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By Institute of Economic Affairs

Key Messages

Overall, Budget 2025/26 reflects efforts towards fiscal consolidation as the fiscal deficit to GDP ratio is expected
to reduce from 9.9% in revised budget 2024/25 to 8.7% in FY 2025/26. Achievement of fiscal consolidation,
among other things is predicated on rationalization of expenditure and improved revenue collection. Without a
more deliberate and coherent approach, there are risks that may impede the realization of this goal.

o The flexibility of the budget is increasingly becoming limited, despite the expected decline in growth of
Consolidated Fund Service (CES) by 6% in 2025/26 from the previous financial year. There is a growing
pressure from the so called ‘priority’ expenditure items due to the way budgets are formulated. They
include: the total consolidated wage bill exacerbated by collective bargaining agreements, transfers to state
owned enterprises (SOEs) and earmarked funds such as Constituency Development Funds that together
will take up a substantial portion of the projected resource envelope. For 2025/26 they are estimated
to constitute about Ksh 2.8 trillion against an overall projected resource envelope of Ksh 3.4 trillion.
To this end, enhanced budget control measures are an imperative as is government’s rein on recurrent
expenditure through SOEs and public wage policy reforms.

o Debt vulnerabilities remain elevated despite reduction in the stock of public debt to GDP ratio (66.7%
in FY 2023/24 to 65.5% in FY 2024/25) following the appreciation of the shilling. Interest payment are
expected to grow by 10% in FY 2025/26 relative to the previous year owing to a significantly high reliance
of deficit financing from the domestic market.

o Without proper mechanisms for improved efficiency in spending and a credible public investment
management system, it is becoming increasingly difficult to implement development projects. This is on
the back of government efforts to implement fiscal consolidation and the challenge of reduced budget
flexibility, implying less available resources to meet development needs in the short to medium term.

« Although revenue projections for FY 2025/26 have been modest relative to the previous financial year,
perhaps on the back of improving macroeconomic conditions, structural challenges still remain. Even
with the two supplementary budgets introduced to correct for revenue shortfall, and a third one looming
before the end of June 2025, there are downward risks to economic growth outlook. By and large revenue
underperformance may end up undermining fiscal consolidation efforts exacerbated by the fact that
budget revisions invariably lead to increased expenditure.



2% 1.0 Introduction

The analysis of Budget 2025/26, notes that the government’s emphasis and indeed over the medium term is on
fiscal consolidation to reduce debt vulnerabilities. This call is now more pronounced than ever, coming a year
after the youth protest of the Finance Bill 2024. It is expected that more effort on revenue mobilization for now,
will be focused on tax administration reforms as opposed to introduction of new taxes and increase in tax rates.
On the expenditure side, the effort will be more on rationalization to increase efficiency and reduce waste. The
combination of these two, is what is expected to lead to providing room for delivery of public goods and services.

Globally, economic growth and demand may slow down in 2025 relative to 2024 for two reasons. One, there is
escalating geo-political tensions in the Middle East and in the Russia-Ukraine conflict. Two is the risk from a series
of tariff imposed by the US on China and other trading partners compounded by retaliatory tariffs. Domestically,
macroeconomic environment is improving, seen from easing of monetary policy stance, stabilizing exchange
rate, however under a depressed economy. In appreciation of this context, the analysis brings out insights on
the extent to which proposed Budget 2025/26 responses to this context towards realization of set fiscal goal and
objectives.

In terms of organization, this analysis first presents an overview of the entire budget, then proceeds with
expenditure analysis that looks at issues of mandatory spending and what this means to budget flexibility,
implications of public wage bill and a brief on what is expected in terms of sectoral priorities. The final section
focus is on where funds to finance this budget are expected to come from and realism around this. In addition
to providing information to advance informed debate and dialogue on the national budget, the Institute of
Economic Affairs (IEA -Kenya) through this brief points out policy concerns and issues that parliamentarians
may consider in their scrutiny and interrogation of the budget.

2.0 Macroeconomic Framework Underpinning the Budget 2025/26

A sound macroeconomic environment is critical in guiding the formulation and successful execution of the
national budget. As summarized in table 1, overall macroeconomic indicators exhibit a mixed trend with
challenges, particularly the slowdown in economic activity persists. These conditions directly shape fiscal
outcomes by influencing revenue mobilization and expenditure pressures.

Table 1: Trends of Key Macro Indicators

Real GDP (%) -0.3

Agric. Sector Growth (%) 4.6 -0.4 -1.5 6.6 4.6
Manufacturing Sector Growth(%) -0.3 7.3 2.6 2.2 2.8
GDP per capita-Constant (Ksh) 219,492 241,907 266,473 291,770 309,460
Avg. Annual Inflation Rate (%) 5.4 6.1 7.7 7.7 4.5
Treasury Bill Rates (nominal) - % 6.9 7.3 9.3 15.7 10.3
Exchange Rate (Ksh/USD) 106. 5 109.6 117.9 139.9 129.5
Current Account Balance (% of GDP)  -4.8 -5.2 -5.1 -4 -2.3
Real average earnings (changes)-% -1.4 -3.8 -3.1 -4.1 -0.3
Population (million) 48.4 49.7 50.6 51.5 52.4

Source: Various issues of KNBS Economic Survey and CBK Reports




2.1 GDP Growth, Inflation, and Population Growth 3

The economy’s contraction, -0.3% in 2020 and subsequent rebound, 7.6% in 2021 have had direct fiscal
implications. Strong growth phases boosted tax revenues through higher consumption and imports, while
the 2024 moderation to 4.7% signals potential revenue shortfalls. High inflation, 7.7% in 2022-2023 eroded
household purchasing power, while simultaneously driving up expenditure through higher public sector wage
adjustments and subsidy costs such as fuel and fertilizer. Population growth of 52.4 million in 2024 increases
demand for social services, necessitating larger allocations to health, education, and social protection, pressuring
expenditure ceilings.

2.2 Per Capita Income

Stagnant per capita income growth, 0.1% in 2024 limits revenue potential from personal income taxes and
consumption-based levies. The rising GDP deflator, 116.9in 2019 to 145.1 in 2023 exacerbates this by eroding real
household incomes, further dampening consumption tax streams. This dynamic forces trade-offs in expenditure
prioritization, particularly between social protection and development projects.

2.3 Interest Rates

High Treasury bill rates, 15.7% in 2023 significantly increase debt-servicing costs, consuming 25% of revenues
in FY2023/24. This crowds out expenditure for critical sectors like health and infrastructure. Simultaneously,
monetary tightening constrains private investment, reducing access to private credit. The savings-investment
gap, 24.1% savings against 18.2% investment, reflects inefficient financial intermediation, highlighting the
chokepoints in channelling domestic capital towards productive use.

Kenya’s monetary policy environment continues to play a pivotal role in shaping the country’s economic
trajectory. The Central Bank of Kenya (CBK) through the Monetary Policy Committee (MPC) has made attempts
in navigating the delicate balance between controlling inflation and advancing growth, maintaining a measured
approach to interest rate adjustments. However, they failed to address the significant rise in food relative to non-
food prices that have been increasing between 2018 to date. This cautious stance reflects the complex economic
landscape, where inflation rose to 7.7% during 2022-23 before moderating to 4.5% in 2024. These inflationary
pressures, combined with global markets, have created significant challenges for monetary policymakers.

2.4 Terms of Trade

Export growth, 57% in 2023 driven by strong horticulture and tea exports, improved customs revenues and
export levies, but the 16.98% import surge widened the trade deficit, increasing pressure on foreign reserves and
exchange rates. A weaker shilling inflates the cost of imported goods such as medicine, machinery, escalating
development project costs and recurrent expenditure. Reliance on volatile commodity imports for instance fuel
and food, exposes the budget to unplanned subsidy outlays during price spikes.

2.5 Employment

Slowing productivity growth, 3.9% in 2019 to 1.1% in 2022, suppresses wage growth, impacting PAYE revenues.
Despite employment recovery, 4.4% growth in 2022, informality, 16.3M workers, limits tax compliance,
narrowing the revenue base. The negative output gap, -3.2% in 2020, indicates underutilized resources, raising
expenditure needs for job-creation programs while straining social safety nets.

The macroeconomic landscape for 2025/26 demands a budget that navigates revenue volatility and expenditure
rigidities. Revenue strategies must address constraints from subdued growth and informality, while expenditure
priorities should balance debt-service obligations with targeted social and productive investments to mitigate
population-driven demand pressures.



4 3.0 Budget Overview

This section provides an overview of entire planned budget for 2025/26, expenditure and revenue components
relative to actual performance in the previous two financial years as summarized in table 2.

Kenya’s total revenue and grants are projected to rise to Ksh 3.4 trillion in FY2025/26, against a total estimated
budget of Ksh 5.04 trillion. When expenditures for the repayment of the principal debt amount are included, this
results in a fiscal deficit of Ksh 1.7 trillion. As a share of GDP, total revenue and grants are estimated at 17.5%,
compared to total government expenditure at 26.2%, yielding a fiscal deficit of 8.7% (see matrix below).

Fiscal Trends as a Percentage of GDP

Actual Revised Estimates

2023/24 2024/25 2025/26

Total GoK Budget (includes Counties + Redemption 27.6% 27.2% 26.2%
Total Revenue and Grants 16.9% 17.3% 17.5%
Total Fiscal Deficit -10.7% -9.9% -8.7%

Strikingly, while the projected expenditure for debt redemption (repayment of principal) has declined by 23.2%
to Ksh 0.8 trillion, interest payments are expected to increase by 10.2% to Ksh 1.1 trillion. The fiscal deficit has
narrowed by 6.5%, largely due to reduced interest payments on public debt and projected higher revenue of Ksh
2.9 trillion from ordinary taxes (further details to follow in subsequent sections).

Overall, the budget reflects efforts toward fiscal consolidation. However, this may be compromised from
prevailing concerns about the realism of the revenue projections, as well as the impact of foreign exchange risks,
which could significantly affect debt servicing costs.

Table 2: Budget Out-turn

Actual Revised  Estimates change
2023/24 2024/25 2025/26 (24/25 - 25/26)
(Ksh billion)  (Ksh billion)  (Ksh billion) %
Revenue (A)
Total Revenue and Grants 2,725 3,120 3,364 7.8%
of which: 'Total Revenue 2,703 3,068 3,317 8.1%
of which: Ordinary Revenue 2,289 2,581 2,889 11.9%
Appropriation In Aid (A.LA) 414 487 428 -12.1%
Grants 22 53 47 -10.8%
Expenditure (B)
Total Discretionary Expenditure (C) 2,607 2,626 2,902 10.5%
National Executive 2,164 2,175 2,428 11.6%
of which: Recurrent 1,618 1,562 1,724 10.4%
Salaries and Wages 575 625 651 4.2%
Development 546 614 704 14.8%
Equalization Fund 7.9 8.0 10.6 32.5%
Contingency Fund 28 4.0 5.0 25.0%
Parliament 37 41 42 4.0%
Judiciary 21 23 26 13.1%
County Governments (equitable share) 385 387 405 4.6%
Non Discretionary Expenditure (D)
Consolidated Fund Service (CFS) 1,836 2,289 2,141 -6.5%
of which: Interest. (E) 775 996 1,098 10.2%
Redemption 850 1,046 804 -23.2%
Pension & Others 211 247 240 -3.0%



Total GoK Expenditure (B = C + D) 4443 4915 5043 26% °

Total fiscal deficit (F = A - B) (1,719 (1,795) (1,679) -6.5%
Total primary deficit (F - E) (944) (799) (581) -27.3%
Net Foreign Financing 223 282 284 1.0%
Net Domestic Financing 596 606 592 -2.3%
Total 518 887 876 -1.2%
Total GoK Expenditure (B) (Ksh) 85,530 93,001 93,817 0.9%
Total Revenue (Ksh) 53,373 60,065 63,649 6.0%
Total Fiscal deficit (F = A - B) (Ksh) (33,082) (33,960) (31,234 -8.0%
Nominal GDP (Ksh Billion) 16,106 18,054 19,273 6.7%

Source: Authors computation from Budget Estimates report by the National Treasury
NB: the primary deficit = Fiscal Deficit (F) - Interest Payments on previous debt (E)

3.2 Discretionary vs Non-Discretionary

Breaking down the budget further shows that in FY 2023/24, the share of non-discretionary spending in the
national budget increased from 39% to a peak of 47% in FY 2024/25, before a projected decline to 42% in FY
2025/26 (See figure 1). Despite this five-percentage-point drop, the discretionary component remains squeezed,
indicating constrained budget flexibility.

Figure 1: Discretionary vs Non-Discretionary Spending by Year

2023/24 2024/25 2025/26
Ksh 4.72 Trillion Ksh 4.92 Trillion Ksh 5.09 Trillion

Q00

. Discretionary . Non Discretionary

Source: Authors’ caleulation using data from Supplementary Budget Reports | The National Treasury

Again, figure 2 provides more illustrative details of further breakdown of both the discretionary and non-
discretionary expenditure components for FY 2025/26.




6 Figure 2: Breakdown of Discretionary versus Non Discretionary Budget Allocation, FY 2025/26
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NB: Non discretionary expenditure is composed of mandatory items which include all the CFS items.

o Expected discretionary spending of Ksh 2,950 billion, is approximately 57.9% of the total GoK budget.
o On the other hand, non discretionary spending accounts of Ksh 2,141 billion, constitutes the remainder,
approximately 42.1% of the total GoK budget.

3.3 Trends in Proportional Discretionary Spending

Distribution of GOK spending: across the three arms of Governments and the County Governments (the public
sector) is shown in figure 3.

Figure 3: Trends in Proportional Spending (Discretionary Spending)
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Source: Authors’ caleulation using data from Supplementary Budget Reports [ The National Treasury




The National Executive has maintained its largest share of the discretionary component of the budget across | 7
FY 2023/24 to FY 2025/26 ranging from 81% to 83%. The share for Parliament and Judiciary remained below
2% and 1%, respectively, while County Governments saw a declining share from 16.9% in 2024/25 to 15.4% in
2025/26. To a large extent distribution of discretionary spending is similar across the three years. Of note is that

in FY 2025/26 whereas there is a substantial increase in allocation relative to the previous FY of 14.6% and 13.1%
for the National Executive and the Judiciary respective at the expense of that for county governments.

3.4 Consolidated Fund Services

Consolidated Fund Service (CFS) constitutes the obligatory or the non-discretionary part of the government
spending. CFS expenditure items include public debt service, pension, salaries and allowances, guaranteed debt,
subscriptions to international organizations amongst others.

Table 2: Trends in Consolidated Fund Services (Ksh Billions)

Fiscal Year 2018/19 2019720 2020/21 2021/22 2022/23 2023/24 2024725 2025/26 % Change
202425,
2025/26

Interest payment 370.3 433.7 463.1 605.3 690.6 §46.3 995.8 1,097.7 10%
Redemption 479.8 335.2 441.9 546.0 585.0 046.2 1,046.3 803.7 23%
Total Public debt

2 850.0 THR.B 905.0 1,151.3 1,275.7 1,792.5 20421 1,901.4 -T%
Secrvice
% of Public debt

S 91% 89% HB% BB% B8% 0% 89% 89%
service in CFS
Pensions 80.5 92.5 119.2 153.6 171.8 187.6 2231 2349 5%
Salaries and

4.0 4.0 4.5 42 4.6 4.0 4.1 4.7 14%

Allowances
Miscellaneous

3 0.13 0.02 0.02 0.02 0.02 0.05 0.06 0.07 27%
Services
Guaranteed Debt 1.4 0.6 - - - - 19.7 -
Subscriptions
International 0.00 0.00 0.00 0.00 0.00 - - .
Organizatons
Total CFS 936.0 866.0 1,028.7 13091 14521 1,984.1 2.289.0 2,141.0 6%
Nominal GDP 9,303.1 10,175.2 11,304.1 12,8443 14,299.2 16,131.5 17,4345 19,2728
CFS as a % GDP 10% 9% 9% 10% 10% 12% 13% 11%

Source: Budget Estimates for various years

CFS spending has been on an upward trend with the nominal figures rising from Ksh 936 billion in FY 2018/19
to Ksh 2,289 billion in FY 2024/25. This rise is mainly driven by increase in public debt repayment, pension
payments, and salaries and allowances payments. Further the increase in public debt service stems from increased
nominal interest payment over the same period from Ksh 370 billion to just over Ksh 1 trillion. Consequently,
pension payments in nominal terms have more than doubled from Ksh 80.5 billion in FY 2018/19 to the projected
figure of Ksh 234.9 billion in FY 2025/26 largely due to the rise in the number of retirees as life expectancy
increases. This high allocation significantly limits the funds available for crucial social sectors and development
initiatives.

Total estimated allocation to the CFS in the 2025/26 fiscal year is 2.1 trillion shillings, representing a 6% decline
from the previous year. Over 89 % of the total allocation will go towards debt repayment while 10% towards
payment of pensions.




8 How are Non Discretionary for 2025/26 different from 2024/25?

Figure 4 shows the proportionate spending amongst the key components of non-discretionary expenditure from
FY 2023/24 to FY 2024/25 and what is expected for FY 2025/26. It is evident that whereas this proportionate
spending for both redemption payment and obligation on pensions and others have remained similar in the first
two final years, there are significant changes expected for FY 2025/26.

Figure 4: Comparison of Non-Discretionary spending for 2025/26 from 2024/25

Ksh 1,836 Bn Ksh 2,289 Bn Ksh 2,141 Bn % Change from 2024/25
100%-
& Pension & Others -2.97%
75%1
42% 44%
(Ksh 775 Bn) (Ksh 996 Bn) o
(Ksh 21!3’8 TRy +  Interest +10.24%
50%
25%- 46% 46%
(Ksh 850 Bn) (Ksh 1046 Bn) o
(Ksh B804 BI'I} 4+ Redemption -23.19%
0% . . .
2023/24 2024/25 2025/26

Source: Authors’ calculation using data from Supplementary Budget Reports [ The National Treasury

Notably, the interest component of the debt servicing charges has risen sharply to constitute just over a half of all
the payments - driven by rise in average interest rates and a decline in the average time to maturity of the loans.




Figure 5: Total CFS Spending as a percentage of Ordinary Revenue
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CFS payments are usually made from collected revenues. Therefore, any increase in these obligatory payments
crowds out development spending and spending towards key sectors such as health, education, social protection
including allocations to counties. The proportion of CFS to ordinary revenue has been increasing. In FY 2018/19,
CFS spending as a percentage of revenue was at 60 %. This proportion has in the last 3 years, risen sharply from
67% in FY 2022/23 to the highest recorded rate of 86%. It’s estimated to slightly decline to 74% in the next FY on
account of reduced redemptions.

Public Debt

As a result of years of expansionary fiscal policy, the stock of public debt in Kenya has been on an upward trend,
with the heaviest burden among its Eastern Africa comparators. Public debt as a percentage of GDP has risen
from 55.2 % in FY 2016/17 to 66.7% in FY 2023/24 with the highest rate of 72 % recorded in FY 2022/23. The rate
is however projected to decline to 65.5% and further down to 63.6% in FY 2024/25 and FY 2025/26 respectively.
The debt composition is also projected to change from external to domestic sources (see figure 6).




10 Figure 6: Kenyan Public Debt to GDP Ratios (%)

80.0

70.0

60.0

50.0

40.0

30.
20.0
10.
0 H

2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25% 2025/26*

=

=

=

mm Domestic Debt as % of GDP s External Debt as % of GDP es==Total Public debt as % GDP Projections

Source: National Treasury

Cost of Debt in Kenya: Total Average Interest Rate

Over the period 2013/14 to 2022/23, the total average interest rate rose by one percentage point, moving from
6.1% to 7.1%, signalling a general increase in the cost of borrowing. (see figure 6).

Several factors contributed to this rise in borrowing costs. For instance, Kenya’s attainment of lower middle-
income country (LMIC) status in 2014 led to a reduction in its access to affordable and long-term concessional
loans. This shift in access compelled the country to increase its reliance on international capital markets, as
evidenced by the issuance of its debut 5-year and 10-year Eurobonds in the same year. Furthermore, Kenya

has faced heightened exchange rate volatility over the years. In nominal terms, the Kenyan shilling depreciated
against the US dollar and the Euro, weakening from Ksh 86.1 and Ksh 114.4 in 2013 to Ksh 139.9 and Ksh 151.3
in 2023, respectively. This depreciation further increased the cost of servicing foreign currency-denominated
debt, thereby contributing to the overall increase in the cost of debt.




Figure 7: Trends in Average Total Interest Rate
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Domestically, an increased reliance on short-term debt instruments offering higher rates of return has driven
borrowing costs upward. In 2013, outstanding domestic securities comprised 23.3% Treasury bills and 71.3%
Treasury bonds. By the end of the FY 2017/18, the proportion of Treasury bills had increased to 35.5%, while
Treasury bonds had decreased to 61%. Consequently, interest rates rose, with the Central Bank Rate (CBR)
increasing from 8.8% in 2013 to 12.5% in 2023, while the rate on the 91-day Treasury bill doubled from 8.9% in
2013 to 15.7% in 2023.

Debt Service to Total Government Revenue Ratio

This ratio measures the ability to service debt from the government’s revenue. A high ratio indicates relative
vulnerability of the county to debt sustainability. The country has witnessed a rise in the share of revenues that
is going towards servicing public debt, from a rate of 49 percent in FY 2019/20 to a peak of 73 percent in FY
2023/24 as shown in figure 8. This is an indication of a faster growth of debt service compared to the growth in
revenue.

The main driver of this growth has been the increase in interest payments particularly domestic interest payments.
Spending on domestic interest as a share of government revenue has almost doubled between FY 2018/19 and
2025/26 from 17% to 29%.

1




12 Figure 8: Debt Service to Revenue Ratio
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On a related point, it is important to note as reported by both the Office of the Controller of Budget (OCoB) and
the Office of the Auditor General (OAG), of the worrying concern related to accumulation of commitment fees
for undisbursed loans. About Ksh 1.6 billion in commitment fees was accumulated by the end of June 2024 out
of undisbursed debt amounting to Ksh 1.4 trillion. This not only exerts more pressure on limited revenue but also
implies missed opportunities on expected economic gains from planned projects.

Furthermore, there is need for the government to take concerted measures to prevent accumulation of pending
bills which add to the total liabilities and end up increasing overall debt vulnerabilities. At the same time,
repayment strategy for the verified pending bills is critical in boosting liquidity for the private sector.

3.5 Wage Bill

Kenya’s public service wage bill has been on an upward trend, rising in absolute terms from Ksh 374.9 billion in
the FY 2013/2014 to Ksh 1.2 trillion in FY 2023/2024. For FY 2025/26, national government public sector wage
bill component constitutes 38% of the entire recurrent expenditure. Overall, the consolidated public sector wage
bill in Kenya remain a public policy concern due to the increasing pressure it continues to exert on the national
budget and hence calls for greater administration and rationalisation.

The growth in public sector employee has been relatively modest compared to the private and informal sectors
with a rise from FY 2023/2014 683,300 to 98,288 in FY 2024/205 of 1,023,200 with average monthly earning per
employee of Ksh 45,727 and Ksh 98,288 respectively. The increase in average earnings and number of employees
means a significantly larger wage bill and these may lead to less funds for maintenance of infrastructure,
equipment, and services leading to efficiency and productivity concerns.

The wage bill to ordinary revenue ratio rose from 41% in the FY 2013/2014 to 51% in the FY 2023/2024 with
the highest wage bill ratio as share of ordinary revenue recorded FY 2020/2025 at 63%. This high wage bill ratio
for FY 2020/2021 was largely associated with COVID-19 where the governments implemented wage subsidy
programs or direct financial support to maintain employment. These programs helped stabilize and even increase
wages for employees who remained in the workforce during the pandemic. Figure 9 shows that the government
is spending a larger proportion of its budget on wages, which may signal potential fiscal challenges. The Public
Finance Management (PFM) Act, 2012, and PFM Regulations, 2015, provide that not more than 35 per cent of
the total ordinary revenue should be spent on the public service wage bill.



Figure 9: Wage bill ration as a share of ordinary revenue
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For wage bill sustainability and using wage to ordinary revenue ratio, we note that the ratio is above the 35%
threshold which means that a large portion of government revenue is being used to pay salaries, leaving less for
development projects and other infrastructure development components in the sectors. The government may
be forced to borrow more to fund other expenditures. Additionally, a high wage bill has the potential to crowd
out development spending, which is essential for long-term economic growth. The government should fully
implement the Unified Human Resource Management System across all Public Sector entities as a broader effort
to enhance Public Sector efficiency, improve management of wage bills and ensure the effective utilization of
public funds.

Another generally accepted benchmark is wage bill to nominal GDP ratio which is 7.5% for developing
countries. The government aims to reduce the ratio towards these benchmarks. These benchmarks and targets
are important for fiscal sustainability and ensuring that government spending on wages is aligned with overall
economic performance.

13




14 Figure 10: Wage bill ratio as a share of GDP
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Figure 10 shows wage bill to GDP ratio has been at an average of 9 % for the last five years reducing to 7.0 %
in the year 2023/2024. The pattern implies that a significant portion of the country’s economic production is
going to public sector wages, however this is decreasing, as shown in the figure above. This ratio shows that the
government may have overstaffing concerns and inefficiencies, so it is vital for the government to address the
governance component to decrease fiscal leakages that undermine public trust and structural reforms. These are
needed to promote productivity and growth in an environment of fiscal consolidation.

It is however important to note that agreed Collective Bargaining Agreement (CBA) between the government
and trade unions for doctors and teachers will put extra pressure on the wage bill. Given the substantial size of
recurrent transfers, expediting the process of rationalization of parastals that receive substantial transfers that

largely constitute wage and salaries is critical for efficiency gains. Besides, the extent of this process succeeding
is dependent on political good will.




4.0 Sectors Priorities

Kenya’s national budget for the fiscal years 2024/25 and 2025/26 reflects a continued prioritization of key
sectors, with a modest overall increase from Ksh 2.33 trillion to Ksh 2.45 trillion. Comparatively, the order of
the ten sectors in terms of budget share starting with the education sector all the way to general economic and
commercial sector has not changed for the two financial years.

4.1 Sectoral Distribution of Budget 2025/26

The Education sector maintains its dominant share, holding steady at 29% of the total budget, with a slight
increase in absolute terms from Ksh 677 billion to Ksh 701 billion, marking a 3.58% growth.

Figure 11: Sectoral Distribution of the Budget Estimates, 2025/26
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The Energy, Infrastructure, and ICT sector sees a notable boost of 11.11%, underscoring the government’s

commitment to development and modernization. Similarly, sectors such as Environment Protection, Water, and

Natural Resources (+12.76%), Governance, Justice, Law, and Order (+7.46%), and National Security (+6.97%)
also receive increased allocations, reflecting a focus on sustainability, rule of law, and safety.
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16 Conversely, some sectors face reductions. Agriculture, Rural and Urban Development sees a 2.96% cut, while
Social Protection, Culture, and Recreation and General Economic and Commercial Affairs experience sharper
declines of 4.36% and 16.26%, respectively.

This budgetary shift suggests a strategic emphasis on infrastructure, education, and environmental resilience,
while trimming expenditures in areas such as Agriculture.

4.2 Budget Efficiency Across sectors, 2023/24

Absorption rates are one of the measures of budget efficiency. It refers to the proportion of allocated funds that
a ministry, department, or agency (MDAs) successfully spends within the financial year. A high absorption rate
(close to 100%) suggests effective planning, timely procurement, and strong implementation capacity. A low
absorption rate signals underperformance, often due to administrative bottlenecks, delayed disbursements, or
project execution challenges.

Table 3: Sectoral Absorption Rates, 2023/24

Source: Office of the Controller of Budget
EIICT: Energy, Infrastructure and ICT
EPWNR : Environment Protection, water and Natural Resources

NB: A high absorption rate (close to 100%) suggests effective planning, timely procurement, and strong
implementation capacity while a low absorption rate signals undetperformance, often due to
administrative bottlenecks, delayed disbursements, or project execution challenges.

Budget implementation report by Office of the Budget shows that the overall absorption rate for the year ended
2023/24 averaged 85.9%, with the highest sector being National Security (99%) followed by Education (97%),
and Governance, Justice, Law & Order (95%), reflecting the government’s priorities in safety, education, and
justice. Development spending is concentrated in Health (95%), GJLO (93%), and Agriculture, Rural & Urban
Development (90%), signalling a focus on infrastructure and service delivery. Recurrent expenditure remains high
in National Security and Education, largely to support personnel and operations. In contrast, sectors like Energy,
Infrastructure & ICT (73%) and General Economic & Commercial Affairs (67%) received lower allocations
despite their importance to long-term growth. Efficient use of these resources depends on absorption rates—the
percentage of funds actually spent during the year—with higher rates indicating effective implementation, and
lower rates pointing to challenges such as procurement delays or capacity gaps.
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4.3.1 Education

The budget for the education sector of Ksh 702.7 billion in 2025/26 reflects a slight increase by Ksh 26 billion
up from Ksh 676.7 billion in FY 2024/25, representing about 4% growth rate. This underscores governments’
commitment and prioritization of the sector, despite the current financial constraints and constrained
macroeconomic environment.

In terms of the distribution, the Teachers Service Commission (TSC) maintains its dominance in the sectoral
allocations with a proposed allocation of Ksh 387.1 billion representing 55% of the proposed sector budgets. It is
followed by Higher Education with a proposed allocation of Ksh 144.7 billion representing 20% of the approved
sector budget. For Basic Education, it comes in third with a proposed allocation of Ksh 127 billion representing
18% of the sector budgets. Finally, we have the State Department for Technical, Vocational Education and Training
with a proposed allocation of Ksh 42.4 billion representing 6% of the sector budgets. The State Department for
Science, Innovation and Research, which was created through Executive Order No.1 of 2025, received the least
allocation of Ksh. 992.9 million, which is less than 1% of the sector budget.

Figure 12: Education Sector
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These percentages are a reflection of the consistency with past patterns showing a continued focus in hiring
teachers and its expected expenses (Teacher Resource Management program) as well as an interest to increase
financing for students in tertiary institutions, and infrastructure development in TVETs.

It is notable that TSC has the biggest proposed budgetary increase, and this is attributed to the continuous hiring
of teacher (Ksh 7.2 billion for recruitment of intern teachers), salary adjustments and the operational assistance,
given the introduction of Junior Secondary Schools, as part of enhancing the quality of teachers’ services in the
basic education system.

In contrast, there is the proposed reduction of the Basic Education budget by Ksh. 11.3 billion, mostly affecting
Free Primary Education and Quality Assurance programs. These budget cuts to Basic Education pose a risk to
the foundational learning outcomes especially because of the policy reforms being undertaken pertaining the
country’s Basic Education System with the introduction of CBC which is still facing challenges among them is
the financial uptake necessary for its implementation.

Overall, the 2025/26 proposed education sector budget is a reflection of the governments’ prioritization of the
sector with a positive signal. However, the redistribution of resources and how the government balances between
tertiary and basic education raises questions as both are considered as critical investments for knowledge
economy. Basic Education plays a critical role in shaping the long-term educational outcomes for the country
and the proposed budget cuts could have an effect on the educational outcomes if not well managed. The creation
of the new state department within the sector is inconsistent with rationalization plans and effectively contributes
to increased general administration costs by at least Ksh 122 million.



18 4.3.2 Energy, Infrastructure and ICT Sector

The total national budget allocation to the Energy and ICT sector for the 2025/26 fiscal year is Ksh 486 billion,
accounting for 9.5% of the estimated GoK budget of Ksh 5.1 trillion. This allocation represents an increase of
Ksh 49 billion from the 2024/25 allocation, translating to an 11.1% rise. For FY 2025/26, the sector has been
allocated Ksh 135.1 billion for recurrent expenditure representing 27.8%, and Ksh 351.1 billion for development
expenditure representing 72.2%, signalling a continued emphasis on infrastructure and capital investments as
the recurrent budget has reduced by Ksh 12.6 billion while the development budget has been increased by Ksh
61.24 billion.

Figure 13: Energy, Infrastructure and ICT Sector

Ksh 195 Bn Change

Roads 1 (40.1%)
Housing and Urban Development 2 a0 B (+) Ksh 44.9 Bn
Energy 3 (1?%,)62 5 (+) Ksh 14.3 Bn
Transport 4 A Bn
Petroleum 5 (Eﬁ!}o) Sl S (+) Ksh 00.1 Bn
ICT and Digital Economy 6 (53*}) 15 Bn (#) Ksh 04.0 Bn
Broadcasting and Telecommunications 7 (*1(33*}, G B
shipping and Maritime 8 ('1(32'}) B B (#) Ksh 02.2 Bn
Public Works 9 | K, 4 Bn

{0.9%)
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Within the Energy and ICT sector, key allocations include Ksh 4.5 billion for Ol Karia I Units 1,2,3 Geothermal
Power Plant Rehabilitation Project, Ksh 4.1 billion for the Last Mile Connectivity project, Ksh 5.6 billion for
Konza related development expenditures and, Ksh 4.4 billion for electrification in constituencies. These
priorities are aligned with national development strategies, including Vision 2030 and the Bottom-Up Economic
Transformation Agenda (BETA), which emphasize expanding access to energy and leveraging digital technology
to spur economic growth.

Within the sector, the top three MDAs in FY 2025/26 are: Roads, with the highest allocation at Ksh 195 billion;
Housing and Urban Development at Ksh 120 billion; and Energy at Ksh 62 billion. Public Works received the
lowest allocation at Ksh 4 billion. Proportionally, Roads account for 40.1% of the sector’s total allocation, Housing
and Urban Development 24.6%, and Energy 12.7%, while Public Works received just 0.9%.

The most significant increase in budget allocation was observed in the Housing and Urban Development
department, which rose by Ksh 44.9 billion compared to the previous year. This reflects the government’s strong
emphasis on the affordable housing program. In contrast, the Roads department saw a reduction of Ksh 13.4
billion, likely indicating a strategic focus on completing existing projects rather than launching new ones.

Over the last three fiscal years, the Energy and ICT sector has seen consistent growth in budget allocations,
from Ksh 463.5 billion in 2023/24 to Ksh 437 billion in 2024/25, and now Ksh 486 billion in 2025/26. However,
despite this adjustment, upward effective implementation may face challenges such as delayed disbursements,
procurement inefficiencies, and limited capacity in decentralized units. Therefore, close monitoring of absorption
rates which stood at 73% in the FY 2023/24 and impact on the ground particularly for underserved regions will
be critical to ensure value for money.



4.3.3 Public Administration and International Relations Sector

In the 2025/26 budget, the Public Administration and International Relations sector received a total allocation
of Ksh 320 billion, marking an increase of Ksh 12 billion or 3.8% compared to the previous year. The top three
departments in terms of funding were as follows: The National Treasury with Ksh 118 billion, Economic Planning
with Ksh 63 billion, and Parliament with Ksh 42 billion. In contrast, Cabinet Affairs received the least funding
amounting to Ksh 0.2 billion.

Figure 14: Public Administration and International Relations
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In terms of proportions, the allocations were distributed as follows: The National Treasury received 37.0% of the
total budget, Economic Planning 19.7%, and Parliament 13.3%, while Cabinet Affairs accounted for a mere 0.1%.
The National Treasury is an important institution because it develops and oversees macroeconomic policies,
formulates the national budget, and manages public debt and financial obligations. It mobilizes resources,
ensures sustainable debt control, and designs efficient financial management systems to promote transparency
and standard reporting. It also enforces uniform accounting standards across the National Government and

its entities, in line with legal provisions. The most significant increase in allocation was seen in the Devolution
agency which received an additional Ksh 14.2 billion, whereas Economic Planning experienced a reduction of
Ksh 11.3 billion.
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201 4.3.4 Governance, Justice, Law and Order (GJLO) Sector

The Governance, Justice, Law and Order (GJLO) Sector has received a total allocation of Ksh 283 billion for
the financial year 2025/26, amounting to a 11.2% increase (Ksh 28 billion) from the previous financial year.
This sector comprises institutions responsible for security enforcement, dispensation of justice, provision of
correctional services, promotion and protection of human rights, as well as the management and oversight of
electoral processes. The pattern of funding allocations within the sector reveals the structural priorities and
persistent disparities in resource distribution across institutions.

Figure 15: Governance, Justice, Law and Order
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In the FY 2025/26 budget, the National Police Service (NPS) is allocated Ksh 127 billion, accounting for nearly
half (44.9%) of the entire GJLO Sector allocation. This dominant share shows the State’s overwhelming emphasis
on policing and security enforcement. Despite this, the Sector’s Medium Term Expenditure Framework (MTEF)
report points to continuing logistical constraints and underachievement of major performance targets by the
Police Service, including aerial surveillance, upgrading of forensic capacities, and completion of construction
projects. The increased funding is intended to remedy these operational gaps, and accelerate the rollout of
community policing and modernization efforts.

Correctional Services and the State Department for Internal Security follow with an allocation of Ksh 38
billion representing 13.5% and Ksh 36 billion (12.7%) respectively. Correctional Services’ supports a number
of rehabilitation and reintegration activities, including construction of prison infrastructure, and supervision
of non-custodial sentences. Performance data from the MTEF period shows improved achievement rates in
formal education and vocational training for offenders, although budget shortfalls constrained the completion of
various infrastructure projects and access to medical services for inmates.



While still the third highest allocation in the sector, the State Department for Internal Security, in contrast has 21
recorded a budget reduction of Ksh 1.5 billion. This decrease may suggest a reprioritization of administrative
functions and shift towards consolidating security operations under the NPS.

The Judiciary’s allocation has risen modestly to Ksh 27 billion in FY 2025/26, up from Ksh 23 billion in the previous
year. However, this marginal increase fails to meaningfully reverse the longstanding trend of underfunding, as
the allocation continues to meet only about half of the institution’s total resource requirement in recent years.
This trend significantly impairs the Judiciary’s ability to deliver timely and effective justice and has contributed
to growing case backlogs and limited access to judicial services, especially in underserved regions. The persistent
resource gap undermines the efficient dispensation of justice and contradicts national efforts to improve the rule
of law and access to justice as outlined in the Constitution.

On the bottom end of the Sector’s allocation structure, the Kenya National Commission on Human Rights and
the National Gender and Equality Commission have received Ksh 0.5 billion, (0.2% of the GJLO allocation) and
Ksh 0.6 billion (0.2% of the total GJLO allocation) respectively. This minimal funding raises questions about
the State’s investment in rights protection and advancing gender equality, particularly given the sector’s stated
objective of enhancing compliance with equality and inclusion. The disproportionately low allocation suggests a
persistent marginalization of these functions in the national budget. Moreover, the budget allocation trends show
that commissions and agencies tasked with human rights protection and oversight, including the Independent
Policing Oversight Authority are perennially underfunded which has limited their ability to provide redress and
enforce constitutional protections.

Opverall, the proposed allocations continue to favor enforcement heavy institutions, a trend aligned with the
sector’s security centered orientation. The MTEF framework demands a more balanced investment strategy,
particularly in light of rising increasing case backlogs, gaps in human rights protection, and the need for digital
transformation of legal and administrative services. While the sector has recorded minor improvements in
expanding digital registration systems, streamlining immigration services, and integrating services on the
e-Citizen platform, several functions remain underfunded including witness protection, police oversight, and
refugee management.

While the GJLO sector estimates for FY 2025/26 demonstrates a necessary overall increase in resources, there’s
need for more equitable allocation within the sector. Future budgeting cycles should amplify investment in
access to justice, human rights, and institutional oversight which are the key pillars for long term rule of law and
accountable governance.

4.3.5 National Security Sector

The government continues to recognize security of all citizens as a critical enabler for sustaining social-economic
transformation attaining the BETA agenda and in line with Vision 2030. In the current year (2025) IMF projects
the global economic growth at 3.3% and the National treasury has projected the economy to grow at 5.3%.

Figure 16: National Security
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22 ' The projections promise a positive economic outlook. With a nominal change of 51,793 (14%) of total budget
estimates comparing FY2024/25 and FY25/26, the continued increase in resource allocation to National Security
is well advised. FY 2024/25 the government allocated 179.7 billion to the department of defense and 55.7 billion
to the National Intelligence Service. The allocations in the two departments (Defense and National Intelligent
Service) compared to FY 2023/24 had a 13% and 5.9% increase respectively. In FY2025/26, Defence received a
further increase in resource allocation of 20.6 billion (11%) while National intelligence service resources were
reduced by 4.2 billion (7.5%). Despite the reduced resource allocation in the National Intelligence Service in
FY2025/26, the National Security sector has continued to receive increased resource allocation. In FY2024/25
the sector received an 11% increase and in the FY25/26 it has received a further 6.7% increase. This increase in
resource allocation aligns with the Kenya’s Vision 2030 of guaranteeing every person in Kenya freedom from
danger and fear. It further cultivates an enabling environment for economic growth and development.

4.3.6 Health Sector

The proposed allocation to the health sector for FY 2025/26 is Ksh 137 billion, reflecting a slight increase of
Ksh 1 billion (0.5%) from the previous year. Despite this nominal rise in absolute terms, the health sector’s
share of the national budget has declined slightly, from 5.8% in FY 2024/25 to 5.6% in FY 2025/26. While the
overall allocation has grown marginally, the sector’s relative importance within the broader national expenditure
framework has diminished. The budget is shared between two departments: the State Department for Medical
Services and the State Department for Public Health and Professional Standards.

Figure 17: Health
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The State Department for Medical Services receives Ksh 105 billion, accounting for 77.1% of the total health
sector budget. This represents a 2% increase from the previous year, largely driven by a 10% rise in recurrent
expenditure. However, this is offset by a significant 23% reduction in development expenditure. Over half of
the department’s resources are dedicated to National Referral and Specialized Services, signaling a continued
emphasis on advanced medical care. Services related to curative care and Reproductive, Maternal, Newborn,
Child, and Adolescent Health (RMNCAH) account for 16% of the allocation, while administrative expenses
account for 29%. For FY 2025/26, the department aims to strengthen community health promotion efforts,
integrate various health insurance schemes under the proposed Social Health Insurance Fund (SHIF), improve
the recruitment and retention of healthcare workers, expand public financing for primary healthcare, and
enhance transparency and efficiency through digitized health systems. These strategic priorities align with
broader national health reforms under SHIF, which seeks to establish a more inclusive and sustainable healthcare
financing model.

Meanwhile, the State Department for Public Health and Professional Standards has been allocated Ksh 31
billion, constituting 22.9% of the total health sector budget. This represents a 4% decline from the previous fiscal
year, with recurrent expenditure falling by 5%. However, there is a slight 4% increase in capital expenditure,
suggesting a push toward infrastructure and capacity-building initiatives. Nearly half (47%) of this department’s
budget is directed toward Health Resources Development and Innovation, underscoring a focus on long-term
investments in healthcare capacity and research. Preventive and Promotive Health Services receive 32%, reflecting
a commitment to proactive health measures. For FY 2025/26, the department’s focus is closely aligned with
the Bottom-up Economic Transformation Agenda (BETA). It plans to reinforce public health delivery systems,



enhance disease surveillance and emergency response mechanisms, expand preventive health initiatives, address | 23
gaps in the health workforce, and implement targeted programs for high-burden health issues such as malaria,
tuberculosis, and malnutrition.

In FY 2023/24, the health sector recorded an overall budget absorption rate of 77%. Development expenditure
achieved a particularly high absorption rate of 95% the highest among all sectors indicating effective utilization
of funds for infrastructure and equipment. In contrast, recurrent expenditure lagged, with an absorption rate of
only 68%, pointing to inefficiencies in operational spending. Reflecting on this, the FY 2025/26 budget reveals
a strategic shift: development allocation has increased by 6%, while recurrent allocation has been reduced by
19%. This move suggests a deliberate effort by the government to prioritize long-term investments in health
infrastructure and capacity-building, possibly as a strategy to manage the sector’s wage bill and improve overall
fiscal efficiency, especially in light of the historical underutilization of recurrent funds.

4.3.7 Environment Protection, Water, and Natural Resources

In FY 2025/26, the national budgetary allocation for Environment Protection, Water, and Natural Resources
amounts to Ksh 93.3 billion, representing 3.8% of the total national budget. This reflects an increase of Ksh 10.6
billion (12.8%) compared to the 2024/25 financial year allocation. Of this amount, Ksh 33.7 billion has been
allocated to recurrent expenditure, constituting 1.9% of the total recurrent budget. At the same time, Ksh 59.6
billion has been earmarked for development expenditure, accounting for 8.5% of the total development budget.
Notably, the recurrent allocation reflects a decrease of Ksh 308.3 million (-0.9%) from the previous financial
year, whereas the development allocation has increased by Ksh 10.9 billion (2.2%).

Figure 18: Environment Protection, Water and Natural Resources
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Source: Authors’ calculation using data from Supplementary Budget Reports | The National Treasury

As illustrated in figure 18, the State Department for Water and Irrigation has received the largest share of the
sector’s budget allocation at 45%, followed by the State Department for Irrigation at 18%. In contrast, the State
Department for Mining has been allocated the smallest share, accounting for just 2% of the sector’s budget.
Compared to the 2024/25 financial year, the allocation to the State Department for Water and Irrigation has
increased significantly by Ksh 12.3 billion, representing a 40.7% rise. Conversely, the State Department for
Irrigation is the only department to experience a reduction in its budget, with its allocation declining by Ksh 3.6
billion from Ksh 21.1 billion in 2024/25 to Ksh 17.4 billion in 2025/26.




24 The Department for Environment Protection, Water, and Natural Resources has accorded priority to the Water
and Irrigation sub-sector due to its vital role in promoting agricultural productivity, enhancing food security, and
mitigating the effects of climate change. This strategic focus is reflected in the sub-sector receiving the highest
share of the departmental budget at 45%, as illustrated above. The substantial allocation is also aligned with the
government’s plans to expand irrigated land by an additional 500,000 acres. This will be achieved through the
development of irrigation infrastructure in key areas including Bura, Mwea, Turkana, Lower Nzoia, the Galana-
Kulalu project, and the National Expanded Irrigation Programme.

4.3.8 Agriculture, Rural & Urban Development

Firstly, the budget allocation as a percentage of the total budgetary allocation shows a marginal increase by
4.61%, from Ksh. 79 Bn to Ksh. 83Bn. The total amount allocated to the sector in the coming FY 2025/26,
is appropriated to the state departments as follows: Agriculture (60.3%), Lands & physical Planning (13%),
Livestock Development (12.7%), while the State Department for Blue Economy and Fisheries has been allocated
Ksh 8.2 Bn, which is 9.9% of the total sector allocation.

Secondly, however, there are also marked reductions in the allocation to the various state departments, with the
largest cut witnessed by the Blue Economy and Fisheries which has a reduction by a whopping 35.5%, followed
by livestock development with a reduction by 7.8%. These cuts indicate a significant shift and may affect livestock
farmers on the one hand, and those in the fisheries and marine sectors, which are key for food security in the
country, and could impact negatively on rural livelihoods. However, it is important to note that this shift could
have been occasioned by the Kenya Livestock Commercialization Project (KeLCoP) to be carried out in 10
counties, co-funded by IFAD , and the Government of Kenya to the tune of $93.5 million.

Figure 19: Agriculture, Rural & Urban Development
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On the contrary, we take cognisance of the increased allocation to the National Land Commission by a significant
proportion, 71.6% (from Ksh. 1.95 Billion to Ksh.3.36 Billion). This could be as a result of undertaking land
reforms through the ongoing digitization program, and the need to streamline the entire lands registry in the
country, to the county level. In the same vein, the State Department for Agriculture also has an increment of
9.4%, getting an additional Ksh. 1.4 billion in the coming financial year. Notably, however, the State Department
for Crop Development has zero allocation. It is worth noting that the increment to Agriculture could indicate a

restructuring to inculcate that for Crop development within its armpit.




The budget allocation for the coming financial year for the ARUD sector is a mixed bag. Whereas some have | 25
witnessed budgetary cuts, others have received a boost thereby indicating shifting priorities by the government

of the day. With the challenges brought forth, it remains to be seen if the mitigation measures proposed in the
medium-term plans will be met.

Whereas the journey to digitization in the land sector has been given a major boost and is a welcome move,
initiatives in mechanization, provision of farm inputs, and enhancement of extension services are issues that
must be tackled deliberately if the country and the ministry as a whole is to achieve its objective of ensuring
food nutrition and security, and enhancing investment in the blue economy, as outlined in the MTEF 2025/26 —
2027/28, among other key objectives.

4.3.9 Social Protection, Culture and Recreation

The Social Protection, Culture and Recreation (SPCR) sector comprises seven state departments as shown above.
The sector’s approved gross allocation for 2025/26 is Ksh 79.3 billion which is about 3% of the total allocation
to the executive, and 13% higher compared to revised expenditures of Ksh. 70.2 billion for the previous year.
It comprises Ksh 54.7 billion for recurrent expenditures and Ksh 24.5 billion for development expenditures.
The State Department for Social Protection and Senior Citizen Services receives the largest share of the sector
allocation (37%), followed by the State Department for Sports (22%) and State Department for Children Welfare
Services (15%) respectively. The State Department for Culture and Heritage receives the smallest allocation,
which is only 5% of the sector budget.

Figure 20: Social protection, Culture and Recreation
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Compared to the previous year, the State Department for Gender and Affirmative Action gets the highest increase
in nominal terms (KSh.1.3 B), which is a great boost to gender equality and women empowerment programs.
At the same time, the State Depart for Youth Affairs and Creative economy received the highest increase by
proportion (30%) - mostly for funding the National Youth Opportunities Towards Advancement ( NYOTA)
project, whose focus is to train youth in employment, technical and life skills. Notably, the NYOTA program
budget has been doubled from Ksh. 0.8 B to Ksh. 1.65 B compared to previous year. At least 90% of the allocation
to the State Department for Sports goes to development expenditure, majorly for the construction, renovation
and upgrading of sports facilities such as: Talanta City, Kasarani, Nyayo, and Kipchoge Keino stadiums in
preparation for hosting continental football tournaments (CHAN and AFCON).

The significant budget cuts for the State Department for Social Protection and Senior Citizen Services arise
from the reorganization of the government (Executive Order No.1 of 2025) that establishes a new department;
the State Department for Children Welfare Services. While the intention could be to increase efficiency in child
welfare services, programs under the new department are almost similar to the parent department, creating



26 the impression of possible duplication of functions. Streamlining of these programs is necessary so as to avoid
duplication and consequently the elimination of wastage for increased efliciency and better value for money.

In FY 2023/24, the sector recorded an overall absorption rate of 91% (85% for development and 95% for
recurrent). In the first 9 months of the current financial years, FY 2024/25, the sector has recorded an overall
absorption rate of 91%, compared to 80% in 2023/24, implying improved efficiency in budget implementation.
However, these numbers should be read together with audit reports to establish efficiency in spending.

4.3.10 General Economic and Commercial Affairs

The General Economic and Commercial Affairs budget subheading denotes allocations made to autonomous
agencies mandated with the task of addressing specific economic and commercial sectors. Total allocations in
2025/26 amounted to Kshs 39 billion, representing a decrease of Kshs 8 billion or -16.26%. This represents 0.76%
of the total Kshs 5 trillion budget.

Figure 21 (j): General Economic and Commercial Affairs

Change
Asals and Regional Development 1 (Eﬁ%;ﬁ Hn

Industry 4 - (2(29_20,0)9 Bn (+) Ksh 01.4 Bn

Cooperatives 2 (59?'110/0)7 Bn
Micro Small and Medium Enter. Dvipnt 6 (ﬁfg%)s Bn
Trade 7 (h(os"gofo)“ Bn
Investments Promotion 5 || K&, 14 Bn
East African Community 3 | §sh, 08 Bn

Source: Authors’ calculation using data from Supplementary Budget Reports | The National Treasury

NOTE 1: Total allocation in 2025/26 for the sector amounted to Ksh 39 Bn, representing an decrease of Ksh
-8 Bn (-16.26%)

NOTE 2: The top three departments in 2025/26 in terms of allocations were: Asals and Regional Development
- Ksh11 Bn, Industry - Ksh 9 Bn and Cooperatives - Ksh 7 Bn, while the last is East African Community -Ksh
0.8 Bn

NOTE 3: Proportion-wise they are distributed as follows: Asals and Regional Development (28.1%),
Industry(22.4%) and Cooperatives (19.1%), while the last is East African Community ( 2.02%)

NOTE 4: Greatest increase in allocation was greatest in Industry - Ksh 1.4 Bn, while reduction occurred in

Asals andRegional Development - Ksh 4.2 Bn

The top three departments in 2025/26 in terms of allocations were: Asals and Regional Development - Ksh11
Bn, Industry - Ksh 9 Bn and Cooperatives - Ksh 7 Bn, while the last is East African Community -Ksh 0.8 Bn
Proportion-wise they are distributed as follows: Asals and Regional Development (28.1%), Industry(22.4%) and
Cooperatives (19.1%), while the last is East African Community ( 2.02%) The greatest increase in allocation was
greatest in Industry - Ksh 1.4 Bn, while reduction occurred in Asals andRegional Development - Ksh 4.2 Bn.
This allocation is designed to catalyse sector activities by enabling agencies that preside over these activities. The
institution that consume these allocations include the Kenya Bureau of Standards, the Kenya Export Promotion
and Branding Agency, Kenya Investment Authority (KenInvest), the Kenya Trade Network Agency, to name a
few. Their work may not represent the totality of support given to firms through tax breaks, subsidies, and other
incentives. Furthermore, the GECA remains a small share of total allocations.
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5.1 Revenue Analysis and Financing

To finance the 2025/26 Budget, the National Treasury has projected total revenues and grants of 3.36 trillion,
reflecting an 8% increase from the 2024/25 revised estimates. Of this, ordinary revenue will constitute the largest
share, at Ksh 2.76 trillion, equivalent to 83% of total revenues. This marks a 6.7% growth from previous financial
year. Notably, Appropriations in Aid, revenues generated by government agencies through service charges and
fees are projected to increase by 16.5% to Ksh 567 billion. This implies a greater financial burden on citizens,
particularly low -income households, who may face higher fees, especially if above cost recovery levels, to access
essential public services thus raising equity concerns.

Actual Revised  Estimates change
2023/24 2024/25 2025/26 (24/25 - 25/26)
(Ksh billion)  (Ksh billion)  (Ksh billion) %

Revenue (A)
Total Revenue and Grants 2,725 3,120 3,369 8.0%
of which: 'Total Revenue 2,703 3,068 3,322 8.3%
of which: Ordinary Revenue 2289 2,581 2,755, 6.7%
Appropriation In Aid (A.1.A) 414 487 567 16.5%
Grants 22 53 47 -10.8%

Source: Author’s Computation from Budget Estimates Report by the National Treasury

The breakdown of projected ordinary revenues shows that income tax and value added tax (VAT) will remain
the government’s primary sources of domestic revenue continuing their trend as the two dominant pillars of
domestic resource mobilization: Key highlights of the 2025/26 ordinary revenue estimates are:

o Income Tax is projected to rise to Ksh 1.35 trillion, up from Ksh 1.165 trillion in the revised 2024/25
estimates. This reflects a robust 15.9 % increase, the highest growth among all revenue categories.

o VAT is projected at Ksh 772 billion, a significant 11.2% increase from the previous year. This
projected growth is primarily driven by tax policy proposals in the 2025 Finance Bill, which seeks
to reclassify several zero-rated goods to either exempt or standard rated at 16%, thereby expanding
the VAT net.

o Import duty and excise duty are expected to grow by 7.2% and 7.0% respectively.

o Other revenue which includes property income, sale of goods and services, fines, penalties and
forfeitures, other taxes, loan interest receipts reimbursements and other fund contributions, fees
and miscellaneous revenue is expected to increase from Ksh 253 billion, to Ksh 268 billion, a 5.9%
growth — the lowest among the ordinary revenue streams.

Breakdown of Projected Ordinary Revenue

Description Revised Estimates I1 2024/25 | Estimates 2025/26 Change (24/25 - 25/26)
(Ksh billion) (Ksh billion)

Income tax 3,761.76 3,971.55 6%
Value Added Tax 4,062.04 3,907.52 -4%
Import Duty 1,260.26 1,037.87 -18%
Excise Duty 813.44 741.19 -9%
Other revenue 539.80 478.07 -11%

Source: 2025/26 Estimates of Revenue, Grants and Loans



28 | While the revenue estimates are ambitious, they must be viewed in light of past performance trends. An analysis
of revenue performance over the last three fiscal years reveals persistent shortfalls in actual receipts across nearly
all major tax heads as shown in the table below:

o In2023/24 income tax collections were 5% below target, and VAT was short by 2%.

o Asat March 31,2025, income tax and VAT collections were trailing by 8.8% and 7.6% respectively,
compared to third quarter targets.

o Excise duty and import duty have also consistently underperformed, and other revenues have
shown the most volatility — missing targets by as much as 30% in 2023/24 and 14% as of March
2025.

Past Performance of Targeted Ordinary Revenue Versus Actual Receipts

2022/23 (Ksh Billion) 2023/24 (Ksh Billion) 2024/25 (Ksh Billion)
Actual | Targets | Revenue | Actual | Targets | Revenue | Actual Targets | Revenue
Shortfall Shortfall | asat31st | asat3rd | Shortfall
(%) (%) March quarter | (%)
2025
Income tax 242 982 -4.2% 1,043 1,094  -5% 746 812 -8.8%
Value 550 581 -5.6% 645 655 -2% 471 507 -7.6%
Added Tax
Import Duty 130 143 -10.0% 134 142 -6% 108 113 -4.6%
Excise Duty 265 294 -10.9% 277 290 -4% 215 230 -7.0%
Other 154 146 5.2% 190 280 -30% 123 140 -14%
Revenue

Source: Various Issues of Quarterly Economic and Budgetary Review Reports

This historical underperformance raises questions about the feasibility of the proposed revenue growth targets
for 2025/26 in the context of broader macroeconomic dynamics such as shrinking disposable incomes, inflation,
exchange rate movements, as well as the global economic outlook. The shortfalls in revenue targets could widen
the fiscal deficit, potentially forcing the government to seek additional borrowing.

Deficit Financing

The 2025/26 budget has a projected fiscal deficit of Ksh 1.7 trillion equivalent to 8.7% of GDP. This marks a slight
reduction from the Ksh 1.8 trillion in 2024/25 (9.9% of GDP), largely attributed to a decrease in the redemption
amount for maturing debt from Ksh 1.05 trillion in 2024/25 to Ksh 804 trillion in 2025/26.

To finance this deficit, the government plans to borrow from both domestic and external sources. Net external
financing is projected at Ksh 287 billion while net domestic financing is projected at Ksh 635 billion, amounting
to a total Ksh 922 billion. This still leaves a financing gap of Ksh 804 billion, which corresponds to the amount
earmarked for debt redemption in the 2025/26 budget, shown in the table.




Deficit Financing

Projected Fiscal Deficit 1.7 trillion (8.7 % of GDP)

Total Financing 922 billion

Net external financing 287 billion (31.1% of total financing)
Net domestic financing 635 billion (68.9% of total financing)
Financing Gap 804 billion

Source: Budget Estimates Report by the National Treasury

The persistence of a large fiscal deficit raises critical concerns about Kenya’s fiscal sustainability. The growing
reliance on domestic borrowing by government may crowd out private sector investment by intensifying
competition for credit. Additionally, external borrowing exposes the country to foreign exchange risks and debt
-servicing pressures especially if the shilling depreciates.

To address these challenges, the government must adopt a more deliberate and coherent approach to fiscal
consolidation. This includes prioritizing tax expenditure rationalization, curbing non-essential spending, and
improving efficiency across government programmes.
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