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FOREWORD

Thispopular version isa summary of the 2013Comprehensive Public Expenditure Review
(CPER)Reportproduced by the government based on a three year period. The Report

brings out key messages contained in the main documents in a simple way to assist
the public understand the findings of the 2013 CPER.In addition, it highlights major
achievements in various sectors and results of the Public Expenditure Tracking Survey/
Service Delivery Indicator survey of 2012 in education sector.

ThisReport comes at a time when the Country isembarking on the second Medium Term
Plan (MTP2)of the Kenya Vision2030.At the same time, the Country isundertaking major
changes in the financial management system that includes the devolution process and
other changes that resulted from the enactment of the Constitution of Kenya 2010.The
analysis provides the firstMedium Term Plan (MTP1)experience in the expenditures that
will form the basisof financial management in the second Medium Term Plan.

Government expenditure during the past three years has seen remarkable increase
both in the development and recurrent vote. Thisreport interrogates expenditures of
government organs whilst linking the expenditures to achievements made at the period,
and taking cognizance of the cost of achieving the results.

Preparation of the PERis always a consultative process that involves all stakeholders in
the government, development partners (World Bank and GIZ)and the public. In the next
three years, the government will embark on participatory research and analysisin various
sectors that will produce reports to be used in preparing the 2016CPER.Thegovernment
is aware that a great percentage of support from development partners does not go
through the annual budget. Therefore, we are putting high priority on working with all
partners to ensure that their expenditure in different sectors of the economy iscaptured.
Thiswill provide the government with a good estimate of the cost of gains made over
time and help in measuring the efficiency of public funds.

~ t)J.,-
ANNE WAIGURU, OGW

Cabinet Secretary
Ministryof Devolution and Planning
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EXECUTIVE SUMMARY

Kenya has pulled off an impressive triple dividend from its shrewd fiscal policy
management. The past several years have welcomed, for example, a higher

development spending, a better execution of budgets, and a lower public debt as a
share of GDP. In addition, the country has attained a tax collection level that ishigh by
sub-Saharan Africa standards. Thisremarkable success, however, is vulnerable: at risk
from a growing drop in revenue generation, a risingwage bill, and uncertain spending
conduct and capacity from the new county governments.

Previously, a policy stance featuring low savings and investments brought about an
economy largely characterized by low growth (1990s and the 2000s). However, over
the past five years the budget has made a major shift in favour of investment, and in
particular infrastructure spending. Development expenditure, for instance, soared from
below 4 percent of GDP (2005)to 10percent of GDP (2012).Indeed, this leap provided a
much needed stimulusfor the Kenyan economy and especially for the difficult 2008-2011
years hit by internal (post-election conflict and drought) and external (recessionin export
destinations) shocks.Another positive aspect of thisexpanding infrastructure stock isthat
it effectively increases Kenya's potential GDP (GrossDomestic Product).

Kenya isable to spend a lotmore on development now because it successfullybuiltfiscal
space by retiring public debt and containing growth in recurrent spending. Remarkably,
the stock of public debt was brought down from 63 percent of GDPin 2000to 44 percent
of GDPin 2012.Thefall would have been even more strikinghad the economy not suffered
from the 2008-2011 shocks. At the same time, recurrent expenditure was lowered from
about 24 percent of GDP in the late 1990sto 20 percent of GDP by 2002.

Fortunately, this higher development spending is being supported by improving budget
execution. Kenya has been plagued by weak budget implementation for many years
driven by a multitude of issues,including difficulties with procurement systems,weak
planning, and inadequate implementation capacity, among others. Nevertheless,efforts
to reverse this long-standing situation have begun to bear results.The budget execution
rates, for example, show remarkable improvement: from a low 55 percent in 2005 to a

ii COMPREHENSIVE PUBLIC EXPENDITURE REVIEW· EYE on BUDGET: Spending lor Results· Popular version- 2013



Executive Summory

high 70 percent in 2011 for development spending. Recurrent spending averaged 95
percent in the same period. However, within these broad aggregates lie remarkable
differences in sectoral budget execution, and part of thisunderperformance isexplained
by low disbursement of donor funds.

A closer look at the risks that could jeopardize Kenya's fiscal management shows that
they exist on both the revenue and the expenditure sides of the equation. With regard to
revenue, the major riskisthe recent evident fall in tax revenues, as a percentage of GDP.
Taxrevenue shortfallsnoticeably firstappeared in fiscal year (FY)2009,i.e. as the country's
economic growth began to slow down. Specifically, the decline in consumption growth
eroded VATcollection. Should the decline in tax collection continue, the rising primary
deficit will likewiseweaken the sustainability of public debt. Nonetheless, there isroom for
optimism considering the fact that several promising remedial actions-if taken-could
help ramp up revenues. Theseinclude the sealing of loopholes (e.g. in tax administration
and improving compliance rates). Nevertheless, it must also be remembered that a
heavy reliance on income tax undermines the incentives for savings and investment,
equally critical for the economy and for fiscal management.

On the expenditure side of the equation, the single biggest spending pressure is from
the wage bill. The demands from numerous public sector bodies (hospitals, schools,
universities, civil servants, parliament, county officials, etc.) for higher wages and for
additional employment (e.g. for more teachers) is causing a strain. Interestingly, Kenya
made great progressin reducing the wage bill over the lastdecade: public sector wages
as a percentage of GDPwent down from 8.5 percent in 2000to below 7 percent in fiscal
year 2011/12. However, the incessant and growing demands now (i.e. since 2011) have
reversed this formerly positive trend (see section 3.3 for detailed wage bill analysis).

Meanwhile, the biggest spending uncertainty is from the ongoing devolution process.
Another spending pressure point comes from the additional expenditure required
to support the county governments, i.e. their new institutions, staffing requirements,
operations, maintenance, equipment, vehicles, buildings, etc.

If the government isto succeed in managing these fiscal risks,itwill need to take a carefully
measured approach, while building on previous successes. For example, although
government has the fiscal space for development spending, it must also balance the

COMPREHENSIVE PUBLIC EXPENDITURE REVIEW' EYEon BUDGET: Spending for Results' Popular Version' 2013 iii



Executive Summary

significant cost of borrowing, including steep interest expenditures that could crowd out
private sector borrowing. Furthermore, the approach would also need to harnessstrong,
dynamic measures that actively improve the efficiency and effectiveness of spending-a
strategy that could yield even more fiscal space for the country without the price of
borrowing.

What lessons can we draw on for better spending habits, and in particular for improved
quality, efficiency, and results for Kenya? One of the most striking lessonsfrom the Public
Expenditure Review (PER)analysis isthat spending can be reduced substantially without
jeopardizing development results.Outcomes can be improved if spending ismade more
effective. Thisis an important lesson for both national and county governments, and
for many sectors. The education sector's analysis, for example, reveals that free primary
education significantly increased the supply of education inputs, but not the learning
outcomes. Theanalysisalso demonstrates that learning outcomes can be improved with
the same level of expenditure if teachers spent more time in class. Thismeans that the
sector-which accounts for almost a third of Kenya's recurrent expenditures-has the
potential of achieving better resultswith the same level of spending, 6.4 percent of GDP.

iv COMPREHENSIVE PUBLIC EXPENDITURE REVIEW· EYE on BUDGET: Spending for Results· Populor version- 2013



INTRODUCTION

This is a popular version of the Public Expenditure Review (PER), a companion piece
to the Comprehensive PER(CPER) 2013 report. ThisPERpopular version highlights the

recent developments in fiscal policy and the trends in budget allocation and execution.
Unlikethe CPERwhich takes a three-year perspective, thispopular version tracks progress
in fiscal management over the last decade as well as providing sectoral summary
highlights. It also provides an empirical investigation of the efficiency and effectiveness
of spending in the education sector which accounts for 30 percent of total recurrent
spending and about three quarters of the human development sector budget, and 6.4
percent of GDPon average. Thispopular version outlines four key messagesas follows:

Kenya has experienced a successful decade of fiscal policy management. The
government achieved a triple dividend of reducing the debt burden and substantially
expanding development spending which mostly benefited the infrastructure sector. This
success iseven more notable in the context of the financial crisisof 2010/11.

Kenya's debt remains sustainable. Kenya does not need to expand its deficit nor does it
need to embark on substantial fiscal consolidation. The existing expenditure envelope is
sufficient to address key development needs if resources are spent more efficiently. At
projected growth rates of 5 percent Kenya can run a primary deficit of [2] percent to
bring debt levels back to 40 percent by 2015 (from 44 percent in 2012).

Kenya's current levels of public expenditures (almost 30 percent of GDP) and the sectoral
composition of expenditures are appropriate. The main challenges going forward are
twofold: (i) transition to a devolved system of government with re-emerging pressuresto
expand current spending; (ii) quality/efficiency of spending within the overall envelope
(a case most obvious in education as the special focus highlights).

The high prevalence of off-budget donor funds undermines strategic prioritisation and
comprehensiveness of the budget. Tracking of donor funds is often challenging, even

COMPREHENSIVE PUBLIC EXPENDITURE REVIEW. EYE on BUDGET: Spending for Results' Popular Version' 2013 v



Introduction

under a centralised system, and will.become harder once spending is devolved to 47
sub-national units. Furthermore, low donor disbursements and inefficient procurements
systemsundermine development budget execution.

The report is organised as follows: Section One tracks fiscal developments over the last
ten years. Section two presents sector highlights and analyses budget allocation and
execution rates by sector and economic classification; thissection also analyses revenue
performance. Section Three reviews the emerging fiscal pressuresin the medium term.
Section Four is focused on the education sector and presents the findings of a recent
public expenditure tracking and service delivery survey (PETS++).Section Five offers a
concluding summary.

vi COMPREHENSIVE PUBLIC EXPENDITURE REVIEW. EYE on BUDGET: Spending for Results· Populor Version. 2013



A DECADE OF PROGRESS:
THE TRIPLE DIVIDEND

1.1 The government has achieved a triple dividend in fiscal management. First, the share of
development spending has increased from 4 percent to about 10 percent of GDP as the share
of recurrent spending declined gradually from about 24 percent at the beginning of the decade
and has been maintained in the range of 20 percent of GDP. Second, debt declined from 54
percent to 39 percent of GDP and although it has increased recently, it is still within sustainable
limits at 44 percent of GDP in 2012. Third, execution of the development budget has increased
by about 15 percentage points to 75 percent.

1.2 The triple dividend was achieved through a combination of policy actions including: containing
the growth of the wage bill, a cap on overall recurrent budget at about 20 percent of GDP,
additional external financing, and higher levels of domestic borrowing. Further, there has been a
deliberate switch in domestic debt instruments from short term 91-day treasury bills to long term
bonds, to match the debt maturity with the gestation profiles of investment projects. Thissection
tracks the policy actions underpinning these achievements and closes with a review of more
recent fiscal developments.

Development spending has increased in absolute and relative terms
1.3 Development spending as a share of GDP has doubled since 2005 and reached about one third

of total spending in FY2012. Between (FY)2003 and (FY)2011, the compound annual growth rate
for development projects was 26 percent compared to 4.8 percent for wages and salaries and 9.3
percent for operations and maintenance (see Figure 1). In nominal values, it has increased 14-fold
from a paltry 16 billion in 2003 to 230 billion in 2011. The composition of development spending has
also improved. Spending on capital goods has increased from 40 percent to about 60 percent'.

I Development budget votes contain recurrent type expenses and are more prevalent in donor-funded projects which are 01/reflected in
the development vote.
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Chapter I: A Decade of Progress: The Triple Dividend

The minimum allocation to development spending is now anchored in the Public Finance
Management (PFM)Act (2012),bench marked at a minimum of 30 percent of total spending.

1.4 To achieve this expenditure reorientation the government contained the growth of recurrent
spending. Government has sustained recurrent expenditure at an average of 20 percent of
GDP in the last decade and it is projected at the same level in the medium term (Figure 1).
Expenditures on operations and maintenance form the largest share of recurrent spending,
currently accounting for 49 percent and absorbing 45 percent of ordinary revenues. The
government has a medium term target to reduce the ratio of these expenditures to ordinary
revenues to 40 percent.

Figure 1: Gap between recurrent and development spending
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1.5 The increase in development spending has gone to finance physical infrastructure. Figure 2
shows that shifts in sectoral priorities comparing average spending over two periods, 2002-2005
and 2006-2009. The budget for physical infrastructure has tripled and the sector share in total
spending increased from 14 percent to 21 percent, second after human resource development
which accounts for 29 percent of total sector spending. The share for the governance sector
has declined from 20 percent down to 14 percent, the same as public administration. These
four sectors (out of eight) account for 80 percent of the budget, see Annex 2 for the sector
composition. The physical infrastructure sector covers roads and public works, energy, transport,
and local government ministries.Within this sector an average of 77 percent of the budget goes
to roads and energy.
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Donors finance about one third
of the development budget (3
percent of GDP) which reduces to
1.5 percent of GDP when adjusted
for actual disbursements. The share
of donor funds that is allocated to
infrastructure has increased over
time from about 42 percent in
2005/06 to 56 percent in 2011/12.
The same period has seen a
decline in donor funding to the
human development sector, from
25 percent in 2005/06 to about 14
percent in recent veors-. Water and
environment and social protection
have also benefitted from the
increase in donor funding though
the share of resources dedicated
to social protection varies from
year to year, and is particularly
high in drought years. However, the
average disbursement rate for donor funds ranges between 45 to 50 percent which reduces the
actual donor share in development budget from 30 percent to about 15 percent or 1.5 percent
of GDP. The sectoral composition of donor funds (on budget) and the GOK/donor shares is
presented in Figure 3.

Chapter': A Decode of Progress: The Triple Dividend

1.6 Figure 2: Average sector total budget
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There is a significant share of donor funding outside the budget. The analysis so far covers on-
budget funds, but there is a high prevalence of external programmes which are channelled
outside the budget. Bilateral partners like the USA and China still prefer to implement their
programmes outside of government systems; similarly, new players, especially NGOs, typically
choose to execute their programmes directly rather than through the government administration.
When these funds are taken into account the relative significance of external financing increases
to an average of 4.2 percent of the last decade (Figure 4). This translates to a little over 10
percent of total expenditures. The health sector provides a good example of donor funding
outside the budget: estimates show that in 2009/10 donors in the health sector spent over KSh.50
billion off budget systems;see details inspection 2.3 (Health sector highlights).

2 The decline con portly be attributed to the withdrawal of donor support from the free education programme.

1.7
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Chapter I: A Decade of Progress: The Triple Dividend
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SECTORAL HIGHLIGHTS1

Infrastructure sector
2.1 Over the last decade, Kenya has made remarkable progress in investment in infrastructure

especially towards achieving its goals in the Vision 2030 blueprint. This progress is reflected
through the shift towards development spending, which has seen increased outlays especially
for infrastructural development across the country. However, the infrastructure deficit remains
and the high level of investment will need to be sustained to close the gap.

2.2 In the period 2009/10 to 2011/12, the government committed more financial resources for
infrastructural development both on recurrent and development expenditures. Total infrastructure
budget increased from KSh. 146.3 billion to KSh. 217.5 billion during this period. Development
expenditure increased from KSh. 106.8 billion in 2009/10 to KSh. 161.9 billion in 2011/12. Actual
expenditures increased from KSh. 80.6 billion in 2009/10 to KSh. 128.7 billion in 2011/12. The
increase in expenditure allocation is in line with the government's commitment and recognition
that the country's infrastructure is the foundation for achieving the targets of Kenya Vision 2030.
However, a large share of the budget in this sector is financed by donors.

2.3 Total Infrastructure spending averaged 10 percent of GDP during this period, with the roads and
energy sub-sectors accounting for 80 percent of the total infrastructure budget (Figure 5). The
roads sector received the lion's share of the total infrastructure budget. Investment in this sub-
sector increased by 29 percent from KSh.86 billion in 2009/10 to KSh. 110.9 billion in 2011/12
(Figure 6).

2.4 Total budget allocation to the energy sub-sector increased considerably by over 70 percent
to stand at KSh. 57.5 billion in 2011 /12 from KSh. 35.5 billion in 2009/10. Development budget

, Education sector is discussed in Section Four as the special focus highlights
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accounted forthe highestshare-95
percent on average during this
period, which was mainly directed
towards national electrification
spending (Figure 7). Spending
on acquisition of non-financial
assets averaged 49 percent while
compensation for employees and
use of goods and services received
the lowest shares during this period
which explains the focus on major
capital investment.

2.5 Nevertheless, Kenya scores low
on the state of roads compared
to many African countries. Only
14 percent of total roads were
paved in the period 2000 to 2010
(Figure 8). Kenya's total road
network is 160,886 km long, out of
which only 8,880 km are paved
while the rest are unpaved and
spread allover the country. This
indicates large parts of the country
are underserved, representing
a significant but unexploited
economic development potential.
Therefore, recent increases in
levels of investment in infrastructure
development, especially in the
roads sub-sector, should see
increased mileage of paved roads.

Chapter 2: Sectoral Highlights

Figure 5: Sub-sector share in total infrastructure spending
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Figure 6: Investment in roads is mainly towards development
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demand surpasses supply. Energy
production measured in thousand metric tonnes of oil equivalent lags behind compared to
countries within the region (Figure 8). With increasing demand for electricity, only 29 percent
of the population was connected to electricity in 2012 compared to 15 percent in 2004. The
reference scenario of historical and forecast electricity demand indicates a consistent annual
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Chapter 2: Sectoral Highlights

Figure 7: Investment in energy sub-sector is mainly towards national electrification
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Figure 8: Country comparison on infrastructure indicators
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Chapter 2: Sectoral Highlights

increase in electricity demand {estimated at 8 percent per annum)-see Table 1.Although there
is sustained increase in the demand for electricity, the capacity available to meet this demand
isyet to be attained.

Table 1: Demand and consumer statistics

2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12'

Energy generated (GWh) 5,347 5,697 6,169 6,385 6,489 6,692 7,303 7,670

Energy sold (GWh) 4,379 4,580 5,065 5,322 5,432 5,624 6,123 6,341

Peak demand (MW) 899 920 987 1,044 1,072 1,107 1,194 1,236

Number of consumers 735,144 802,249 924,329 1,060,383 1,267,198 1,463,639 1,753,348 2,038,625

Source: Kenya Power Annual Report and Financial Statements. 2012

Water Sector
2.7 Access to a safe and reliable supply of water is a key input to poverty reduction and underpins

the achievement of the Millennium Development Goals (MDGs) and Vision 2030 targets. Sadly,
this is one sector where progress has been limited. A review of the achievements under the first
medium term plan shows that there was a 2 percent increase in the number of urban households
with access to piped water to reach 60 percent compared to the 72 percent target for 2012. The
proportion of households with access to water from protected sources declined from 49 percent
in 2010 to 45 percent in 2012. Water storage per capita increased marginally from 4.6 cubic
meters to 5.3 cubic meters but isway below the 2012 target of 16cubic meters.

2.8 About half of the Kenyan population depends on surface water and two thirds on traditional
lofrlnes.' Comparative benchmarking shows that only 18 percent of Kenyans have access to
piped water, compared to 56 percent in middle income countries (see Figure 9). Expansion of
piped water has not kept pace with rapid population growth and access has deteriorated over
the last decade though access to improved water sources has increased. A similar pattern can
be observed in access to sanitation: only 9 percent of Kenyans have access to septic tanks
compared to 44 percent in Middle Income Countries (MICs). The main source of sanitation for
64 percent of Kenyans is traditional latrines. About 18 percent have no access at all, which
is broadly in line with MICs at 15 percent (Figure 9). For a country that is largely rural, access
to a standard latrine can be considered acceptable. However, the levels of access are more
meaningful when the split between rural and urban is taken into account.

'This numbers in this section are dated (2009) to allow comparison with other countries.
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Access to water

Figure 9: 18% of Kenyans have access to piped water compared to 56% in MICs; the majority of Kenyans
use traditional latrines while 18% have no access to any form of sanitation
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Figure 10: County access to water
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2.9 Like other basic services, access to water remains spatially concentrated. Figure 10shows access to
improved water at county level, Clearly only a handful of counties (about 4 out of 47) have achieved
the MDG target. All the others are below this target but the disparities in access are remarkable; in six
counties access to improved water isbelow 40 percent, about half the level of the leading counties.
Therefore, significant investments will be required to expand access to water.
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2.10 Thewater sector accounts for about
3.5 percent of total government
expenditure representing 0.7
percent of GDP (Table 2). About
three quarters of the water sector
budget goes to water supply
services while the remaining
share is split across all the other
programmes [see Figure 11).During
the period 2009/10 to 2011/12,
the sector witnessed major policy
changes and restructuring that was
geared towards ensuring proper
regulations and adequate service
delivery.

Figure 11: About three quarters of the water budget
goes to water supply services
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2.11 Unlike other sectors three quarters

of the sector budget is for
development. Although a high share of development spending is desirable and appropriate,
it poses a different set of challenges for the sector: [i) it leads to underperformance in some
programmes due to budget cuts which fall disproportionately on development expenditure,
and [ii) late release of funds by donors and the exchequer adversely affect implementation of
planned activities. It's also important to note that the sector is heavily donor dependent with
over 40 percent of spending from the donors and limited participation from the private sector
[Figure 12).Thisillustrates the vulnerability of the sector and emphasizes the need to find ways of
mobilising domestic private funds.

Source: MTEF- Environment, water and housing sector (2012)

Table 2: Water sector public spending relative to GDP and total public expenditure (KSh. million)

2009/10 2010/11 2011/12

Total budget MoWI 27,789 38,613 36,215

Total Governrnent Expenditure (TGE) 789,361 922,563 1,165,532

Water Expenditure, percent TGE 3.5 4,2 3,1

GDP current prices 2,366,984 2,549,825 3,024,782

Water supply Expenditure, percent GDP 0,6 0.7 0.7

10

Source: Medium Term Expenditure Framework (MTEF) - Environment, water and housing sector (2012)
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In order for the sector to realise its
goals and objectives, there is need
to mobilise resources through (i)
Public-Private Partnerships (PPP),
using mechanisms and instruments
such as tax incentives and an
enabling regulatory environment
that would attract private sector
investors, (ii) financing models with
policies that facilitate concessions
and ownership in order to boost
the funding of the sector, and (iii)
a comprehensive water investment
plan to aid in prioritisation and
financing of sector programmes.
The sector should also establish a
budget/financial monitoring and Source: MTEF· Environment, water and housing sector (2012)

reporting mechanism for all programmes, in close collaboration with development partners, the
National Treasury and implementing agencies.

Chapter 2: Sectoral Highlights

2.12 Figure 12: Share of government and donor spending in the water sector
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Health sector
2.13 The health sector has made progress on some key indicators since the last PER.The sector has

realised a reduction in the under-five mortality rate from 83 per 1,000 live births in 2008 to 73 per
1,000 live births in 2011. Infant mortality has declined from 53 per 1000live births to 48 per 1000live
births in the same period. The sector has also seen increased immunization coverage for under
one-year-olds from 71 percent in 2008 to 77 percent in 2011. The incidence and prevalence of
tuberculosis and HIV/ Aids have also declined during the period (Table 3).

2.14 As a result of these achievements, Kenya benchmarks favourably against some of the regional
comparators. For example 10,000 Kenyans share 8.3 nurses compared to 4.2 in Senegal and
10.5 nurses in Ghana. Similarly, the number of hospital beds available for every 10,000 Kenyans
has increased from 9 in 2010 to 13 in 2011, which compares favourably with 9 beds for 10,000
Ghanaians and iswell ahead of Uganda where the ratio is 4 beds for 10,000 people (Figure 13).

2.15 Nevertheless the sector still has to grapple with persistent challenges. Key among these is high
levels of maternal mortality and the rising burden of non-communicable diseases. Maternal
mortality remains high and is still above 2003 levels. The achievement has been a marginal
decline from 490 deaths in 2008 to 473 deaths in 2010. Birthsattended by skilled health personnel
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Table 3: Trend of key health indicators

Indicator 2007 2008 2009 2010 2011

Total fertility rate (births per woman) 4.8 4.8 4.8 4.7 4.7

Infant mortality rate (per 1,000 live births) 56 53 52 50 48

Under 5 mortality rate (per 1,000 live births) 87 83 79 76 73

Children 1 year old immunized against measles, (percent) 80 90 88 86 87

Maternal mortality ratio (per 100,000 live births) - 490 488 473 -

People living with HIV, 15-49 years old (percent) 6.4 6.3 6.2 6.2 6.2

HIV incidence rate, 15-49 years old (percent) 0.53 0.54 0.5 0.47 0.45

Tubercuiosis prevalence rate (per 100,000 population) 317 309 291 288 291

Tuberculosis incidence rate (per year per 100,000 population) 347 332 312 298 288

Source: Ministry of Health, 2012

Figure 13: Regional comparators on nurses and beds per 10,000 population
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declined from 51 percent in 2007 to 43 percent in 2010/11, despite considerable funding towards
these programmes, The sector isalso grappling with the dual burden of communicable and non-
communicable diseases, as can been seen in Figure 14,

2.16 The sector isalso faced with huge geographical differences in access to health services. In Figure
15, immunization coverage is used as an example to show these geographical variations but
it should be noted that the same scenario is replicated in access to other health services, The
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figure shows that in Nyeri County
all the children aged 12-23are fully
immunized compared to less than
10 percent in Mandera County. This
example demonstrates that even
in areas where Kenya has done
well and met the national targets,
remarkable spatial disparities in
access to health services persist.
These variations in access to
services should inform the priorities
of the county governments
especially now that spending in this
sector is fully devolved, providing
an opportunity to close these gaps.

Figure 14: Contributors of disease burden
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government budget has increased
from about 5 percent to 7.8 percent, which translates to a real increase of 2.8 percent (Figure
16). In nominal terms total government spending on health has increased considerably over
the years from KSh.38 billion in 2009/10 to KSh.59 billion in 2011/12. Donor spending has also
remained high, compensating for reduced spending by households.

Figure 15: Fully immunized children (12-23 months) by county
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2.18 Figure 16: Government health expenditure
as a percentage of total government budgetPublic spending on health is

estimated at US$ 19 per capita.
Overall, even with the increasing
allocation to the sector, public
spending per capita currently
stands at US$ 19.2 per capita and
total spending remains low at US$
42 per capita compared to the
WHO recommendation of US$ 54
per capita. Besides government
expenditure, the sector enjoys a
significant share of donor funds
but households bear the heaviest
burden. Total spending in the health
sector is estimated at about KSh.
100 billion, of which public sector
spending is a bout 30 percent, Source: KENAO Appropriation Accounts, NHA, MOH - MTfF 2010-2012

donor spending is estimated at 27
percent and the balance of about 43 percent ishousehold spending on health.
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2.19 Significant share of donor spending in the sector is off budget. While the sector enjoys significant
funding from donors (estimated at 50 percent in 2010) channelling the funds outside the
government systems presents three main challenges for the sector: (i) it undermines strategic
prioritisation in the sector, (ii) affects predictability of the resource envelope, and (iii) weakens
transparency and accountability, for instance it could lead to multiple accounting for
expenditures (see Figure 17).

2.20 Capital spending in the health sector remains low at about 14 percent of the total budget despite
the infrastructure deficit in the sector. Three quarters of the spending in the health sector is
recurrent in nature and although the share of development spending has increased in recent
years, it remains low at about 14percent of the sector budget (Figure 18).Furthermore, the shares
between curative and preventive health have remained unchanged despite the commitment
to increase allocation to the latter (see Figure 19).Forexample, grants to the two referral hospitals
(Moi and Kenyatta) averaged 14percent of total health budget in 2002 to 2010.

Agriculture and Rural Development Sector
2.21 The Agriculture and Rural Development Sector is a key driver of economic growth in Kenya

and remains the main source of livelihood for the majority of the Kenyan people. It has been
identified as one of the six sectors critical in delivering the 10 per cent economic growth rate
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Figure 17: Even with significant share of donor spending being off-budget, households bear the heaviest burden of health care

Off-budget donor funding, 2009/10 Total health financing, average 2001-2010
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Source: Notional Accounts 2009/10. Shadow 8udget 2009/10 and Development Partners Assistance (DPAK) to Kenya. 2011

under the Vision 2030. In 2011, the sector directly contributed 24.5 per cent of the GDP valued at
KSh.741 billion. It indirectly contributes approximately 27 per cent to GDP through linkages with
manufacturing, distribution and other service related sectors.

In Kenya, Agricultural value
added per worker has been
declining since the economy was
liberalized in the mid-1980s under
Structural Adjustment Programmes.
Nonetheless, it isstill higher than the
average for developing countries
in sub-Saharan Africa and low
income countries. Land in the high-
and medium-potential areas as
well as in arid and semi-arid lands
(ASALs) remains under-exploited
for agricultural production. Much
of the available cropland remains
under-used with smallholders using
only 60 per cent of their land for
agricultural production.

2.22
Figure 18: 40 percent of spending in the health sector is on wages
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2.23 Productivity levels for many crops
are below potential and for some
agricultural produce yield and
value over a 5-year period have _ 50
either remained constant or are ~
on the decline. Nationally the ] 40
productivity for industrial crops such ==
as coffee and tea has remained g 30

s:
relatively the same over the last "0
two decades. However, other :§ 20

crops showed mixed results. Beans
had an increase while others Pulses
(pea, grams, etc) decreased.
Similarly, the production level for
most fish and livestock products
is below potential. Forest cover _ Curative Health _ Preventive Health - Referral Hospitals

and tree productivity have been Source: Printed estimates and KENAO appropriation accounts

on the decline while population
growth has led to increased human-wildlife conflict. The productivity of the agricultural sector is
constrained by inefficiencies in the supply chain resulting from limited storage capacity, lack of
post-harvest services and poor access to input markets. Vision 2030 calls for proactive efforts to
maintain existing markets and create new ones to increase Kenya's bargaining power in global
agricultural markets.

Figure 19: Curative and preventive health allocations

60

2.24 The focus on this sector has changed to development allocation. Approved Development
allocation more than doubled increasing by 102.8 percent in a span of one year from KSh. 13.6
billion to KSh.27.6 billion in 2009/10 and 2010/11 financial years respectively as shown in Figure 20.

2.25 The high increase was as a result of economic stimulus programmes that were implemented in
some of the subsectors. In spite of the increased allocation in the development vote, absorption
rate was still below that of the recurrent at an average of 74 per cent compared to 96.1 per cent
in the recurrent vote. Notable low absorption rate was realised in 2010/11 financial year when
only 68.7 per cent of the funds were utilised. Thiswas as a result of low usage of the Economic
Stimulus Programme.

Social Protection Sector
2.26 Recurrent budget dominated government expenditures in the Social Protection Sector in

Kenya. Since 2009/10, government allocations to the sector have significantly increased from
KSh. 32.7 billion to KSh. 37.1 billion in 2011/2012 financial year, a 13.5 percent increase. The
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Source: ARD Sector Report. 2012capacity of the country to facilitate
provision of services to the welfare
of the needy and vulnerable. Key
among the programmes included
setting a social consolidated fund
to cushion the vulnerable. Under the
Orphans and Vulnerable Children
Cash Transfer, the government
scaled up the Programme and
it provides KSh. 4,000 every two
months as cash transfers to
households hosting OVCs in all the
47 counties. By June 2012, 144,933
households were being supported
through both government and
development partners, against
a target of 120,000 households _Recurrent Spending _ Development Spending __ Total Social Protection Spending

in the first Medium Term Plan of Source: Kenya National Bureau of Statistics. Economic Survey 2013
Vision 2030. The Older Persons
Cash Transfer Programme (OP-CTP)provides KSh.2,000 per month to 36,304 beneficiaries in the
47 counties against the first MTP target of 33,000. Figure 22 provides the OP-CTP beneficiaries
disbursement trends across the counties during the period under review.

Chapter 2: Sectoral Highlights

increased allocation is attributed
to expenditures on national food
security, disaster operations and
social protection programmes.
However, as a percentage of total
government budget, expenditures
to this sector declined from 4.2
percent in 2009/10 to 3.8 percent
in 2011/12; see Figure 21. Recurrent
budget forms over 3 percent of
government budget while the
development budget's is less than
0.5 percent.

2.27

Figure 20: ARD allocation in KSh, billion (Development and Recurrent)
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Figure 21: Social Protection Expenditures as percentage of total
government outlays (2009/10 to 2010/11)
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Figure 22: OP-CTP beneficiaries by county as at June 2012
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2_28 There is focus on enterprise development as a key strategy to increase economic opportunities
for women and youth and the vulnerable persons. The Youth Enterprise Fund was established
under this sector to increase access to capital by young entrepreneurs and provide business
development services. Efforts have been made to facilitate linkages in supply chains, create
market opportunities locally and abroad for products and services of youth enterprises. By the
end of 2011/2012 financial year, the government had allocated KSh. 2.8 billion to the Fund.
Equaly, the Women Enterprise Fund (WEF)was established by the government in August 2007 to
promote the economic empowerment of women by providing accessible and affordable credit
for women to start and lor expand businessesfor wealth and employment creation. The budget
allocation to the two funds has been on the decrease but due to its revolving funds scheme
more outputs have been achieved.

2.29 The households' capacity to access basic services including education, health, shelter and
clothing has increased. On economic empowerment it has been realised that there is more
money circulating in the local economy. A culture of savings has been introduced and has
enabled people to engage in small businesses.Thequality of life of beneficiaries has also improved.
The fact that there is increased food security, access to health care, access to education, and
increased social capital is indicative of this. The government's continued effort to support the
youth through provision of the Youth Enterprise Development Fund has not only created many
job opportunities for them but has also enhanced entrepreneurial culture. However, demand for
collateral by microfinance institutions poses a challenge for accessibility of loans by the youth.
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Budget execution has improved although development still lags
2.30 Budget execution has improved in recent years, particularly in development spending, though it

still lags behind. Execution of the recurrent budget remains broadly on track with an execution rate
of about 95 percent, but increasing in recent years to about 98 percent in FY2009 during the fiscal
stimulus programme. Figure 23 shows the execution rates for recurrent and development budgets
comparing the averages for two periods 2002-2006 and 2007-2010; the bubble size represents
total expenditure. The chart shows
that although development
spending has increased, unless the
execution rates match recurrent
spending rates, the increase in
budgetary allocations will be a
'paper' increase.

Figure 23: Budget execution· recurrent and development
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low rate of 55 percent in FY 2005, '5
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This remarkable increase can
be attributed to the change
in composition of financing
instruments, which has seen
domestic debt borrowing finance a Source: KENAO appropnatlon accounts and GoK printed estimates

'Bubble size = Executed amount
significant share of the budget and
a diminishing relative significance of external loans and grants in the budget. Disbursement of
external loans and grants ranges between 40 and 50 percent (see section 1.1 for more details).
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2.32 However, overall execution rates mask underlying sectoral differences. A comparison of
execution rates by MTEFsectors shows that execution is highest in the human development
sectors and it is basically education that returns the high execution levels (Figure 24). Budget
execution in the physical infrastructure sectors has not yet reached the 80 percent threshold
except in FY2009, an occasion attributed to the fiscal stimulus programme.

2.33 Budget execution in the physical infrastructure sector averaged 77 percent in the last decade.
However, continued improvement has been recorded in recent years. Overall absorption of
allocated funds increased from 81 percent in 2009/10 to 84 percent in 2011/12 (Figure 25).
Development budget execution rate averaged 77 percent during this period. The challenges of
implementing the budget for physical infrastructure are not new. The sector takes a significant
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share of external resources which
have low disbursement levels (as
seen in section 1.1); the sector also
has large projects with stringent
procurement requirements which
delay implementation.

2.34 Further, low execution of
development budget undermines
capital spending in the health
sector. Figure 26 shows that for
budget execution in the health
sector, recurrent spending is
in excess of 80 percent but
development lags at 65 percent,
thus capital spending in the sector
ends at lessthan 10 percent of the
budget.

2.35 Overall improvements in budget
execution can be attributed to
capacity to mobilise domestic
resources to fund the budget
through both revenue and
domestic borrowing, and to some
extent the recent procurement
reforms.

Chapter 2: Sectoral Highlights

Figure 24: Underlying sectoral differences in budget execution, 2005·2010
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Figure 25: Physical Infrastructure budget execution rates
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2.36 The difference in execution rates
between capital and current 80
budgets can be attributed to
the sources of financing. The first 79
charge on available revenues 2009/10 2010/11 2011/12

would be interest payments, Source: EI & leT sector report

wages and salaries, and pensions,
followed by operations-related expenditure. Development spending is mainly financed through
domestic debt and external loans and grants.3 Figure 27 isa schematic presentation of sources of
financing on the left and expenditure on the right, arranged by priority from the bottom up. The

J Although funds are fungible some of the long terms bonds issued in the domestic market are earmarked for specific infrastructure projects. The PFMAct (20 J 2)
now provides that National government borrowings should be used only for the purpose of financing development expenditure and not recurrent
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figure shows that recurrent budget
execution depends on revenue
receipts while development
budget execution depends on
the capacity to achieve domestic
borrowing targets on one hand
and the disbursement of external
loans and grants on the other.

2.37 Budget execution rates mimic
exchequer receipts. Figure28shows
exchequer receipts as a share of
budget estimates for the three
years 2011 to March 2013 (three
quarters of the fiscal year). During
these three years, 86 percent of the
budgeted revenue was collected,
74 percent of planned domestic
debt was issued and about 47
percent of budgeted external loans
and grants were disbursed. Non
realisation of budgeted receipts
is one of the reasons behind low
budget execution rates and unpaid
expenditure commitments increase
the stock of unpaid arrears. Thusthe
high recurrent budget execution
can be explained by the realisation
of budgeted revenue receipts and
vice versa for development.

Figure 26: Health sector budget absorption rate
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Figure 27: Schematic presentation of revenue and expenditure
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2.38 The PFM Act 2012 aims to address Revenues (947,776) Expenditures (947,776)

persistent PFM challenges and
modernise PFM systems, thus ource: 8udget policy statement, April 2013

improve budget absorption. However, significant attention will be required to facilitate proper
implementation in line ministries and particularly by county governments. Figure 29 summarises
some of the endemic weaknesses in the PFM system through the four stages of the budget
process which undermines the effectiveness and efficiency of public spending in Kenya,
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2.39 Procurement reforms also offer
hope for improved budget
execution. Low budget execution
has often been attributed to the
inefficient procurement system.
Development projects are bulky
and require competitive bidding
which can be lengthy and
sometimes contested by the losers
delaying implementation. The
recent improvements in execution
can be attributed to ongoing
procurement reforms (see Box
1). Extensive frameworks of
laws, regulations and oversight
institutions have been developed

Chapter 2: Sectoral Highlights

Figure 28: On average only 47% of external loans and grants are
disbursed, undermining development budget execution
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Figure 29: Schematic presentation of endemic weaknesses in the PFM system

Source: The National Treasury, 2013

Source: Staff compilation
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to oversee and regulate government procurement procedures and functions. The legal
framework is generally considered to be sound and it is a good practice that standard tender
documents are in place. However, implementation capacity isconstrained due to understaffing
and underfunding of procurement functions within line ministries.

Box 1: Public procurement reform agenda in Kenya

In taking the public procurement reform agenda forward, the government participated in the OECD/DAC
Methodology for AssessingPublic Procurement System.The methodology consistsof assessmentof the four main pillars,
12indicators and 54 sub-indicators. The pillarsare the: (i) legal and regulatory framework, (ii) institutional framework and
management capacity, (iii) procurement operations and market practices, and (iv) integrity and transparency of the
public procurement system.Overall, Kenya's national procurement systemachieved an aggregate score of 66 percent
above the minimum threshold. The introduction of a legal and regulatory procurement framework, the establishment of
the Public Procurement Oversight Authority (PPOA),the development of a framework for contract administration, and
the new appeals mechanism, were aspects rated positively. The aspects rated weakest were the existing institutional
capacity in procuring entities and training providers, and the functioning of the procurement market.

Debt has increased but remains within sustainable limits
2.40 Public debt has increased but remains within sustainable limits at about 44 percent of GDP. The

evolution of public debt can be traced through the primary deficit': the fiscal framework recorded
a primary surplus between 2003-2005 and a balanced budget between 2006-2007, the period
of fiscal consolidation. The retrenchment turned to stimulus with a primary deficit averaging 2.5
percent between 2008 and 2011. These movements in primary deficit are reflected in the rising
share of debt from 39 percent in 2007 to 47 percent in 2012 (see Figure 30).

2.41 The fiscal space created through fiscal consolidation permitted the implementation of the fiscal
stimulus programme between 2009-2011. The government issued more debt to stimulate growth
and avert a recession. Consequently, debt as a proportion of GDP has increased by about 5
percentage points from 39 percent in 2007 to 44 percent at the end of 2012 but it is still below
the policy target of 45 percent. In nominal values public debt has increased from KSh.700 billion
in 2007 to KSh. 1.4 trillion at the end of 2012. Figure 27 shows the total debt stock split between
domestic and external debt (KSh.billion), and total debt as a share of GDP.

2.42 Domestic debt instruments now permit long-term investments. At the beginning of the decade
(2002) treasury bills financed 49 percent of the budget deficit; today this share has declined to
19 percent (Figure 31). The trend reflects the achievement of a policy target of 25:75 ratio of
treasury bills to bonds. Thus, through the issuance of bonds, the government can now finance

, The primary dencit renects the current nscal policy stance since it excludes debt service payments.
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Primary balance percent of GDP

Figure 30: Evolution of Kenya's public debt
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development projects with long
maturity periods without heavy
reliance on external financing.
The capacity to mobilise domestic
resources has seen a gradual
reduction in the significance of
external financing in the budget
discussed in section 1.1.

2.43
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capacity to mobilise resources
domestically and externally which previously constrained budget implementation. Third,it reflects
the capacity of the fiscal system to smooth economic shocks through fiscal retrenchment and
expansion as appropriate. Kenya's debt management history has earned it a B+ credit rating
from Standard and Poor, and it has never been in the "highly indebted" category of countries.
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The fiscal system has a high revenue capacity but VAT underperforms
2.44 Revenue as a share of GDP averages about 22 percent which isone of the highest in sub-Saharan

Africa and certainly the highest in the EAC. Kenya's revenue capacity compares favourably with
neighbours like Uganda, Tanzania and Ethiopia. Figure 32 shows revenue and expenditure for
selected countries in the region; comparing the average for two periods, Kenya and South Africa
are ahead of regional comparators. However, an analysis of the performance of different taxes
reveals that it isonly income tax that issustaining the robustness of the Kenyan tax system as other
taxes underperform compared to targets, particularly the VAT.

2.45 Only the income tax keeps the tax system robust, contributing over 40 percent of total revenue.
Figure 33 shows the difference between revenue targets and actual collections. Since 2009
revenue collections have fallen short of targets. Only income tax has sustained the growth in
revenues. Total revenue significantly
increased between 2004 and 2011,
from KSh.207,563 million in 2004 to
KSh.669,442 million in 2011. Thishas
been dominated by the income
tax which increased from 6 percent ~ 26

of GDP in 2001 to 10 percent in (.')24
'02012, and now accounts for about c 22

40 percent of total revenue. The ~
improved performance of income ~ 20
taxes can largely be attributed i 18
to higher tax compliance after ~ 16

introduction of the self-assessment ~ 14

tax systems and the use of the
personal identification number
(PIN)for purposes of tax assessment.
Figure 33 shows contribution to
revenue as a percentage of GDP
while detailed revenue collections
vis-a-vis targeted are given in Annex 3.

Figure 32: Kenya's revenue and expenditure performance
among other countries
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2.46 The share of Value Added Tax (VAT) revenue declined from 18 percent of total revenues in 2004
to 15.4 percent in 2011. Lower VAT collections are a result of both endogenous and exogenous
factors. Diminishing tax compliance, especially in the use of the electronic tax registers (ETR).is
considered as one of the causes for the poor VAT performance. After introduction of the ETR
system, a compliance rate of 90 percent was targeted (KRA 2012). However, a survey done in
2009/10 found that whereas installation rates were high at 98 percent, the utilisation (compliance)
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Overall, the increasing share of ~
income taxes in total tax revenue ~ -10
and the declining share of VAT are
not in line with the government's
deliberate policy of shifting reliance
from direct taxes towards indirect
taxes. The policy shift from direct

Source: Kenya Revenue Authority
to indirect taxes aimed to reduce
the burden on income taxation in order to stimulate savings and investment. The slow growth
especially of VAT and excise tax revenue is mainly due to two reasons: lower compliance rate,
and the fact that the current VATAct exempts and zero rates a significant number of commodities
and excise duty is levied on specific (per unit consumed) rather than ad valorem basis. For
instance, in 2011 when inflation reached 19percent, the tax regime would have benefitted from
the higher prices if the excise tax
regime is ad valorem rather than
specific.

rate was in the range of 60-65
percent. The second and perhaps
more important factor that
explains the revenue shortfalls isthe
slowdown in consumption over the
past few years (Figure 34), which in
turn has a disproportionate impact
on indirect relative to direct taxes.

2.47

2.48 Our analysis shows that Kenya's tax
system is robust; 1 percent growth
in GDP should see a 1.26 percent
increase in revenue in the long
run. An empirical estimation of the
relationship between GDP growth
and growth in taxes (excluding new
discretionary tax measures in each
budget) shows that growth in tax
revenue should outpace growth
in GDP: a 1 percent growth in GDP
should see a 1.26 percent growth
in revenue however, the analysis
shows that it is only the growth in

Chapter 2: Sectoral Highlights

Figure 33: Revenue shortfalls have persisted since 2008/09
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income tax that outpaces the growth in its base. The growth in excise and VAT revenues lags
behind the growth rates of their base which isconsumption.' (Annex 4 compares growth in each
type of revenue with its base.)

Fiscal system has built-in buffers to smooth shocks
2.49 Prudent fiscal management has helped the Kenyan economy smooth the potential impact of

domestic shocks. The increase in public spending in 2009-2011sustained domestic demand thus
cushioned the economy from a potential recession. The fiscal headroom created by the low
debt levels permitted the fiscal stimulus programme of 2009-2011,which increased government
spending to 30 percent of GDP and stimulated demand in the domestic economy. Consequently,
the economy recorded moderate growth averaging 3.6 percent. During the stimulus period
government consumption contributed 1 percent to the 3.9 percent GDP growth compared to
0.4 percent during the fiscal consolidation period when GDP growth averaged 5.4 percent. The
contribution to growth from other components of demand (private consumption, investment
and net exports) contracted from 5 percent to 2.6 percent between the two periods. Figure 35
compares average growth over two periods, the fiscal consolidation (2003-2007) and stimulus
(2008-2011) periods.

Figure 35: Increase in public spending sustained GDP growth In 2009-2011

Contribution to growth

2.50 The fiscal programme is now back
to consolidation but medium-term
spending pressures cloud the
prospects of success. Cutbacks in
public spending helped to restore
macroeconomic stability in 2011.
The country witnessed a period of
macroeconomic volatility in 2011,
the current account deficit widened
and the import bill soared, and the
shilling weakened against all major
currencies. In response to the crisis,
public spending was scaled down
to curb the demand for imports.
The medium term fiscal framework
reflects a gradual decline in the
overall fiscal envelope as a share of
GDP but with significant spending
pressures.
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5 Thismeasure is referred to as buoyancy. The estimation first adjusts tax revenue for any discretionary tax policy measures introduced in the budget each year.
The model details and results are presented in Annex 7.

COMPREHENSIVE PUBLIC EXPENDITURE REVIEW· EYEon BUDGET: Spending for Results' Popular Version' 2013 27



MEDIUM TERM PROSPECTS: FISCAL SYSTEM
IS NOW COMING UNDER PRESSURE

3.1 FY2013 marks the onset of devolution which also coincides with a new government administration
which will be seeking to fulfil its pre-election pledges. Spending pressures will escalate in the
medium term as county governments become operational and the new government explores
ways to deliver on pre-election promises. These pressureswill be compounded by the risingwage
bill amidst persistent revenue shortfalls. In 2012/13 financial year, additional wage increases
totalled about KSh.30 billion (1 percent of GDP). In this section we discuss the medium term
fiscal prospects and the emerging fiscal pressures.

Recent fiscal developments
3.2 Devolution has started: the county

governments are in office, and
the first full budget under the 2010
constitution dispensation has
been tabled in Parliament. The
medium-term fiscal framework now
has a vertical division of revenue
between national and county
governments, and the horizontal
division of revenue between
counties. Thisfirst budget allocates
about 32 percent of revenue to
county governments, which is
equivalent to 34.5 percent of the

Figure 36: Revenue sharing formula allocates 23%
of revenue to county governments
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last audited revenues' (Figure 36) However, although the county government allocation is well
above the constitutional minimum, the county governors now argue it is too little to have a
meaningful impact on development or improve service delivery at the county level, thus county
governments will continue to be a source of fiscal pressure. More generally, a rise in recurrent
spending could undermine the achievement of the targets for capital spending.

3.3 Nevertheless the proposed medium term fiscal framework and policy pronouncements commit
to continue fiscal discipline. Revenue is projected at 24 percent of GDP, while expenditure is
projected to decline from 32 percent of GDP in FY13 to 30 percent in FY14 and 29.5 percent in
FY15.The marginal consolidation would see a reduction in the budget deficit from 6.8 percent in
FY13 to 4.0 percent in FY15 and a reduction in debt as a share of GDP from 45.6 to 44.2 percent
in the medium term. The medium term fiscal framework ispresented in Annex 1.However, in light
of emerging fiscal pressures, a more stringent fiscal stance would be required for the debt and
deficit targets to be adhered to.

Revenue shortfalls will constrain the limited fiscal space
3.4 In recent years (since 2009) revenue collections have fallen short of budget targets. In 2012/13

for instance, the shortfall in revenue nine months to the fiscal year was KSh.82 billion (about US$
1 billion). Taking cognizance of this risk, the national treasury has undertaken to ring-fence the
county budget from revenue shortfalls.

3.5 The pending VAT bill 2012 would
address some of these challenges
by expanding the tax base. The VAT
bill 2012 was passed in Parliament
this year. The bill proposes to
increase the VAT tax base by
reducing the number of zero-rated
and VAT-exempted goods. The
introduction of turnover tax for small
enterprises with annual turnover of
less than 5 million will also broaden
the tax base. However, a big effort
will still be required to enhance
tax administration and reduce
tax evasion. Figure 37 shows a
simulation of how much VAT would
be collected if all the exemptions

Figure 37: VAT revenue would increase if exemptions and zero rating are lifted

400
350
300

"~ 250
'E
.r: 200
VI
><

150
100 == -------
50
0

-VAT, local -VAT potential -VAT potential at 60%administration efficiency

Source: KRA data

, The Constitution provides for a minimum share of 15percent of the last audited revenues as an equitable share for county governments and 0.5 percent as
equalization fund for marginalized counties. Sharable revenue in this case isall ordinary revenue and it excludes finesand levies collected by spending ministries
(often referred to as Appropriations in Aid (A-in-A). The last audited revenues are FY2010/11 when total sharable revenue was KSh.608 billion.
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and zero rating are lifted. The figure
also shows the total VAT potential
when further adjusted to 60 percent
administration efficiency. However,
the VAT bill 2012 proposed to
exempt selected goods and
services; a detailed listing of the
proposals in the VAT bill is provided
in Annex 5. Overall, the simulation
shows there is scope to increase
the VAT revenue collection.

Figure 38: Kenya's wage bill in comparison
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3.7 In the last decade, Kenya has seen a declining public sector wage bill. However, this trend has
begun to change: the wage bill is beginning to rise and the devolved government structure will
increase the pressure. In 2012, several cadres in the civil service started demanding for higher
pay. Teachers, who account for about 50 percent of the public sector wage bill. went on strike
and eventually negotiated for basic salary increase amounting to 48.6 percent for the lowest
paid teacher and 18 percent for the highest paid. Nurses,doctors and lectures also managed to
negotiate for higher pay. In FY 13, the salary awards amounted to KSh.30 billion or 1.0 percent
of GDP2. In addition, the new structure of government has created additional administrative
units at all levels of government-parliament, executive and the judiciary-which will increase
the wage bill. The impact can be seen through the structural break in the wage bill as a share of
GDP starting FY2012 (see Figure 39). A similar scenario is playing out in 2013.

3.8 The Salaries and Remuneration Commission (SRC)has started the process of salary harmonisation
but there is a danger that the whole process could be politicized. Already, members of Parliament
have negotiated to retain the previous pay package after a protracted engagement with the
SRC.Teachers too have negotiated for higher pay, and other cadres are murmuring. The SRC
needs to be protected from politics and to be sufficiently empowered to take its rightful place in
setting the wage guidelines and structures for the entire public sector.

'It is important to note that the salaries hod not been adjusted since 2008. even after innation peaked and averaged i4 percent in 20 ii.
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Pressure from county
governments
3.9 Recurrent expenditure is likely to

increase as county governments
take office (Figure 40) and
particularly if there is a duplication
of services between national
and country governments. In
the medium term budget the
administrative cost of devolution
is estimated at KSh. 10.5 billion in
FY 13 increasing to KSh. 14 billion
in FY 14. This amount accounts
for the remuneration of county
executive and assemblies (5.9
billion), administration expenses
(1.7 billion), county PFM expenses
(5.6 billion), and county public
service boards (0.8 billion).

3.10 Besides the administrative
expenditure, pressure to increase
spending for sub national
governments will increase now that
these governments are in office.
The Constitution provides that
finance should follow functions.
FOllowing this approach, the
Treasury has provided estimates of
the share of spending on national
and devolved functions in each
sector, as shown in Figure 41.

Chapter 3: Medium Term Prospects: Fiscal System IsNow Coming Under Pressure

Figure 39: The wage bill is rising
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Figure 40: County budget allocation 2013/14
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national governments' share is
about 50 percent of total spending; for agriculture and infrastructure the shares are 25 percent
and 27 percent respectively. These shares maybe too low to offer a significant improvement in
service delivery, so pressure for higher allocations will be expected from sub national governments.
Moreover, the cost of devolved functions has been drawn from the national government budget
and incorporated into the county equitable share. This funding has no conditions upon it, so
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counties have no obligation to continue with the same sectoral allocations that were previously
spent by national government.

Pressure to maintain spending at current levels to avoid disruption of services
3.12 The constitution provides for at least 15 percent of ordinary revenue as equitable share for

county governments and an additional 0.5 percent of revenue for marginalised counties. The
Commission on Revenue Allocation (CRA) developed a formula for sharing the county share
of revenues based on five parameters (population, basic equal share, poverty level, land area
and fiscal discipline). Once the formula is applied some county budgets will fall short of the
current cost of devolved functions, which arguably is part of the equalization agenda. The per
capita revenue allocation per county ispresented in Figure 42. The figure shows that the counties
with high levels of population are likely to be the key loserswhen the formula is applied as they
receive the lowest per capita funding.

3.13 For the first three years the eRA has identified 14 counties as the first beneficiaries of the
equalization fund, receiving between KSh. 271 million and KSh. 186 million. All other counties
would have to fund capital projects out of other resources such as own-source revenue and
the equitable share. Figure 41 shows counties per capita allocations taking into account the
equitable share, donor-funded projects, Level 5 hospitals and the equalization fund.

Box 2: Selected medium-term fiscal targets

Selected FiscalTargets of the Government

Revenue Targets
• Raisethe revenue-to-GDP ratio to about 24.5 percent by 2015/16
• National government's share of sharable revenues to decline to below 30 percent

Expenditures
• 30 percent of expenditures to be allocated to development expenditures both at national and county level
• 40 percent of development expenditures to be funded through untied loans and grants
• 6.7 percent of ordinary revenue to finance planned development projects/programmes and loan redemptions
• Non-discretionary expenditures to account for about 17.9percent of expected ordinary revenue receipts
• Expenditures on operations maintenance to account for 40.4 percent of ordinary revenues

Wage bill
• Compensation of employees covering staff at national and county governments to account for 35 percent \

of expected ordinary revenue

Deficit and public debt
• Cap public debt-to-GDP ratio to below 45 percent
• Achieve a short-term debt to long-term debt ratio of 75:25
• External loan repayment to account for 2.5 percent to 3 percent of ordinary revenue
• Counties: short term borrowing shall not exceed 5 percent of the most recent audited county government

revenue (PFMLaw)
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Figure 41: Counties per capita allocations, 2013/14
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SPENDING FOR RESULTS

Insights from the Kenya education service delivery indicators (501) survey
4.1 The education sector accounts for 30 percent of the total recurrent budget and

about 70 percent of the human development sector budget. The sector also
records the highest execution rate: this is not surprising because 70 percent of
the education sector budget
is teacher salaries and 20
percent is free primary and
secondary education grants
which (though oftentimes
late) ultimately get disbursed
(see the PETSresults in the
subsequent sections for
details. Figure42showsbudget
allocation and execution
rates in the social sector-
education, health and social
protection-and tracks the
progressfrom 2005/06 with the
average performance for the

Source: KENAO appropriation accounts and printed estimates
period 2006-2010. 'Bubble size=Executed amount

Figure 42: Education sector leads in budget execution, 2005·2010
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4.2 The sector has maintained an over 20 percent share of Kenya's growing budget.
Over 90 percent of this budget was spent on compensation of employees, transfers
and subsidies in 2009/10 to 2012/13 (Table 4). Acquisition of non-financial assets
averaged 3.5percent in the same period. Theincreasing financing to compensation
of employees arises from an increase in both the number of teachers and the
average salary. More resources have also shifted towards secondary and higher
education and this trend isexpected to continue as more students enter and stay
in post-primary education (Figure43).

However, there isneed to ensureefficiency in teacher utilisationincluding addressing
teacher absenteeism in schools.

Table 4: Compensation of employees accounts for the highest share of the total education sector budget

Education Sector Budget
2006/7 2007/8 2008/9 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15(KSh. billion)

Compensation to 70.9 79.0 84.3 93.5 106.2 115.4 145.9 144.8 147.2
employees

Use of goods and services 2.4 3.8 7.0 6.9 7.8 9.9 16.6 18.3 18.5

Grants, transfers, subsidies 22.3 34.4 43.8 46.2 61.2 73.3 97.9 107.3 122.8

Acquisition of non- financial 0.3 4.1 4.9 7.9 9.4 3.7 5.3 5.8 6.4
assets

Total 96.0 121.3 139.9 154.4 184.6 202.3 265.8 276.2 294.9

Source: MaE and MoHEST MPERs 2009/10, Education Sector Working Paper. and MTEF 20 12/13-2014/15

4.3 Kenya has made progress in terms of the relative level of educational attainment
and literacy levels. Kenya has a more educated youth population: in 2009 youth
literacy rates were higher than countries such as South Africa, Ghana, Uganda
and Tanzania (Table 5). In the same year, the primary net enrolment rate was 92.9
percent, slightly higher than Uganda (92.2 percent), South Africa (84.7 percent),
Ghana (76.2 percent) and the sub-Saharan African average (75.1 percent).
Kenya's achievement isat a similarlevel with the average for lower middle-income
countries.

36 COMPREHENSIVE PUBLIC EXPENDITURE REVIEW· EYE on BUDGET: Spending for Results· Popular Version· 2013



However, International
comparisons show that Kenya
can achieve similar results
at lower levels of spending.
Figure 45 show that some
countries have achieved
similar results at lower levels
of spending. Cameroon and
Egypt are good examples. This means that Kenya needs to look into options of
increasing efficiency in spending in light of the fiscal pressures discussed in section
3. The following sections provide a broader discussion in this regard.

Chapter 4: Spending For Results

4.4 Kenya has made significant
investments in education over
the past years. Between 2005
and 2010, total education
expenditure averaged 6.4
percent of GDP-far higher
than the SSAregional average
of 3.8 percent of GDP, and
higher also than in South
Africa and Uganda (see Figure
44). The education sector
constitutes a large share
of government spending,
accounting for 30 percent of
the total recurrent budget.
Its real budget allocation has
increased by 28 percent during
the 2005 to 2011 period. This
signals a large commitment
by the government to invest in
the education of Kenyans.

Figure 43: Increasing free secondary education (FSE)transfers
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Figure 44:Comparing education spending and literacy levels, 2010
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Table 5: Key education indicators in selected countries (2009)~
• 11 It ::it~:i~r - ". ,-.;: n- L '-~'""';!:;tfr.-1t'.Pfr •.•"'" 'ff!

: So~H,' ," Sub-' '" ,-.H.igh!.
Indicator Kenya Tanzania Uganda Africa Egypt Ghana Mauritius Saharan' - income:'

-, , Africa .).t:<?~~!?~
Literacy rate, youth total 92.7 77,4 87.0 88.7 80.1 96.5 71.9 99.7
(percent of people ages
15~24)

Primary completion rate, 83.2 102.3 72.8 93.2 96.0 82.7 89,4 66.9 98,4
total (percent of relevant
age group)

Ratio of female to male 97.7 100.0 101.3 96.0 95.8 99.0 100.1 91.6 100.0
primary enrolment
(percent)

Ratio of female to male 90,4 78,4 83.7 104.9 96.5 88.6 102.5 79.3 99.8
secondary enrolment
(percent)

Repeaters, primary, total - 2,4 11.7 8.0 3.3 6.5 3.7 10.9 0.4
(percent of total enrolment)

School enrolment, primary 92.9 96,4 92.2 84.7 95,4 76.2 94.0 75.1 95.6
(percent net)

Public spending on 6,4 3.6 3.2 5,4 - - 3.2 3.8 -
education, total (% of GDP)

Source: World Development Indicators, UN MDG and government sources

4.7 Nevertheless, the large investments in education have significantly improved
the supply of education inputs. Findings from the Service Delivery Indicator (SOl)
Education (or PETS++)survey! of primary schools in Kenya in 2012 shows that 98
percent of the FPEgrants reach the schoolswhere they are earmarked for spending
on key education inputs. With this spending on inputs, the country now compares
favourably with key education benchmarks and other countries such as Tanzania
and Senegal. As shown in Table 6, the average pupil textbook ratio of 3.1 pupils
sharing a textbook is not significantly different from the maximum 3.0 ratio set by
the government. Both the pupil-teacher ratio and children-per-classroom ratio are
also better than the national benchmarks. The only poor performing indicators are
access to sanitation at schools where about 31 percent of public schools still do
not have functioning toilets. These findings show that by and large, spending in
education has generally contributed to improvements in school input indicators.

I Thisis a nationally representative survey of public and primary schools in Kenya. which in addition to tracking public expenditure in education. also bench marked
the quality of education service pravision focusing on the effort and knowledge of education providers at the school level.
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Table 6: Comparison of school inputs with notional benchmarks
nr ',,",p =, ,..- ~.- ..:- ''''':'',~.' - -.1-" -:- __ ._; . - . - Kenya~'" :

~-v~

Ta;:;za~i~'- -~ " - • ••• >

:Inputs . : , ~ Kenya Senegal'
-r SOl benchmark SOl SOl--

Children per classroom 31 45 74 34

Pupil-teacher ratio 33:1 40:1 49:1 29:1

Students per textbook (for standard 4) 3.1 3.0 - -

Availability of teaching resources (percent) 95 100 - -

FPEgrants reaching schools (KSh./pupil) 988 1,020 - -

Source: Kenya PETS++ 2012, Tanzania 50/2010, Senegal 50/,2010

A focus on quality
4.8 Despite higher levels of

spending and improvements
in inputs at the school level,
learning outcomes remain
poor. For instance, only 36
percent of standard three
pupils can perform a standard
two class numeracy test and
the rate is only 55 percent for
class four pupils, Nevertheless,
the outcomes are much better
than in Uganda at 25 percent
and in Tanzania 18 percent
(Figure45).

Figure 45: Percentage of pupils who can perform
up to standard two numeracy test
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4.9 Findings of the July 2012 Kenya PETS++/SDISurvey show only 42 percent of all
standard 4 pupils and 28 percent of public school standard 4 pupils could read a
standard 3 level shortstory (correctly reading at least 52 of 58 words in short story),
and only 56 percent and 64 percent respectively of standard 4 pupils in the survey
could do single digit multiplication or single digit division. Such poor outcomes
point to either an inadequacy of school inputs or poor quality of the education
providers and inefficiencies in the delivery of education, Resultsfrom the PETS++/SDI
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Chapter 4: Spending For Results

Education survey shown in Table 6 above demonstrate that input provision largely
meets the benchmarks, implying that poor quality of providers and inefficiencies
in the utilisation of education inputs are the major contributors to the disconnect
between education spending and learning outcomes. Technical inefficiency in the
delivery of education isthe bigger problem, rather than allocation inefficiency.

The two sources of inefficiency in education delivery in Kenya are absenteeism
and poor quality/knowledge of teachers. A significant proportion of teachers fail
to show up in class.TheSOlsurvey found that an average of 16percent of primary
school teachers were absent from school on a schooling day and, among those
who show up, 32 percent (translating to 27 percent of all teachers) are not in class
during scheduled teaching times.Thusonly 55percent of the teachers will be in class
teaching (see Figure 46). Compounding the problem, two thirds of teachers lack
the minimum teaching skills
and mastery of the lower
primary mathematics and
Englishcurriculum required to
teach at that level. Teachers
scored least on pedagogical
skills,with an average score of
36 percent compared to an
average score of 65 percent
in English and 82 percent in
mathematics. Thisshows that
key bottlenecks in education
are now in software (quality
and effort of teachers) rather
than the hardware (school '::-sa-ur-ce-:-::-Ke-n-ya---=p=ET:::-s+-+,---=2-::C01:-::-2~~~~~~~~~~~~~~---.J

inputs) provision.

Figure 46: Teacher location during unannounced visit
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Spending on additional teacher recruitment will have limited impact on resultsif
teachers do not show up in class. Pupilsare on average only taught 55 percent
of the scheduled time when taking absenteeism from school and classroom into
account. Alternatively expressed, teacher absenteeism translates into a higher de-
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facto pupil-teacher ratio (pupil-teacher ratio of 41.3 compared to 33 based on
the total number of teachers at school) implying that absenteeism adds an extra
7 pupils per teacher. Thuswhile the budget proposal for the FY2011/12 included
KSh.118.7billion meant to cater for teachers' salaries, including the recruitment of
an additional 10,000teachers in the FY2011/12, the impact on learning outcomes
will be limited as long as rates of absenteeism from classremain high.

4.12 Value for money is obtained from measures that focus on getting the present pool
of teachers to spending more time teaching in class. Leakages from absenteeism
translate into at least 47 percent waste (see absenteeism from class in Table 7) of
the amount spent on public teacher salaries.Higher absenteeism in public schools
increases the cost of delivering an hour of teaching by at least 51 percent in public
schools relative to private schools. Thispoints to poor management at the school
level-consistent with the finding that head teachers are almost twice as likely to
be absent from school than regular teachers, while permanent contract teachers
are 50 percent more likely to be absent than contract teachers (see Figure 47).
Thisimplies a weak monitoring and accountability framework at the school level.
Strengthening the accountability and rewards and sanction mechanism is thus
critical to improving value for money in education.

Table 7: Absenteeism rates by school ownership type

Indicator All Public Private

Share of teachers absent from school 0.16 0.16 0.13

Share of teachers at school but absent from class 0.32 0.38 0.20

Share of teachers absent from class (either not in school 0.42 0.47 0.31or at school but not in class)

Classroom with pupils but no teacher 0.31 0.36 0.19

Time spent teaching (out of 5 hr 40 min scheduled time) 2 hr 40 min 2 hr 19 min 3 hr 38min
Source: Kenya PETS++. 2012

4.13 Poor quality of teachers is an even deeper source of technical inefficiency. There
should be a change in focus of education expenditure from the quantity of inputs
to include the quality of these inputs too. While the pupil-teacher ratio improved,
more than half of the teachers lacked the minimum knowledge for teaching the
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lower primary mathematics
and Englishcurriculum. Math
teachers fared especially
badly on working with
fractions and Englishteachers
on composition tasks (Figure
48), while all teachers, public
or private, performed poorly
in pedagogical skills.Thislow
level of teacher knowledge
weakens the link between
education spending and
learning outcomes. This
cannot be fixed by simply
recruiting more teachers.
Rather,the linkisstrengthened
by investing in teacher
training, continuous capacity
building, post teacher training
and improving management
at the school level to keep
teacher motivation high.

4.14 The quality of early childhood
care in Kenyan public schools
does not take into account the
need for early stimulation and
better nutrition. Child-centred
pedagogical methods, which
would provide a better basis
for learning, exist only in few
private centres in urban areas.

Chapter 4: Spending For Results

Figure 47: Probability of being absent from school
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Source: Kenya PETS++2012
Note: This is probability of absenteeism controlling for other teacher characteristics.
making this a comparison among teachers with similar characteristics except for
either the position or appointment type.

Figure 48: Performance of public school teachers in subject
content and teachina skills
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Source: Kenya PETS++Survey. 2012
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4.15 University enrolment has doubled in the last four years but it is important to address
quality of higher education programmes and linkage to labour market. There is a
high rate of unemployment among the youth, with the majority of young people
having low levels of education. Most of these youth are employed in agriculture,
earn low wages and have little access to social servicessuch asmedical and housing
facilities. TheTechnical and Vocational Education and Training (TVET)sector on the
other hand faces various challenges including fragmented programmes, limited
integration into the formal education system, weak linkage with labour markets,
insufficient financing, inadequate monitoring, low wage employment opportunities
for its graduates and limited alignment with technological innovation in the local
and global markets.

A focus on equity
4.16 Enrolment across all education levels has increased over time, but quality of

education service delivery and large regional inequalities remains major challenges.
Enrolment and retention of children, especially girls, in primary school in ASAL
regions is low. Although standard sixlearning achievement levels in numeracy and
literacy is better than for most comparator sub-Saharan Africa countries, overall
performance in summative examinations islow leading to unsatisfactory progression
and transition across education levels.

4.17 Significant variation in per capita spending at county level is mostly explained by
the unequal distribution of teaching staff. Further, although per capita spending
varies, some counties have been more efficient than others at translating this into
results:for example even with low per capita spending at primary level, Samburu
and Turkana have much higher pupil-teacher ratios than Wajir and Tana River
(Figure49).

4.18 Equity is a concern in Kenya education, despite national benchmarks on education
inputs being met. Resultsfrom the PETS++/SDIsurveyshow that more than 17percent
of the schools have a pupil-textbook ratio greater than 4, with the average number
of pupils sharing a textbook in Nyandarua and Siaya being twice that of Nairobi, for
example (see Table 8). The same applies to the pupil-teacher ratio which too has
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Figure 49: Variation in pupil-teacher ratio at county level
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a wide variation. Increased spending in education should thus be geared towards
increasing equity in access to school inputs rather than increasing the level of inputs
in general.

4.19 Future budget and resource allocation should be refocused to address equity in
the provisionof inputs.While the average proportion of the FPEgrant that reaches
schools is97 percent of the entitled grant, the average among those receiving less
than 95 percent of the FPEgrant is80 percent. In addition, a significant number of
schools receive larger grants than entitled. Thisis exemplified by the 25 percent of
public schools who reported receiving an FPEgrant 10 percent or more than their

Table 8: Comparison of school inputs by country

Location Pupil-teacher ratio Pupil-textbook ralio

National 33.1 3.1

Nairobi 42.1 2.1

Nyamira 29.4 3.1

Nyandaura 39.3 4.4

Siaya 33.5 4.0

Source: Kenyo PETS++. 2012
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reported enrolment numbers, yet 16percent received lessthan 80 percent of the
FPE grant entitlement. Since the FPE grant isdeposited into the schools accounts,
the variation in the grant received could reflect large discrepancies between the
enrolment numbers on which disbursements are based and actual enrolment
numbers at the schools. Frequent audits of enrolment figures for the FPE grant
allocation, and a need-based supplement of this grant to lagging schools,would
thus be required to meet the equity objective within the existingbudget constraint.

4.20 Education sector planning and data management are fragmented and would
benefit from comprehensive sector planning, budgeting, and an integrated data
management system, improved public finance management capacity, and
coordination between national and county governments, including on infrastructure
expansion. Education sector national goals do not get translated into district goals,
and vice versa; and systematic quality assurance and evaluation of policy impact
is lacking in the sector.
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CONCLUDING SUMMARY

5.1 The decade of sustained fiscal discipline and macroeconomic management has
paid off. Domestic resource mobilization has seen a significant increase in the
resource envelope earmarked for investments in infrastructure, notably roads,
energy, airports and ICT.Investments in human capital are reflected in risingliteracy
levels, now almost at par with middle income countries. Sadly, the health story isless
inspiring. Too many mothers are still dying during childbirth, infant and under-five
mortality rates are still high, and improvement in access to safe water has been
marginal. Thesesectors stillrequire urgent attention.

5.2 Improvements in efficiency and effectiveness of spending can create additional
fiscal space without increasing the debt burden. Kenya can now mobilise sufficient
resources to meet her development needs. However, emerging fiscal pressures
from demands for higher wages, two levels of government and new constitutional
institutions will require greater fiscal stringency. The new fiscal pressurescreate an
opportunity to improve efficiency and reduce waste in government operations. The
education sector provides a good case study.

5.3 The education sector could reap significant gains from improving efficiency in
the use of resources by strengthening the accountability framework in education
to minimise teacher absenteeism and reduce the cost of delivering an hour of
schooling at the school. Value for money in education would be achieved by
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focusing on improving the quality of teachers and introducing an accountability
mechanism that keeps teacher motivation high. Recruitment of more teachers isnot
the panacea for improving learning outcomes as the quality of recruited teachers
cannot be taken for granted.

5.4 On average, national benchmarks on some key service delivery indicators have
been met but significant geographic variations persist.Primaryschool enrolment,
pupil-teacher ratio and immunization coverage provide good examples where
national level achievements mask remarkable geographical disparities. The
devolved government structure isdesigned to close these gaps but systemic public
finance management weakness and capacity gaps could undermine the process.

5.5 The most challenging reforms are now anchored in law. The 2010 Constitution
fundamentally changed the rules of game in resource allocation and public
expenditure management. Procurement and public financial management
reforms are now also anchored in law. However, these laws are necessary but not
sufficient: successful implementation of these reforms will crucially determine the
success of Kenya's devolution. The priority in this regard is building the capacity of
implementing agents, particularly for line ministriesand county governments.
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Annexes

Annex 1: Budget outturn 2009/10 - 2012/13

2011/12 2012/13- 2013/14-' 2014/15--

TOTAL REVENUE 748 955 987 1,139

Sharable revenue 690.7 850 920 1,063
EXPENDITURE AND NET LENDING 948 1,263 1,374 1,407

Recurrent expenditure 647 805 855 909
National 667 752 854
County 186 207 208
Development and net lending 301 447 507 482
Deficit (cash basis including grants) -184 -251 -319 -193
Grants 15 56.2 67 76
FINANCING 172 251 319 193

Net foreign financing 99 144 213 101
Net domestic financing 73 107 107 93
of which domestic borrowing 73 107 107 93
Other (including privatisation) - - - -
Nominal GDP (KSh.billion) 3,306 3,867 4,165 4,775
Total debt [public + private external) (US$billion) 17 20 24 25
Grossdomestic product (US$billion, current prices) 41 46 49 56
GDP growth rate 4 5 6 6
Population growth rate 3 . . .
GDP per capita (US$) 808 . .
Sharesof GDP (percent)

Revenue 23 25 24 24
Expenditure 29 33 30 30
Deficit -6 -7 -5 -4
Total Debt (public + private external) 45.7 45.8 45.8 44.2
Source: QBER various reports, IMF and WDI 20 I 2

50 COMPREHENSIVE PUBLIC EXPENDITURE REVIEw. EYE on BUDGET: Spending for Results' Popular Version' 2013



Annexes

Annex 2: Composition of sectoral budget estimates, KSh.billion

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
Human Resource Development 87.9 100.2 107.6 128.1 140.0 141.3 152.1 177.5

Physical Infrastructure 30.0 31.9 37.5 52.9 73.9 104.5 124.2 151.2

Govemance, Justice, Low and Order 43.2 46.9 53.5 64.6 58.3 69.0 72.9 85.3

Public Administration International Relations 25.4 26.3 42.1 41.7 61.1 96.2 61.7 72.9

Environment Water and Irrigation 7.0 9.7 9.4 11.6 15.8 23.6 31.9 39.3

Special Programmes 1.9 2.8 2.6 3.5 15.1 17.3 35.9 33.1

Research, Innovation and Technology - - 0.7 1.1 5.8 21.7 26.0 30.1

Agriculture and Rural Development 11.4 12.0 14.0 16.5 21.5 28.6 29.0 30.0

Trade, Tourism and Industry 4.1 4.6 6.0 6.1 9.5 7.1 8.2 12.0

Notional Security 3.5 3.9 4.2 5.2 6.0 8.2 7.7 10.1

Total (excluding defence) 214.3 238.3 277.6 331.2 407.1 517.4 549.5 641.5

Source: Printed estimates (various years)
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PAVE

Annex 3: Revenue deviations between actual collection and targets
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Annex 4: Nominal growth in taxes in comparison to their bases

Nominal growth in Income tax and GDP
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Annex 5: Proposals in the VAT Bill 2012

fi!Ii~#'!ll' Exempt goods and services under VATAct Cap 476 _ Exempt goods and services under VAT Bill 2012

Exempt goods and Goods: Poultry, livestock (unprocessed meat Goods: Agricultural inputs, petroleum products,
services and dairy), fresh fish & other sea foods, fresh laboratory products, live animals, unprocessed

(unprocessed) agricultural foods, petroleum milk, eggs, meat. fruits and nuts, machinery,
products, currency, charcoal, military cereals except corn, wheat. barley and rye,
weapons, sanitary towels, raw skin and hides, petroleum products.
cinematographic film, cereals and cereal flours.

Services: Exempt supplies include financial Services: Exempt supplies include financial
services, insurance, public education and training services, insurance, public education and
services, health (including veterinary) services, training services, health (including veterinary)
sanitary services, agricultural services, transport. services, sanitary services, agricultural services,
burial and cremation, renting and leasing of land transport, burial and cremation, renting and
and housing, postal services, and social welfare leasing of land and housing, postal services, and
services. social welfare services.

Zero rated goods Goods: Milk, rice, maize flour, agricultural inputs, Goods: Medicines and medical supplies.
and services medicines and medical equipment, kerosene

and gas, insecticides, newspapers and journals,
agricultural machinery and parts, generators,
textile machinery and equipment including parts,
ambulances, educational materials, purchase of
public transport vehicles.

Services: Exports, services in transit. supply of Services: Exports, international air transport.
coffee and tea for export. supply of domestic export processing zone supplies, treatment and
electricity consumption «200KW), airport supply of water, supply of coffee and tea for
services to transit aircraft, water drilling. auction.

Source: VAT 8ill2012

Annex 6: Methodology for estimation of tax buoyancy

Generally, the elasticity concept assumesthe following functional relationship:
T = aBfJE

Where T= tax revenue, B= Tax base, a and i3> represent parameters to be estimated, and £ is the
multiplicative error term. Taking logs, we obtain a log-linear specification of the form:

LogT = Loga + f3LogB + LOgE

Thisequation can be presented in the following standard form:

Loql'; = a + f3LogBt + /It

When using unadjusted revenue data, the coefficient i3> represents the tax buoyancy of the tax
revenue to its base.
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Estimation of long run tax revenue buoyancy

Variable Coefficient Std. Error t-Statistic Prob.

Real gross domestic product (log) 1.26 0.04 33.18 0.00

Dummy 2004 -0.17 0.06 -2.91 0.01

Dummy 2001 -0.15 0.06 -2.53 0.02

Dummy 2000 -0.12 0.06 -2.14 0.04

Constant -5.12 0.52 -9.89 0.00

R-squared 0.98

Adjusted R-squared 0.97

Prob(F-statistic) 0.00

Source: Printed estimates (various years)

Estimation of short run tax revenue buoyancy

- ?"')l'&"* "'~M.<C
"Variable Coefficient Std. Error t-Statistic Prob.

Total revenue (log. 1" difference, 1" lag) 0.32 0.27 1.19 0.26

Total revenue (log, 1" difference, 2nd lag) 0.14 0.23 0.61 0.55

Total revenue (log, 1" difference, 3'd lag) -0.06 0.22 -0.28 0.78

Total revenue (log, 1" difference, 4'h lag) 0.11 0.21 0.55 0.59

Real grossdomestic product (log, 1" difference) 0.42 0.29 1.43 0.18

Real grossdomestic product (log, 1" difference, 1" lag) -0.18 0.36 -0.51 0.62

Real grossdomestic product (log, 1" difference, 2nd lag) 0.77 0.34 2.29 0.04

Real grossdomestic product (log, 1" difference, 3,d lag) -D.79 0.37 -2.11 0.06

Real grossdomestic product (log, 1" difference, 4th lag) -D.16 0.32 -0.50 0.62

Errorcorrection term (1" lag) -0.66 0.29 -2.31 0.04

Dummy 1994 0.18 0.05 3.23 0.01

Dummy 2010 0.15 0.05 2.94 0.01

Dummy 2000 -0.13 0.06 -2.37 0.04

Constant 0.01 0.02 0.36 0.72

R-squared 0.83

Adjusted R-squared 0.64

Prob(F-statistic) 0.01

Source: Staff computations
Reduced Equation: total revenue {log, difference! = 0.01 + 0.105 gross value added (log,difference! + 0.18 dummy 1994 + 0.15 dummy 2010· 0.13 dummy
2000·0.66 Error correction term
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Annex 7: Fiscal policy has been used to stimulate growth and restore macroeconomic stability

Average 2003 - 2007 (percent of GDP) Average 2008 - 2011 (percent of GDP)

0.4 1.0

4.1 2.7

4.5 3.7

2.6 2.2

-1.7 -2.3

Source: KNBS data

Annex 8: The gap between recurrent and development spending

Recurrentexpenditure Development and net lending
(percent of GDP) (percent of GDP)

1998/99 23 4

1999/00 20 2

2000/01 22 3

2001/02 21 3

2002/03 20 3

2003/04 20 3

2004/05 19 3

2005/06 20 4

2006/07 18 5

2007/08 21 7

2008/09 19 7

2009/10 21 9

2010/11 21 8

2011/12 19.7 9.1

2012/13 20.8 11.6

Source: The National Treasury (QEBR 20 12/13) and Budget Policy Statement 2013
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Annex 9: Physical Infrastructure and Human Resource sectors account for over 50% of the total sectoral budget

Average 2002-2005 Average 2006-2009

Human Resource Development 106.0 152.7

Physical Infrastructure 38.1 113.4

Governance, Justice, Law and Order 52.0 71.4

Public Administration and International Relations 33.9 73.0

Environment Water and Irrigation 9.4 27.7

Source: Kenya Notional Audit Office, Various Audit Reports (2001/02 to 2009/2010)

Annex 10: Budget execution ... recurrent and development

Revisedestimates (KSh.billion) Executed (KSh.billion) Execution rate (percent)

Average recurrent execution

2002 - 2006 I 233.5 I 220.8 I 94.6

2007 - 2010 I 422.5 I 401.9 I 95.3

Average development execution

2002 - 2006 I 82.0 I 55.5 I 66.1

2007 - 2010 I 239.1 I 180.8 I 76.3

Source: KENAO. various audit reports (2001/02 to 2009/2010)

Annex 11: Underlying sectoral differences in budget execution, 2005 - 2010

Allocation (KSh.billion) Executed (KSh.billion) Execution rate (percent)

Human resource development

2005/06 I 128.1 I 116.4 I 90.9

2006 - 2010 I 152.7 I 144.8 I 94.8

Physical infrastructure

2005/06 I 52.9 I 39.4 I 74.4

2006 - 2010 I 113.4 I 91.0 I 80.2

Governance, justice, law and order

2005/06 I 64.6 I 56.8 I 88.1

2006 - 2010 I 71.4 I 63.7 I 89.3

Source: KENAO. various audit reports (2001/02 to 2009/2010)
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Annex 12: Revenue shortfalls have persisted since 2008/09 (KSh. million)
-

2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Import duly 1,563 274 1.757 344 373 203 245 579 3,121 3,656

Excise duty 2,397 630 1,951 2,158 3,969 1,409 2,181 848 4,489 6,236

VAT Imports 2,135 1,343 4,170 1,276 3,806 1,642 2,491 9.734 6,058 145

Income lax 137 614 436 696 77 1,082 1,058 1,438 65 284

Total 2,142 8.477 33,338 3,370 4,105 9,244 12,306 10,825 6,309 25,994
Source: Kenya Revenue Authority

Annex 13: Declining donor funding

Year GDP (Current US$,million) Net ODA received Percent of GDP(Current US$,million)

1960-1979 2,216 98 2.7

1980 7,265 395 5.4

1981 6.854 448 6.5

1982 6,432 485 7.5

1983 5,979 396 6.6

1984 6,191 408 6.6

1985 6,135 427 7.0

1986 7,239 443 6.1

1987 7,971 557 7.0

1988 8,355 832 10.0

1989 8,272 1,060 12.8

1990 8,591 1.181 13.8

1991 8,152 916 11.2

1992 8,221 883 10.7

1993 5.752 914 15.9

1994 7,148 677 9.5

1995 9,046 732 8.1

1996 12,046 595 4.9

1997 13,116 449 3.4

1998 14,093 415 2.9
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Annex 13: Declining donor funding

Year GDP (Current US$,million) Net ODA received Percent of,GDP(Current US$, million)

1999 12,896 310 2.4

2000 12,691 513 4,0

2001 12,987 471 3,6

2002 13,149 393 3,0

2003 14,904 523 3,5

2004 16,096 660 4,1

2005 18.738 759 4,1

2006 22,504 947 4,2

2007 27,237 1,327 4,9

2008 30,519 1,366 4,5

2009 30,580 lJ76 5,8

2010 32,198 1.629 5,1

Source: OECD Statistics and World Development Indicators 2012

Annex 14: Comparing education spending and literacy levels

Country Public spending on education, total literacy rate, youth total
(percent of GDP) (percent of people ages 15-24)

Algeria 4,3 91.0

Botswana 8,3 94,6

Burkina Faso 4,5 34,5

Burundi 5,2 75,0

Cameroon 3.0 83,1

Cote D'ivoire 4,3 63.6

Egypt. Arab Rep. 4,3 84,9

Ethiopia 4,5 47,3

Gambia, The 2.7 59,0

Ghana 5.4 75.4

Guinea 2.3 53,8

High Income: OECD 5,3 99,6

Indonesia 3,0 98,3

COMPREHENSIVE PUBLIC EXPENDITURE REVIEW· EYEon BUDGET:Spending for Results· Popular version- 2013 59



Annexes

Annex 14: Comparing education spending and literacy levels

Country Public spending on education, Literacy rate, youth total
total (percent of GDP) (percent of people ages 15-24)

Kenya 6.3 86.5

Lesotho 13.4 91.4

Liberia 2.8 73.4

Low Income 3.5 69.6

Lower Middle Income 3.5 81.5

Madagascar 3.2 67.6

Malawi 4.7 86.5

Malaysia 6.1 97.9

Mauritius 3.7 95.5

Middle East & North Africa (developing only) 5.0 87.6

Middle Income 4.0 89.5

Moldova 6.8 99.5

Mozambique 4.9 66.4

Niger 3.4 25.3

Philippines 2.9 96.0

Rwanda 4.2 77.4

Senegal 4.2 55.0

Seychelles 5.3 99.1

South Africa 5.3 97.6

Tanzania 6.8 77.9

Tunisia 7.0 95.6

Uganda 3.6 80.8

Zambia 1.8 71.8

Source: World Bank. World Development Indicators 2012
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