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BUDGET 2019 SPECIAL EDITION

The Kenya National Bureau of 
Statistics (KNBS) 2019 Survey 
indicates that inflation rates 
remained low at 4.7% in 2018’s Q3 
down from 8% in 2017.

Introduction

The country’s newly minted notes have now 

gone into circulation, and a newly minted 

Financial Year 2019/2020 is in the offing. 

What better time to look back at what we 

have to show for the just ending Financial Year 

2018/2019 and look forward to what is in store 

for the country in 2019/2020?

Kenya has had a mix of good and bad in 2018. 

On the bad side, the country has witnessed 

some major graft scandals as well as fake 

currencies and gold scams. On the good side, 

according to the World Bank, Kenya has made 

significant milestones in the achievement of 

some of its Sustainable Development Goals 

(SDGs) targets such as reduced child mortality, 

near universal primary school enrollment as 

well as narrowed gender gaps in education. 

Let’s dive into the finer details!

Economic Outlook

According to a press release from the World 

Bank, Kenya recorded an overall economic 

growth rate of 5.8% in the year 2018, an 

improvement from 2017’s 4.9% growth rate.

The projected growth rate for the year 2019 is 

5.7%  a lower rate than the actual growth in 2018 

of 5.8%. This decrease has been attributed to 

the delayed long rains which have crippled our 

already ailing agricultural sector. The Kenya 

National Bereau of Statistics (KNBS) 2019 

Survey indicates that inflation rates remained 

low at 4.7% in 2018’s Q3 down from 8% in 2017. 

Inflationary pressures are expected to remain 

well anchored within the government’s target 

range of 5+2.5% in the FY 2019/20 with overall 

year on year inflation standing at 5.49% as at 

May 2019.
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Quarter three of 2018 registered an economic 

expansion at 6% which according to KNBS 

can be attributed a pick-up of activities in 

agriculture, construction, electricity, water 

supply as well as the manufacturing sector.

A stable macroeconomic environment as 

evidenced by low inflation rates, a narrowing 

current account deficit (from 150.9 billion in 

Q3 2017 to 116 billion in Q3 2018), improved 

exchange rate of the Kenya shilling against 

major trading currencies as well as a slight 

decline in the interest rates compared to a 

similar period in 2017, have also had a stabilizing 

effect as well as a significant contribution to 

the economic expansion registered.

In a nutshell, total revenue collections for 

the period July - December 2018, including 

Appropriation-In-Aid (A-I-A) registered a 61 

billion underperformance to stand at 794.7 

billion (equivalent to 8% of GDP) from the 

target of 855.7 billion (equivalent to 8.6% 

of GDP). Broad money supply, M3, grew 

by 10.1% compared to 8.8% in December 

2018 indicating improved liquidity in the 

economy, with the cumulative overall fiscal 

balance on commitment basis amounting to 

a deficit of 280.8 billion: equivalent to 2.8% 

of GDP. External financing between July and 

December 2018 was at 144.4 billion (1.45% of 

GDP) with external debt stock, including the 

International Sovereign Bond, standing at 

2723.7 billion. Net domestic borrowing during

the same period stood at 130.8 billion (1.3% of 

GDP) with the domestic debt stock increasing 

by 328.5 billion (14.8%) from 2220.3 billion 

as at Dec 2017 to 2548.4 billion at the end 

of Dec 2018. This indicates to the increased 

participation, high level of optimism by actors 

in the economy as well as high local content 

in our financial market all of which have a 

stabilizing effect to the economy.

The Budget

The CS National Treasury Hon. Henry Rotich 

presented the Budget Statement for FY 

2019/20 dubbed ‘Creating Jobs, Transforming 

Lives – Harnessing the Big Four Plan,’ to 

parliament on the 13th of June 2019 which 

proposed a national budget of 3.1 trillion. This 

comes at a time when Kenya is servicing a 

public debt of 5.4 trillion, the largest debt ever 

recorded in the history of Kenya. The current 

budget deficit stands at 607.8 billion, which 

is proposed to be financed by external debt 

of 324.3 billion, domestic borrowing of 289.2 

billion and domestic receipts of 5.7 billion. 

Some of the highlights in the budget is the 

government’s  Big Four Agenda which was 

launched in the 2018/19 budget and targets 

to support job creation by increasing value 

addition and the manufacturing sector’s share 

of GDP; enhancing food and nutrition security; 

providing universal health coverage to all 

Kenyans as well as the provision of affordable 

housing. Overall, the budget is proposed to be 

apportioned as follows:

The ‘Big Four Agenda’ was introduced in the FY2018/19 budget as part of the government’s 

strategic agenda for the period 2018-2022, in line with the Medium-Term plan III towards the 

attainment of Vision 2030. Though the plan envisions to enhance the country’s economic 

performance while improving the livelihood of Kenyans, the magnitude of its economic impact is 

dependent on how effectively and efficiently the projects are implemented. The pillars of the Big 

Four Agenda are;

BIG FOUR AGENDA

ISSUE005

Item

Budget 

Allocation FY 

2018/19

Proposed Budget 

Allocation FY 

2019/20

Variance

Amount Percentage

Recurrent 

Expenses

1073.0 billion 1226.0 billion 153 billion 14.26%

Development 

Funding

671.6 billion 701 billion 29.4 billion 4.38%

Consolidated 

Fund Services

490.5 billion 1841.0 billion 1350.5 billion 275.33%

Big Four Agenda 460 billion 450.9 billion 9.1 billion (1.98)%
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Manufacturing

The manufacturing sector is largely dominated 

by Micro Small & Medium Enterprises (MSMEs) 

. It is a crucial sector in the realization of Vision 

2030 due to its strong linkages with other 

sectors of the economy thus arguably the most 

important in the job creation agenda. Over 

the past 6 years, the manufacturing sector’s 

contribution to GDP has assumed a downward 

trend, with manufacturing companies such 

as Procter and Gamble and Reckitt Benckiser 

closing shop and relocating to other regions 

citing high cost of doing business. The sector 

continues to face challenges ranging from 

shortage of capital to inadequate access 

to finances as well as various regulatory 

challenges.

Under the ‘Big Four Agenda’, the government 

wants to raise the manufacturing sector 

contribution to GDP from the current 8.4% to 

15% by 2022. Also in its agenda:

• Creation of 1 million jobs in the 

manufacturing sector

• Achieving top 50 ranking in The World 

Bank’s ease of doing business global 

index up from our current ranking at 61 

out of 180 countriesIncreasing FDI inflows 

from $672 million to $3.8 billion.

The government plans on achieving these 

targets by exploiting opportunities in the agro-

processing, textile apparels & leather, heavy 

industries (oil & gas, mining, iron & steel), ICT 

and services.

The budget allocation towards the 

manufacturing sector is 96.6 billion, a 

3925% increase from last year’s 2.4 billion 

allocation. While this indicates to increased 

development expenditure in the sector, it is 

crucial that supportive policies and regulatory 

environment are implemented alongside the 

funds allocated. High cost of inputs such as 

water and electricity have had a crippling 

effect on the sector coupled with the influx of 

cheap imports from the Far East.

Affordable housing

According to the National Housing Corporation 

(NHC), the estimated target annual supply 

of housing units is 250,000 yet the supply 

is 50,000 units p.a. targeting the high-end 

market. This translates to an 80% deficit 

culminating to a shortage of approximately 

2 million units and still growing by 200,000 

units p.a. Of the formally constructed houses, 

only 2% target the low income earners yet 61% 

of our urban households reside in the slums. 

With these statistics in mind and the fact that 

40% of urban households - specifically in 

Nairobi - spend at least 40% of their income 

on rent which is well above the recommended 

rate of 30%, it is clear that affordable housing 

is indeed crucial in improving the quality of 

life of the Kenyan population. It is also clear 

that there are the numerous benefits that 

the economy can reap from the ‘housing 

multiplier effect’ such as job creation and 

financial sector deepening should affordable 

housing become a reality.

Under affordable housing, the government 

sets out to increase the GDP contribution 

from the real estate and construction sector 

by 100% i.e. from the current 7% to 14% by 

2022. Also in its agenda,

• Deliver 500,000 affordable homes across 

the 47 counties

• Create 300,000 new jobs in the 

construction sector

• Reduce the cost of home ownership by 

50%

• Reduce the low income housing gap by 

60%

This year’s budget allocation towards 

affordable housing is 11.4 billion, a 75% increase 

from the previous 6.5 billion allocation. Some 

of the measures the government seeks to 

implement include:

Direct investment in the construction of 

affordable homes and provision of social 

services through the provision of land and 

bulk infrastructure

Financing of affordable homes with extended 

mortgage tenures through the Kenya 

Mortgage Refinance Company (KMRC)

Low cost construction products and services 

through standardized designs and processes

Tax incentives and tax breaks ( Zero rating of 

Stamp duty) for first time home owners

Implementation of tenant purchase schemes 

as well as a housing portal to help identify the 

final buyer.

GDP

Over the past 6 years, the 
manufacturing sector’s 
contribution to GDP has 
assumed a downward trend
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While the solutions put forward are sound, 

it is still unclear on how possible it is for a 

partnership between the government and 

the private sector to actually produce houses 

worth 0.8-3.0 million. Also unclear is whether 

the government intends to purely provide 

financing through the KMRC or will there be 

a partnership with the private sector and, will 

the target mortgage rate of 5% be realized?

Universal health coverage

Access to quality health services is one of the 

sustainable development goals of Kenya and 

by extension part of its Vision 2030 agenda. 

Approximately 80% of our population does 

not have access to any form of insurance 

health coverage. The universal health coverage 

agenda seeks to reverse this situation by 

targeting to achieve 100% universal health 

coverage, majorly by up scaling NHIF uptake. 

The goal is to ensure that everyone has access 

to quality healthcare services by easing the 

financial burden that currently comes with it.

The pilot phase for this agenda was rolled out 

in December 2018 in Kisumu, Isiolo, Machakos 

and Nyeri counties with Makueni County 

being a successful implementer of the local 

UHC program ‘Makueni Care’ which covers 

approximately 93% of the county’s health 

needs.. Kitui county has also followed suit 

with its recently launched ‘Kitui County Health 

Insurance Cover’ (K-CHIC) which targets to 

ensure that more than 270,000 households 

in Kitui access high quality medical services 

including curative, promotive, preventive, 

rehabilitative and specialized services within 

all county public health facilities.

The current budget allocation for UHC is 47.8 

billion, a 7.17% increase from last year’s 44.6 

billion. As the government continues to roll 

out its plans under UHC as well as engage 

county governments on the same, the end 

goal is to:

• Actualize 100% cost subsidy on essential 

health services

• Reduce medical out of pocket expenses 

by 54% as a percentage of household 

expenditure

Measures put in place for the implementation 

of UHC include:

• Adopting an agency model

• Gradual increment of budgetary allocation 

to health from 7% in 2017 to 10% in 2022

With health as a devolved function, what 

stands out is the critical role that the county 

governments play in the implementation of 

this agenda. It is therefore of vital importance 

that policies are clearly articulated and 

financial management skills are addressed at 

the county level by the national government.

Food and Nutrition Security
It goes without saying that agriculture is 

undoubtedly a major contributor to GDP 

and its performance is typically pegged 

on favourable weather conditions which in 

recent times haven’t been as favourable. The 

contribution of agriculture to GDP is currently 

estimated at 31.5 percent, making it the 

single most significant factor in the country 

for economic growth and poverty reduction. 

It is estimated that the Agriculture sector 

accounts for 75% of the country’s labour force 

and is also a key source of revenue including 

foreign exchange earnings as a source of raw 

materials for the manufacturing industry as 

well as for exports in addition to providing 

nutrition for the masses.

Quality concerns and inadequate policy 

implementation remain a challenge for the 

sector with Past government interventions 

to enhance agricultural productivity such as 

large scale irrigation, distribution of certified 

seeds and fertilizer having not borne the 

expected results due to poor implementation 

of these projects. . Besides this, it is also 

unfortunate that the agricultural sector has 

the highest number of stalled projects (56% 

of total stalled projects) yet its importance to 

our economy cannot be ignored. 

Simulations indicate that enhancing agricultural 

productivity by 5% will increase economic 

growth by 0.3% and consequently, stimulate 

an increase in revenue earnings leading to a 

decline in government debt as a percentage 

of GDP by approximately 0.6%. Of all policy 

proposals, improved agricultural productivity 

has the highest impact on poverty with results 

indicating a decline in poverty levels by 1%. 

Programme performance information indicate 

that the sector will focus on land management, 

livestock resource management, increasing 

agricultural productivity, water storage, blue 

economy and agricultural research. However, 

it remains unclear exactly how these priorities 

will be achieved.

• Under this agenda, the government targets 

to achieve the following by 2022:

• Achieve 100% food security in food and 

nutrition security

• 34% increase in the average daily income 

of farmers

• 27% reduction in malnutrition among 

children under the age of 5 years Create 

1,000 agro-processing SMEs and 600,000 

new jobs

• 50% reduction in the number of food 

insecure Kenyans

• 48% increase in Agriculture sector 

contribution to GDP

• 47% reduction in the cost of food as a 

percentage of income

Kitui county has also followed 
suit with its recently launched 
‘Kitui County Health Insurance 
Cover’ (K-CHIC)
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A review of the budget for the sector does 

not show any major shifts in expenditure 

towards these areas. The current allocation is 

16.1 billion, a 26% decrease from the previous 

allocation of 20.25 billion. Undeniably, some 

allocations such as for irrigation and land 

reclamation, land policy and planning and 

agricultural research development is lower 

than the 2018/19 estimates. Where increased 

budgetary allocations are observed, the 

increase is very minimal such as in livestock 

resource management, development of blue 

economy and water harvesting. Some of the 

on-going projects remain off-track due to 

slow implementation. Again, with agriculture 

being a devolved function, there is need for 

a clear collaborative framework between the 

two levels of government on how some of 

these targets will be achieved.

As per the Malabo Declaration on African 

Agriculture and Comprehensive Africa 

Agriculture Development Programme 

(CAADP), AU country leaders committed 

to uphold 10% of the public expenditure 

to agriculture and food security. Kenya 

however seems to be lagging behind on 

this recommitment as our current public 

expenditure stands at 1.85%, 8.15 percentage 

points from the recommended target. In light 

of this, there is clearly need to review our 

expenditure policies as indeed agriculture is 

a key contributor to the GDP as well as an 

enabler to our manufacturing sector which is 

largely agro-based not to mention job creation. 

Agriculture deserves to have its allocation 

revised upwards rather than downwards.

Micro Small & Medium Enterprises 
(MSMEs)
According to the KNBS MSME Survey 

of September 2016, MSMEs account for 

approximately 14.9 million jobs with unlicensed 

enterprises accounting for 57.8%.  According 

to the KAM Kenya Business Guide 2018, their 

contribution to our GDP is approximately 40% 

with the informal sector contributing to 30% 

of jobs and 3% of the GDP. The MSME sector 

has evolved over the years to a highly vibrant 

and dynamic sector of the Kenyan economy 

and their importance can hardly be sufficiently 

emphasized. Therefore, the challenges faced 

by such enterprises are not to be taken lightly. 

Statistics show that at least 29.6% of MSMEs go 

out of business due to shortage of operating 

funds with 46% going out of business within 

the first year of operation. Other challenges 

faced by MSMEs include:

• Cumbersome regulatory environment 

characterized by the requirement 

of having multiple licenses for some 

businesses which are expensive and 

difficult to get

• Interference from authorities

• Taxes are high and crippling

• Lack of access to affordable financing

• Delayed payments from both the 

national and county governments

• Lack of government enforcement 

mechanism on Buy Kenya Build 

Kenya strategy where MSMEs 

have been sidelined more so 

from the participation of some 

government procurements despite 

their qualification, size and level of 

production

In a bid to support MSMEs and promote a 

favourable business climate, the government 

has proposed the following measures in the 

FY 2019/20 budget:

• Establishment of the Biashara Kenya 

Fund which is meant to consolidate 

the Uwezo, Youth and Women 

Enterprise, while eliminating overlaps 

and increasing efficiency. The fund also 

aims at prioritizing the youth, women 

and people with disabilities in business. 

• Introduction of ‘Stawi Loans’, a 

mobile loan product designed to offer 

unsecured loans to MSMEs in the range 

of Kshs. 30,000 – 250,000, payable 

within profiles of 1 – 12 months at a rate 

of 9%” p.a. 

• VAT Withholding Tax cut of 4% with 

a view of eliminating the need for tax 

refunds

• Validating and clearing the outstanding 

refunds within the next two months. 

• Settling of all verified pending bills 

to the tune of 10.9 billion hoping to 

increase liquidity in the economy. 

• Introducing an amnesty on the 

tax penalties and interest, on any 

outstanding tax for two years prior to 

the listing, for SME’s that list under the 

GEMS program to encourage them to 

list and clean their tax records. The 

principal taxes shall however be paid in 

full.

• A repeal of section 33B of the Banking 

(Amendment) Act, 2016 in the hope 

that it will unlock credit to the private 

sector and in particular to the MSMEs.

• Launching an “SME Credit Guarantee 

Scheme” to deepen access to credit 

by SMEs without being subjected to 

complex application procedures and 

collateral requirements.

According to the KNBS
MSME Survey of September 
2016, MSMEs account for 
approximately 14.9 million jobs 
with unlicensed enterprises 
accounting for 57.8%.

The contribution of agriculture 
to GDP is currently estimated at 
31.5 percent
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Summary & Conclusion

Our economy is largely private sector driven 

with a lack of close synergy with the public 

sector. We are highly diversified in terms of 

industries and trading partners compared to 

other economies which gives us a competitive 

advantage at a global scale. The Kenyan 

economy has been able to bounce back from 

the 2008 global recession to register a growth 

rate of 5.7% placing us as one of the fastest 

growing economies in Sub-Saharan Africa 

reinforcing the advantages of a diversified and 

reforming economy. This remarkable resilience 

can be attributed to certain vibrant sectors of 

the economy which are primarily dominated 

by MSMEs. These sectors include wholesale & 

retail, transport & storage as well real estate, 

all contributing to at least 18% of GDP. With at 

least 46% of MSMEs going 

out of business within the 

first year of operation, 

the government is finally 

stepping in to implement  

reforms as well as support 

innovations in the financial 

sector such as the ‘Stawi 

Loan’ to help sustain the 

MSMEs in business. We can 

only hope for a positive 

outcome and flawless 

implementation of these proposed geared 

towards promoting business growth and 

creating an enabling business climate.

Despite the impressive economic growth 

statistics in 2018 and the many reforms and 

policies that have been proposed in this 

budget, very few policy interventions can 

be attributed to the improved economic 

performance of any sector in 2018. Though 

statistics indicate a higher GDP growth and 

lower inflation we need to bear in mind the 

effects of a low base value which tends to 

have a spiking effect on computed values. 

The projected growth may not necessarily 

be reflected in improvement of the living 

standards of Kenyans. The prospects for 2019 

don’t appear to be as optimistic. According 

to The World Bank Report, Kenya’s economic 

growth is projected at 5.7%, a slight decline 

from the 5.8% registered in 2018. KNBS in 

their Final Economic Survey 2019 report that 

on account of various factors such as the 

delayed long rains, expected gradual increase 

in international oil prices as well as subdued 

exports forecast as a consequence of the 

slowdown in global trade, overall economic 

growth is likely to slow down. Inflation is 

also likely to rise significantly on account of 

rising food prices as a result of subdued food 

production and rising oil prices. However, key 

macroeconomic indicators are likely to remain 

anchored within the desirable target ranges 

throughout 2019.

Access to affordable finance is a key issue 

that cuts across various sectors covered 

in the budget that are key players in the 

economy. While the monetary authorities 

explore expansionary 

monetary policies to 

stimulate private sector 

credit growth, the effects 

are yet to be realized. 

Focus should therefore be 

on the restructuring of the 

interest rate capping law in 

such a way that will unlock 

credit access by the private 

sector while at the same 

time protecting consumers 

from exploitation from extremely high lending 

rates which necessitated interest rate capping 

in the first instance.

The targets set out to be achieved by the 

government by 2022 are rather ambitious 

and highly unlikely to be achieved in light 

of our rather poor implementation practices 

with regard to the development budget. 

Poor policy implementation as well as lack 

of clear frameworks on the execution of the 

same continue to impede the realization of 

the progressive agenda that the government 

is lobbying for. The development budget 

continues to suffer setbacks as more often 

than not, the projects are not properly 

thought out resulting in a lack of preparedness 

and general capacity challenges in their 

implementation. Consequently, it is rare 

that a development project is initiated, well 

executed and finalized within the stipulated 

time frame. As a result, many development 

projects get their budgets reduced during 

the supplementary budget process with the 

funds being diverted to among others, the 

ever-increasing recurrent expenditure which 

is an unproductive expenditure vis-à-vis 

development expenditure in terms of economic 

contribution. Taking the example of the FY 

2017/18 budget, development expenditure 

was cut back by 6.28% while the recurrent 

expenditure increased by 2.35% on account 

of salary increments due to progressive 

CBA negotiations, increase in operation and 

maintenance costs. As a rule of thumb, when 

revenues decline, expenditure ought to adjust 

as well, preferably downwards. However, in the 

Kenyan scenario the reverse is true making it 

difficult to achieve fiscal consolidation. Rather 

than addressing budgetary implementation 

setbacks in the next budget cycle and 

coming up with sound policies to protect 

the development budget from any form of 

downward adjustments, we continue to assume 

a business as usual stance which does not offer 

sustainable economic progression.

With our high debt levels and the government’s 

intense pursuit to collect more revenues in 

the form of taxes, it is only prudent that we 

take valuable lessons from the FY 2019/20 

budget. We are an economy of spenders and 

our debt levels clearly speak to that. It is high 

time that we cultivated a savings culture and 

implemented policies as well as maintain a 

business climate that attracts and supports 

FDIs in a bid to achieve our goal for Vision 2030 

to become “a middle-income country providing 

a high-quality life to all its citizens by the year 

2030”. The proposed amendment to the Tax 

Procedures Act to empower the Commissioner 

to grant exemption from the PIN requirement, 

in certain circumstances, when opening a bank 

account seeks to address the challenge posed 

to visiting foreigners, privileged persons and 

foreign investors investing in our financial 

markets. If well executed, this could improve 

FDI inflows as well as protect revenue pilferages 

locally.

We need to be clear and precise in our policy 

implementation frameworks and assume an 

integrated approach in project implementation. 

Under the devolved government, the role 

of County governments in the realization of 

the Big Plan, Sustainable Development Goals 

(SDGs) and ultimately Vision 2030 should be 

given the weight it deserves. Efforts should 

be made towards ensuring that county 

government budgets align with those of the 

national development budget particularly on 

the Big Four agenda. As the citizens of Kenya, 

we need to increase our public participation 

in policy formulation and implementation and 

hold to task those in public offices for the 

efficient and effective execution of the same.

According to The World 
Bank Report, Kenya’s 

economic growth is 
projected at 5.7%, a slight 

decline from the 5.8% 
registered in 2018.

We need to be clear and precise 
in our policy implementation 
frameworks and assume an 
integrated approach in project 
implementation.
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PERSONAL INCOME TAX
Exemption of Income earned under Ajira 

Program

The Government through the Ministry of

Information, Communications and Technology 

in partnership with academia, civil society 

and the private sector has set up a program 

known as “Ajira Digital Program” whose aim is 

to bridge the gap between skills available and 

skills demand.

Under this project, the youth are engaged as

freelance (selfemployed) workers to earn 

income from online work and access relevant 

training and mentorship.

A major objective of the program is to enable 

over one million youths annually to be engaged 

as digital freelance workers.

Once registered, the youth will enjoy a tax

exemption on income generated from the 

program for the subsequent three year period.

The Government has proposed that the youth

registered for the program pay a registration 

fee of ten thousand Kenya shillings (Kshs 

10,000/=) for the next three years in lieu of 

income tax with effect from 1st January 2020.

The Cabinet Secretary has proposed to amend

the Income Tax Act to exempt registered 

members from regular taxation for the 

specified period.

Affordable Housing Scheme

The Government through the Ministry of

Information, Communications and Technology 

in partnership with academia, civil society 

and the private sector has set up a program 

known as “Ajira Digital Program” whose aim is 

to bridge the gap between skills available and 

skills demand.

Under this project, the youth are engaged as

freelance (selfemployed) workers to earn 

income from online work and access relevant 

training and mentorship.

A major objective of the program is to enable 

over one million youths annually to be engaged 

as digital freelance workers.

Once registered, the youth will enjoy a tax

exemption on income generated from the 

program for the subsequent three year period.

The Government has proposed that the youth

registered for the program pay a registration 

fee of ten thousand Kenya shillings (Kshs 

10,000/=) for the next three years in lieu of 

income tax with effect from 1st January 2020.

The Cabinet Secretary has proposed to amend

the Income Tax Act to exempt registered 

members from regular taxation for the 

specified period.

No incentives for Individual tax payers

With ever increasing inflation, one would have

expected the government to review the various 

incentives granted to individual taxpayers, in 

order to align them with prevailing inflation 

and cost of living indices.mentorship.

A major objective of the program is to enable 

over one million youths annually to be engaged 

as digital freelance workers.

Once registered, the youth will enjoy a tax

exemption on income generated from the 

program for the subsequent three year period.

The Government has proposed that the youth

registered for the program pay a registration 

fee of ten thousand Kenya shillings (Kshs 

10,000/=) for the next three years in lieu of 

income tax with effect from 1st January 2020.

The Cabinet Secretary has proposed to amend

the Income Tax Act to exempt registered 

members from regular taxation for the 

specified period.

CAPITAL GAINS TAX
• The rate of Capital Gains Tax (CGT) is 

set to be increased from 5% to 12.5%. 

There is no indication that indexation will 

be introduced to take into account the 

effects of inflation over time.

• This brings the rate closer to that of 

other EAC jurisdictions such as Uganda, 

Tanzania and Rwanda that have a CGT 

rate of 30%.

• Property and shares transferred by 

corporates as part of group restructuring 

to be exempted from CGT to allow for 

seamless restructuring for operational 

efficiency and encourage business 

growth.

• Kenya still lacks an indexation provisions 

and this will result in taxation of gains 

arising from inflation.

• The KRA is currently relying on the 

property values applied to pay Stamp 

Duty when the property was last 

transacted to determine base cost for 

computing CGT.

CORPORATE TAX
• Framework on the implementation of 

the 30% rebate on total electricity costs 

by manufacturers introduced through 

the Finance Act 2018 has now been 

developed.

• Investors operating plastic recycling 

plants to enjoy a reduced corporate tax 

rate of 15% for the first five years

• Introduction of amnesty covering 

penalties and interest, on any outstanding 

tax for two years prior to listing, for SMEs 

under the Growth Enterprise Market 

Segment (GEMS) program at the Nairobi 

Securities Exchange (NSE).

• The Cabinet Secretary (CS) indicated that 

measures aimed at the taxation of income 

generated from the digital economy 

would be introduced. The measures were 

not specified by the CS.

• The Income Tax Bill introduced in 2018 

is currently at advanced stages of legal 

drafting and will be tabled in Parliament 

soon.

• 

Tax amnesty for SME’s listing on GEMS

• The Capital Markets Authority (CMA 

introduced the Growth and Enterprise 

Market Segment (GEMS) on the NSE to 

encourage the listing of SMEs on the 

segment and help them raise capital 

from the capital markets. However, only 

few entities are currently listed on the 

segment.

• To encourage growth of the segment, 

the Cabinet Secretary has proposed a 

tax amnesty on penalties and interest on 

outstanding taxes for two years prior to 

listing.

• The principal taxes outstanding will 

however be payable in full.

Green economy

• Companies operating plastic recycling 

plants will enjoy reduced corporate 

income tax rate of 15% for the first five 

years.

• This is aimed to help reduce pollution and 

provide a clean environment. However 

given the initial heavy capital investment 

involved in setting up the recycling plants 

the incentive may be less attractive.

Taxation of digital economy

• In order to keep up with technological 

advancements, the Cabinet Secretary 

proposes to introduce a raft of tax 

measures aimed at taxing income 

generated from the digital economy.

• The CS needs to consult widely on the 

proposed changes as this is a complex 

area to tax and the rules should not act to 

stifle technological growth in the country.

BUDGET ANALYSIS
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TURNOVER TAX
•  Turnover tax, which was replaced by 

Presumptive Income Tax in 2018, is to be 

reintroduced. 

• Turnover tax will apply to taxpayers 

whose business income does not exceed 

KShs 5 million per annum. 

• Tax rate of 3% on the gross turnover 

accounted for every month.

• Turnover tax will apply in addition to 

presumptive income tax, which was 

introduced through the Finance 

WITHHOLDING TAX 
• In a bid to expand the tax base and 

increase revenue collection the scope of 

qualifying services subject to withholding 

tax set to be expanded to include: 

• Cleaning and fumigation services;

• Security services 

• Catering services offered outside 

hotel premises; 

• Transportation of goods excluding 

air transport services;

• Sales promotion; and 

• Marketing and advertising services. 

• Given that these are routine services  

this measure is likely to enhance tax 

compliance by bringing more persons 

into the net, it will however increase the 

administrative burden of collecting and 

remitting the WHT. 

• There is also need to have a minimum 

threshold amount similar to the one 

applicable to management or professional 

fees

VALUE ADDED TAX (VAT) 
• The Cabinet Secretary has proposed 

minimal amendments to the VAT in this 

year’s budget statement;

• To alleviate taxpayers’ cash flow burden, 

the Cabinet Secretary intends a reduction 

of the withholding VAT rate from 6% to 2%.

• Adjustment of the VAT refund formula 

introduced through the VAT Regulations, 

2017 to ensure a full refund of input tax 

credit relating to zero-rated supplies. The 

funds freed from this measure is expected 

to spur economic growth and yield more 

taxes for the exchequer. 

• Zero rating of denatured ethanol. 

• Introduction of VAT exemption on the 

following: 

• Locally manufactured motherboards 

and all inputs used in their 

manufacture.

• The supply of machinery and 

equipment used in the construction of 

plastic recycling plants as well as all 

services offered to these plants. 

• Agricultural pest control products. 

•  Electric accumulators and separators 

used in the manufacture of automotive 

and solar batteries. 

• The Cabinet Secretary for The National 

Treasury to constitute a taskforce 

which will validate outstanding VAT 

refund claims for settlement within 

the next two months. 

• The Cabinet Secretary also promised 

changes in the taxation of the digital 

economy, which we expect to come 

through Finance Bill,2019.

• The Cabinet Secretary for The National 

Treasury to constitute a taskforce which 

will validate outstanding VAT refund claims 

for settlement within the next two months.

• The Cabinet Secretary also promised 

changes in the taxation of the digital 

economy, which we expect to come 

through Finance Bill, 2019.

CUSTOMS DUTIES 
• The Cabinet Secretary has granted an 

extension of stays of application of import 

duty rates per the East African Community 

Common External Tariff (EACCET)  

Extension of stay of application on a wide 

range of iron and steel products at 25% or 

the corresponding specific rates. 

• Application of 25% import duty on paper 

and paperboard instead of 10%. 

• Reduction of import duty on raw timber 

from 10% to 0%. 

• Proposal to retain import duty on finished 

timber products at 25%. 

• The Cabinet Secretary has proposed the 

introduction of duty remission on: 

• Raw materials of tariffs 7304.31.00 

and 9401.90.00 for the manufacture 

of motorcycle components and motor 

vehicle seat recliners. 

• Iron and steel products (7213.99.00) 

which are not available locally; and • 

Raw materials used for manufacture of 

radiators.

• The Cabinet Secretary proposed an 

extension of duty remission on the 

following products for a period of one 

year: 

• Wheat grain: Gazetted millers to apply a 

duty rate of 10% instead of 35%. 

• Inputs and raw materials for energy saving 

stoves – Gazetted manufacturers to enjoy 

a duty rate of 0% on inputs for assembly, 

manufacture or repair of clean energy 

cooking stoves; and 

• Materials used in the manufacture of 

leaf springs to be imported at a duty 

rate of 0%.

• Completely Knocked Down (“CKD”) 

motorcycle kits – Gazetted motorcycle 

assemblers to apply a rate of 10%. 

• Industrial sugar – import duty rates 

to be maintained at a reduced rate of 

10%. 

• Roofing tiles coated with acrylic paint – 

duty on inputs used in the manufacture 

of roofing tiles to be maintained at a 

rate of 0%.

• Aerosol cans used in packaging of 

insecticides and acaricides to be 

imported at a rate of 0%.

• The Cabinet Secretary proposes an 

extension of stays of application of import 

duty rates for a period of one year on the 

following:

• Road tractors or semi-trailers - 25%.

• Safety matches – 25% or USD1.35/Kg 

whichever is higher. 

• Polymers of Styrene Acrylic – 10%.

• Rice - 35% or USD 200/MT whichever 

is higher. 

• Polymers of Vinyl Acetate – 0%. 

• Worn Clothing - 35% or USD 0.2/Kg; 

and Prefabricated Buildings - 35% or 

USD 250/MT.

• Detailed Customs measures to be 

communicated through the East African 

Community (EAC) Gazette effective 1 July 

2019. 

• Kenya Electronic Single Window System 

Bill to be tabled in Parliament

Roofing tiles coated with acrylic 
paint – duty on inputs used in 
the manufacture of roofing tiles 
to be maintained at a rate of 0%.

Locally manufactured 
motherboards and all inputs 
used in their manufacture have 
been VAT exempted
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EXCISE DUTIES 
• Introduction of excise duty on betting 

activities at 10% of amounts staked. 

This measure is aimed at curtailing the 

negative social effects of betting activities 

on the nation’s youth and other vulnerable 

members of society.

• Reduction of excise duty on fully-powered 

electric motor vehicles from 20% to 10%. 

This is a positive move aimed at embracing 

green economy technology towards a 

carbon neutral world which is the current 

global trend.

•  Increase in excise duty on motor vehicles 

of engine capacity exceeding 1500cc to 

25%. 

• Increase in excise duty rates on cigarettes, 

wines and spirits by 15%. Miscellaneous 

Fees and Levies • Manufacturers of paints 

and resins to receive a refund of anti-

adulteration levy paid on kerosene used as 

their input.

•  Reduction of Import Declaration Fee (IDF) 

on raw materials and intermediate goods 

from 2% to 1.5%.

•  Increase in IDF on finished goods from 2% 

to 3.5%. 

• • Increase in Railway Development Levy on 

finished goods from 1.5% to 2%. Remission 

available for approved manufacturers. 

• Introduction of export levy on tanned or 

crust hides and skins at 10%. 

• Continuation of Revenue Enhancement 

Initiatives (REI) such as: – Scanning 

of containers to detect concealment; 

– Regional electronic cargo tracking 

system; – New debt collection strategy; – 

Resolution of tax disputes; and – Enhanced 

investigative capacity.

TAXING THE DIGITAL ECONOMY 
• The Cabinet Secretary took note of the 

ever growing concern of bringing the 

digital economy into the tax net while 

acknowledging that the current tax laws 

are not adequately equipped to deal with 

the digital economy.

•  The CS has proposed a raft of tax measures 

to deal with the digital economy however 

this issue still remains under debate at the 

Organisation for Economic Co-operation 

and Development (OECD). 

• There are a number of challenges that the 

proposals will need to address.

NEW INCOME TAX BILL
• The CS has yet again promised that the bill 

is now in its final stages of drafting

• In the 2018 budget statement, the Cabinet 

Secretary had indicated that the draft 

Income Tax Bill, 2018, would be submitted 

to Parliament for enactment following 

earlier failed promises.. 

The EAST Africa community had a budget day 

theme of “Industrialization for Job Creation 

and Shared Prosperity”. With these, the East 

Africa community is urging the governments 

to prioritize achieving the vision of the EAC 

industrialization strategy which includes being 

globally competitive, environment-friendly 

and ensure a sustainable industrial sector. The 

budgets improving trade facilitation, fast track 

the finalization of the EAC Common External 

Tariff to avoid trade distortions, elimination 

of work permit fees and restrictions for East 

Africans and enhance public-private dialogues 

for trade and investment.

The African Development Bank 2018 reports 

that economic growth in East Africa was 

a robust 5.9 percent in 2017 and is forecast 

to continue in 2018 and 2019. This has put 

the region to be among the fastest growing 

regions by GDP. On the downside, external 

debt is reported to range from 21.2 percent of 

GDP in Burundi to about 50 percent in Ethiopia 

and Somali with this expected to raise in order

to finance the ambitious budgets.

In the 2019/2020 budgets, the region has been 

investing heavily in infrastructure and other 

sectors. The region has a a total of $56.6bn and 

huge deficit gaps to be financed by external 

borrowings. This has also increased the fiscal 

gaps and debt burden. These budgets are 

expected to be in line with the objective of 

the 5th EAC development strategy to build 

a firm foundation for transforming the EAC 

into a stable, competitive and sustainable 

lower middle income region by 2021. The 

budgets should also focus on improving 

transport infrastructures, energy and access 

to credit to ease doing business in the EAC. 

The 2019/2020 Kenyan budget of Ksh.3.02 

trillion overshadowed the four countries with 

that if Burundi having the lowest at 82.4 billion 

shillings.

To fund the Ksh. 3.02 trillion, the treasury 

Kenya intends to borrow $6bn locally and 

internationally in the next financial year, which 

will definitely raise questions about its budget 

deficits, spending, and growing public debt.

Increase in excise duty  by 25% on 
motor vehicles of engine capacity 
exceeding 1500cc.

EAST AFRICA ANALYSIS
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The current budget deficit stands at 607.8 

billion, which is proposed to be financed 

by external debt of 324.3 billion, domestic 

borrowing of 289.2 billion and domestic 

receipts of 5.7 billion.

Among the changes proposed in the Kenyan 

budget, there is increasing the rate of Capital 

Gains Tax from 5% to 12.5% where it aims to 

match that of the other East African peers 

whose rate range from 20-30%. The budget 

has also introduced excise duty on betting 

activities at the rate of ten percent of the 

amount staked and reduction of the excise 

duty on motor vehicles that are fully powered 

by electricity to 10%. The government has also 

proposed to reduce the excise duty on motor 

vehicles that are fully powered by electricity 

to 10%. The government has also proposed to 

increase sin taxes on alcohol and cigarettes 

by 15%, and introduced a 10% tax on gambling 

stakes

Tanzania

In Tanzania, the government has proposed to 

eliminate and reduced 54 licenses and fees 

from which they had agreed with the private 

sector in the “Blueprint for improvement for 

the regulatory environment”. The government 

has also imposed new taxes on wigs, licenses 

fees, and sanitary towels. There are also 

proposals to companies making TZS 100m 

and below being exempted from preparing 

and filing audited financial statements but it 

has also proposed a presumptive tax regime 

for taxpayers with an annual turnover of TZS 

4m to TZS 100m.

Rwanda

The Rwanda government plans to spend Frw 

2,876.9 billion in the 2019/2020 Fiscal year, this 

is an increase of Frw 291.8 billion compared to 

Frw 2,585.1 billion drafted earlier. To finance 

this budget, the Rwandan government plans 

to finance through domestic of Frw 1,963.8 

billion which 68.3% of the entire budget. 

The remainder of the budget will be funded 

through external sources of Frw 906.7 billion

which is 31.5% of the total budget.

Through this, the Rwandan government 

expects to create 213,198 jobs by working with 

the private sector to implement work place 

Learning and engaging private companies to 

host graduates through industrial attachment 

and internship as well as an apprenticeship. 

10% has been allocated to improve access 

to quality education through construction of 

new schools including vocational schools and 

Training teachers on the new competency- 

based curriculum and ICT competency 

framework. The budget is set to increase by 

11% in the next year although the government 

projects slow growth form the current 8.4%*.

Uganda

The Ugandan economy has had a momentum 

growth of over 6% per annum over the last 

two years. The government targets spending 

for this financial year is to UShs. 24,297.85 

billion, which is equivalent to 22.1% of GDP. 

The government debt rose to Shs. 42,760 

Billion (US$ 11.5 Billion) as at end-December 

2018 which is an increase from UShs. 37,208 

Billion (10.2 billion) the previous year. External 

debt constitutes is 66.5% of the total debt 

and this amounts to Shs. 28,427 billion (US$ 

7.7 Billion). The revenue projections for this 

financial year is UShs. 20,449 billion.

The government has proposed to introduce a 

6% withholding tax on purchase of a business 

or business assets. There is proposal to remove 

of 1% withholding on agricultural supplies and 

listing of the same as goods. The government 

has introduced a withholding tax of 20% and 

10% to apply on government securities with 

a maturity of upto 10 years and for longer 

than 10 years respectively for both resident 

and nonresidents. The government allocated 

Shs. 428.68 B for the improvement of industry 

and ICT which includes for electrification of 

industrial parks the development of supportive 

export infrastructure in export processing 

zones and science technology and innovation.

Through this, the Rwandan 
government expects to create 
213,198 jobs by working with the 
private sector to implement work 
place Learning and engaging 
private companies to host 
graduates through industrial 
attachment and internship as 
well as an apprenticeship.
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Disclaimer
This publication is for general information purposes only and should not be used as a substitute for 
professional advice. You should not act on the information contained in this publication without 
specific professional advice.

JM Associates provides professional and quality 
services to small and medium enterprises in 
the areas of audit, advisory and tax in the East 
Africa region. Our facilities are tailor-made to 
the needs of the business to enable our clients 
make informed financial decisions, making their 
businesses more profitable.


