submitted to Parliament in 2014. In the course of FY2014/15, a review and
modernization of the Income Tax law will commence and completed in the course of
2015. In addition the operations of KRA will be automated in order to enhance revenue
collection.
(ii)

Expenditure rationalization; expenditures in the non-productive areas have been
rationalized under austerity measures, while public service will be rationalized to remove
redundancies arising from duplication and overlap of functions On- site biometric
registration for all public servants will be undertaken, to get rid of any ghost workers.

(iii)

Expenditure efficiency and effective implementation of budget programs; These
efforts will be complemented by enforcement of cost benchmarks for all projects and
consumables, enforcement of a project implementation performance benchmark of at
least 80 percent, expenditure tracking and value for money audits to ensure efficiency
and effectiveness in use of resources at both levels of Governments. Project planning
and management as well as engagement with development partners will be
strengthened. In addition, leasing of assets in Government, making fully operational the
integrated financial management system (IFMIS) as an end-to-end transaction platform,
full rollout of the Procure-to-Pay module and implementation of a Government Payment
Gateway have been prioritized to drive expenditure efficiency and economy. This will
give impetus to economic growth and jobs creation.

Debt and Deficit Financing Policy
7.
The Government’s borrowing plans remain anchored in the medium term debt
management strategy which aims at ensuring public debt sustainability. The strategy envisages
continued borrowing from domestic and external sources. While external financing will be largely
on concessional terms we continue to diversify our financing sources by continuing to access.
Commercial sources of financing. The Government will ensure that the level of domestic
borrowing does not crowd out the private sector given the need to increase private investment to
accelerate economic expansion.
8.
On the external financing front, the Government will minimize the degree of foreign
exchange rate risk exposure associated with the external debt portfolio by leaning towards
borrowing more on concessional terms. A cautious approach will be adopted in the issuance of
external Government loan guarantees to minimize the level of contingent liabilities. With the
increased appetite for funding of heavy capital projects, the levels of debt accumulation will be
maintained at a sustainable level.
Medium Term Fiscal Framework
9.
Over the medium term, driven by continued reforms, revenue collection is expected to
rise to about 26.3 percent of GDP while overall expenditures decline from 34.1 percent of GDP
in FY 2014/15 to 33.0 percent of GDP. As a result, the fiscal deficit will ease from 7.4 percent of
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GPD in 2014/15 to 5.0 percent of GDP in FY 2016/17. Overall recurrent expenditures are
expected to decline from 14.7 percent of GDP in 2014/15 to 12.3 percent allowing the ministerial
development expenditures to rise to 12.1 percent of GDP in 2016/17 from 10.3 percent in
2014/15. This reflects the Government’s commitment in reorienting expenditures from recurrent
to development and improving the productivity of our resources.
2014/15
1.0 TOTAL EXPENDITURE
1,581,026
1.1 Ministerial Recurrent Expenditure
683,493
o/w wages (civil service & TSC
302,360
Contributory Pensions (Civil Servants & TSC) 10,000
1.2 Development Expenditure
479,754
1.3 Interest Payments & Pensions
183,997
1.4 Net Lending
2,123
1.5 Contigencies Fund
5,000
1.6 County Allocation
226,660
2.0 TOTAL REVENUES
1,180,524
2.1 Ordinary Revenue
1,086,410
2.2 Ministerial A-I-A
94,114
3.0 GRANTS
57,886
3.1 Grants - AMISOM
6,100
3.2 Project Grants
51,302
3.3 Debt Swapt
484
4.0 DEFICIT
-342,617
5.0 FINANCING
342,617
5.1 Project Loans
135,872
5.2 Commercial Financing
36,053
5.3 Program Support - Social Safety Net
5,375
5.4 Foreing repayments
-27,479
5.5 Domestic Loan Repayments
1,982
5.6 Domestic Borrowing
190,814
6.0 FINANCING GAP
0
Nominal GDP
4,636,715

2015/16
KSh Million
1,766,878
705,359
328,497
16,719
608,836
205,271
2,600
5,000
239,811
1,382,622
1,270,635
111,987
91,417
0
90,933
484
-292,838
292,838
148,784
0
0
-31,248
1,982
173,321
0
5,289,483

2016/17
1,979,377
741,374
357,493
18,195
728,349
229,337
2,705
5,000
272,613
1,578,292
1,456,870
121,422
101,751
0
101,751
0
-299,334
299,334
168,167
0
0
-57,095
1,993
186,269
0
6,005,977

2014/15

2015/16

2016/17

34.1
14.7
6.5
0.2
10.3
4.0
0.0
0.1
4.9
25.5
23.4
2.0
1.2
0.1
1.1
0.0
-7.4
7.4
2.9
0.8
0.1
-0.6
0.0
4.1
0.0
100.0

As % of GDP
33.4
13.3
6.2
0.3
11.5
3.9
0.0
0.1
4.5
26.1
24.0
2.1
1.7
0.0
1.7
0.0
-5.5
5.5
2.8
0.0
0.0
-0.6
0.0
3.3
0.0
100.0

33.0
12.3
6.0
0.3
12.1
3.8
0.0
0.1
4.5
26.3
24.3
2.0
1.7
0.0
1.7
0.0
-5.0
5.0
2.8
0.0
0.0
-1.0
0.0
3.1
0.0
100.0

NB. Ministerial Expenditures include Judiciary and Parliament

Budget Framework for FY2014/15
10.
The FY 2014/15 budget is set consistent with the Medium-Term Macro-Fiscal
Framework set out above, the Government’s national strategic objectives as outlined in the MTP
II (2013-2017) of Vision 2030 and the broad development policies of the New Administration.
Real GDP is expected to expand by 6.1 percent in FY 2014/15 underpinned by continued good
performance across all sectors of the economy. The projected growth assumes normal weather
pattern during the year. Inflation is expected to be maintained at a single digit level of about 5
percent reflecting implementation of a prudent monetary policy and easing of both food and oil
prices, and stabilization of the shilling exchange rate.
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Revenue Projections
11.
The FY 2014/15 budget targets revenue collection including AiA of 25.5 percent of GDP.
This performance will be underpinned by on-going reforms in tax and customs administration.
The KRA is expected to institute measures to expand revenue base and eliminate tax leakages.
The modernization of VAT legislation is expected to simplify tax collection and enhance the
revenue yield. As such, total revenues including AiA are expected to be KSh 1,180.5 billion.
Expenditure Projections
12.
The key policy document guiding the Government’s funding allocation decisions is the
second MTP (2013-2017) of Vision 2030 and the New Administration strategic interventions. In
with the 2014/15 fiscal year, overall expenditures are projected at 34.1 percent of GDP or KSh
1,581.0 billion (excluding debt amortization).
Recurrent Expenditure
13.
Recurrent expenditures are expected to decline from the estimated figure of 20.4 percent
of GDP in FY 2013/14 to 18.7 percent of GDP in 2014/15, on account of a slowdown in
expenditures following the implementation of austerity measures . Transfers to parastatals and
semi-autonomous government agencies will be contained at the 2013/14 nominal value in order
to provide fiscal space for priority expenditures. Any wage adjustments for these agencies is
expected to be in line with the recent Cabinet directive, the advise from the Salaries and
Remuneration Commission, and the recommendations of the parastatals reform taskforce. In the
civil service the measures will be put in place to rationalize and restructure the civil service for
efficient and productive service delivery.
Development and Net Lending
14.
Consistent with the objective of allocating an increasing share of resources towards
development outlays and the need to ensure completion of critical infrastructure (roads, energy
and railway), the projected development expenditures including donor funded projects is Ksh
486.9 billion (10.4 percent of GDP) in 2014/15. Most of the outlays are expected to support
critical infrastructure that will crowd in private sector investment as well as facilitate critical
interventions to remove binding constraints to growth. In view of challenges of climate change,
and other unforeseen risks, a contingency provision of KSh5.0 billion has been provided in the
FY 2014/15 budget.
Overall Deficit and Financing
15.
The overall budget deficit (including grants) in 2014/15 is projected to be about KSh
342.6 billion (equivalent to 7.4 percent of GDP). Of this budget deficit, net external financing will
amount to KSh 149.8 billion (3.2 percent of GDP) and net domestic financing will amount to
KSh 190.8 billion (4.1 percent of GDP).
6

TABLE 4: FINANCIAL YEAR 2014/15 FISCAL FRAMEWORK

1.0 TOTAL EXPENDITURE
1.1 Recurrent Expenditure
o/w wages (civil service & TSC
Contributory Pensions (Civil Servants & TSC)
1.2 Development Expenditure
1.3 Interest Payments & Pensions
1.4 Net Lending
1.5 Contigencies Fund
1.6 County Allocation
1.7 Judiciary
1.8 Parliamemnt
2.0 TOTAL REVENUES
2.1 Ordinary Revenue
2.2 Ministerial A-I-A
3.0 GRANTS
3.1 Grants - AMISOM
3.2 Project Grants
3.3 Debt Swapt
4.0 DEFICIT
5.0 FINANCING
5.1 Project Loans
5.2 Commercial Financing
5.3 Program Support - Social Safety Net
5.4 Foreing repayments
5.5 Domestic Loan Repayments
5.6 Domestic Borrowing
6.0 FINANCING GAP
Nominal GDP

KSh Million
1,581,026
654,080
302,360
10,000
471,389
183,997
2,123
5,000
226,660
18,535
19,243
1,180,524
1,086,410
94,114
57,886
6,100
51,302
484
(342,617)
342,617
135,872
36,428
5,000
(27,479)
1,982
190,814
0
4,636,715

As % of GDP
34.1
14.1
6.5
0.2
10.2
4.0
0.0
0.1
4.9
0.4
0.4
25.5
23.4
2.0
1.2
0.1
1.1
0.0
-7.4
7.4
2.9
0.8
0.1
-0.6
0.0
4.1
0.0
100.0

HIGHLIGHTS OF THE FY 2014/15 BUDGET
16.
The Financial Year 2014/15 Budget, is the first to be prepared under the Jubilee
Administration, and is a departure from the past. Adequate resources have been allocated to key
flagship projects to drive the transformative agendain addition to the strategic interventions
initiated in the FY 2013/14 Budget. The Highlights are as indicated in subsequent paragraphs.
17.
Food Security and Agriculture: KShs.9.5bn has been proposed for on-going irrigation
projects countrywide and transformation of agriculture from subsistence to productive
commercial farming covering about 1 million acres. This includes KSh. 3.5 bn allocated to the
Galana Irrigation Project. Other key allocations are as follows:
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KSh. 3bn for inputs subsidy
KSh. 2.7 bn for Strategic Grain Reserves
KSh. 1 bn for fisheries development
KSh. 0.7 bn for the revival of the Kenya Meat Commission
KSh. 0.3bn for the revival of the Pyrethrum sector
KSh. 0.3 bn for Free Disease Zone

18.
Transport and Logistics: Investment for infrastructure development has been
significantly enhanced as follows:
Roads







KSh. 41 bn for on-going road construction
KSh. 22.4 bn for road maintenance
KSh. 42.3 bn for foreign financed roads
KSh. 1 bn for decongestion of road junctions in Nairobi
KSh. 10 bn for new roads

Rail




KSh. 19.4 bn for Standard Gauge Rail
KSh. 3.5 bn for JKIA Commuter rail

Ports



KSh. 1.65 bn for on-going upgrading of Kisumu and Isiolo Airports, and construction of
3 new Airports(Mandera, Malindi and Suneka)




KSh. 1.3 bn for enhancing security at the Jomo Kenyatta International Airport
KSh. 0.6 bn for replacement of ferries

Energy




KSh. 10.0bn for Geothermal Development
KSh.23.0 bn for Power Transmission

 KSh. 10.6 bn for Rural Electrification Programme
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19.
Flood Control and Water Harvesting: to enhance and sustain measures to control
floods and harvest rain water, the following activities have been allocated funds as follows:
 KSh.8.2 bn for construction of water pans and dams
 KSh. 4.1 bn for water supply and sanitation
 KSh. 1.5 bn for environmental protection conservation and management
20.
Enhanced Security for Investment, Growth and Employment: Security is necessary
for encouraging investment, accelerating economic growth and creating more jobs for our youth.
To this end, the following allocation has been provided:
 KSh.6.7 bn for lease financing of Police motor vehicles, and aircraft
 KSh.3.3 bn for enhanced security operations
 KSh.2.9 bn for Recruitment of 10,000 Police/APs
 KSh. 3.5 bn for Police Equipment
 KSh. 1.6 bn for Police Medical Insurance Scheme
 KSh. 1.8 bn for Control and Command centre
 KSh.1.3 bn for Police/APs Houses
 KSh 1.8 bn for Anti-Poaching
 KSh. 6.1 bn for AMISOM
21.
Enhancing Access and Transforming the Educational System through e-Teaching
and e-Learning: A total of KShs.17.4bn has been proposed for deployment of laptops to
schools, development of digital content, building capacity of teachers and rolling out computer
laboratory for class 4 to class 8 in all schools throughout the country. Other key allocations in
basic education, tertiary and higher education are as follows:
 KSh.28.2 bn for free day secondary education
 KSh.13.5 bn for free primary education
 KSh. 2.3 bn for recruiting additional 5,000 teachers
 KSh. 5.5 bn for Commuter Allowance Phase II
 KSh. 2 bn for promotion of teachers
 KSh.6.4 bn for technical training institutes
 KSh. 0.4 bn for Sanitary towels for girls in school
 KSh.2.3 bn School feeding programme
 KSh. 5.7 bn for Higher Education Loans Board
 KSh. 55.0 bn for University Education

-
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22.
Quality and Accessible Health Care Services for all Kenyans:We have allocated
KSh. 10.5bn for free access to primary health care in dispensaries, maternal health care, leasing
medical equipment, and internship programme. This is allocated as follows:
 KSh.4.0 bn is for free access to maternal health
 KSh.3.0 bn for lease financing of health care equipment
 KSh. 3 bn for Kenya Medical Training Centres
 KSh. 8.4 bn for Kenyatta National Hospital
 KSh. 5.2 bn for Moi Teaching and Referral Hospital
 KSh. 1.7 bn for Kenya Medical Research Institute
 KSh. 2.4 bn for doctors/clinical officers/nurses internship programme
 KSh. 0.67 bn National Aids Council
 KSh.0.7 bn for free access to all health centres and dispensaries
 KSh. 0.3 bn for slum health care programme
23.
Equity, Poverty Reduction and Social Protection for Vulnerable Groups:To address
the plight of the less disadvantaged in society, combat poverty, and promote equity, the social
protection safety net in form of cash transfer has been enhanced. In addition an allocation for the
equalization fund, Constituency Development Fund (CDF), and Affirmative Action for Social
Development has been set aside as follows:
 KSh. 27.97 bn for CDF












KSh. 2.03 bn for Affirmative Action for Social Development



KSh. 0.6 bn for Resettling the IDPs

KSh. 3.4 bn for Equalization Fund (see Annex II)
KSh.7.2 bn is for orphans and vulnerable children;
KSh. 4.9 bn for elder persons;
KSh. 0.8 bn for those with extreme disability
KSh. 0.3 bn for other disabled persons under coverage of cash transfer;
KSh. 0.3 bn for street families
KSh. 0.5 bn for insurance cover for persons under the social safety net programme
KSh. 0.8 bn for Children Welfare Society
KSh. 0.4 bn for Presidential Secondary School Bursary Scheme for orphans, poor and
bright students.

10

24.
Enhancing Women and Youth Empowerment: Additional KSh.8.1 bn has been
allocated towards youth employment and to initiate the process of reengineering the NYS as a
vehicle for transforming and empowering the youth. Other interventions include:
 KSh. 0.3 bn Youth Enterprise Fund




KSh. 0.2 bn operations of the Uwezo Fund
KSh. 0.2 bn Women Enterprise Fund

25.
Leveraging on Information, Communication and Technology; the following
allocation has been set aside
 KSh. 1.1 bn for Kenya National Electronic Window System





KSh.0.8 bn for Roll out of IFMIS
KSh.0.6 bn for National Digital Register Services
KSh. 0.6 bn for digital migration

26.
Constitutional Implementation and Related Reforms; we have set aside funds to
support implementation of the Constitution as follows:
 KSh.18.5 bn for the Judiciary




KSh.19.2 bn for Parliament




KSh. 1.0 billion for Civil Service Reforms

KSh. 177.4 bn (including TSC with KSh.165.6 bn) for Commissions and Independent
Offices
KSh. 10.0 bn for Contributory Pensions for Civil Servants

27.
On-going Economic Stimulus Projects; The Government is committed to completion
of on-going ESP Projects:
 KSh. 0.6 bn for upgrading of National Schools







KSh. 0.32 bn for purchase of computers
KSh. 0.54 bn for instructors of polytechnics
KSh. 0.1 bn for aquaculture development
KSh. 0.3 bn for prototype fresh produce and wholesale markets
KSh. 0.5 bn for multi-purpose dams
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