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• Kenya’s GDP growth slowed in 2017; it grew by 4.9% 
against 5.8% in 2016. Growth was driven, on the supply 
side, by the non-agricultural sector, with services leading 
the way; on the demand side, growth was driven mainly 
by domestic demand.

• The relatively tepid growth performance was due to 
mainly adverse weather conditions, a prolonged period 
of electioneering, election-related violence, and reduced 
private sector credit growth.

• To stimulate growth, the Kenyan Government maintained 
an expansionary fiscal policy. The central bank loos-
ened its monetary policy stance for the first time since  
September 2016.

• The macro economy was more or less stable in 2017; 
however, if not addressed in time, an increase in domes-
tic deficit financing and the interest rate cap (in force 
since September 2016) could challenge the country’s 
long-standing macroeconomic stability.

• Kenya has invested heavily in infrastructure develop-
ment. Some positive outcomes have been achieved as a 
result. However, the infrastructure-financing gap remains 
huge; it is estimated at USD 5 billion a year. 

 
OVERVIEW

Kenya is the second largest economy in the East African region 
after Ethiopia. It accounts for 19% of regional output. It is also 
a driver of regional output growth. It has contributed, on aver-
age, 18% of the output growth of the Eastern Africa region since 
2014. GDP growth declined to 4.9% in 2017 against 5.8% in 

2016. This could be attributed to climatic factors (e.g. adverse 
weather conditions), political factors (e.g. prolonged electioneer-
ing and the resulting election related violence), and economic 
factors (reduced private sector credit growth caused in part by 
the interest rate cap). This is reflected in the poor performance 
of the agriculture and industry sectors. The decline in the contri-
bution of industry was caused by significant contraction in man-
ufacturing. This indicates that exposure of Kenya’s economy to 
adverse weather conditions related political shocks. 

The performance of some major macroeconomic indicators 
was mixed. On the downside, inflation rose during the year to 
8% (from 6.3% in 2016); the fiscal deficit increased to 9.3% from 
8.2% of GDP; the current account deficit increased to 6.1% of 
GDP from 5.2%; and the country’s debt position (though still 
not in the red) worsened. These developments were caused, 
inter alia, by adverse weather conditions, which had a multifac-
eted impact on some macroeconomic aggregates. The drought 
resulted in an increase in headline inflation caused by increases 
in food and energy prices. This was despite the fact that under-
lying inflation (core inflation) remained low, suggesting that infla-
tion was not demand but supply-side driven.

The outlook for 2018 is positive, however, based on the expecta-
tion that the authorities will restore the longstanding but eroding 
macroeconomic stability by continuing prudent macroeconomic 
policies. The economy is projected to grow by 5.3%, inflation to 
decline to 6.3%, and the fiscal and current account deficits to 
decrease respectively to 7.8% and 5.6% of GDP. Nevertheless, 
downside risks to the outlook could stem from (among other 
things) political instability, lack of fiscal and monetary policy coor-
dination in driving the ‘Big Four’ agenda, failure to raise the exter-
nal resources required to finance the fiscal deficit, and distortion 
in the international trade order. Under the ‘Big Four’ agenda, 
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the Government has prioritized the delivery of affordable hous-
ing, rolling out universal health coverage, increasing the share 
of manufacturing in the economy, and improving food security.

RECENT DEVELOPMENTS  
AND PROSPECTS 

Kenya rebased its GDP in 2014. The rebasing led to reclassifi-
cation of the country from low income to lower middle-income 
status with a GDP of USD 52.8 billion and per capita income of 
USD 1 190. The upward revision did not significantly change 
the structure of the economy. The share of agriculture in GDP 
declined slightly from 35% in 1980 to 26% in 2016, while that 
of services increased by 10% to 52% and that of industry 
remained relatively unchanged at 22%. Similarly, the share of 
manufacturing in GDP, a sub-sector within the industry sector, 
remained unchanged at 10%. 

In 2017, Kenya’s real GDP grew by 4.9% against a 5.8% growth 
in 2016. On the supply side, 68% of output growth was sup-
ported by the services sector while industry (21%) and agricul-
ture (11%) accounted for the remainder. Much of the slowdown 
in growth was caused by the poor performance of agriculture. 
Its contribution to growth fell to 11% from 17% in 2016. This is in 
contrast to the non-agriculture sector, which grew by 5.8% and 
contributed 89% of the growth, up from 83% in 2016. 

Within the non-agriculture sector, growth came from a range of 
sources, services leading the way. They included real estate, 
transport & storage, information and communication, educa-
tion, and wholesale and trade. The year saw an across-the-
board decline in contributions to growth except in information 
and communication and real estate. This was caused (among 
other things) by natural factors (drought), political factors 

1. The ‘Big Four’ is an economic plan for the period 2018 to 2022. It highlights the Government’s focus on four priorities: food and nutrition security, manufacturing, 
affordable housing, and universal health coverage.

(elections) and economic factors (constrained credit expansion 
resulting in reduced private sector investment). Overall, results 
indicated that, on one hand, the vulnerability of Kenya’s econ-
omy because it continues to rely heavily on rain-fed agriculture; 
and, on the other, the economy’s resilience, given the strong 
performances of sectors outside agriculture. Had it not been for 
agriculture’s poor performance, Kenya’s economy could have 
grown by a rate higher than 5.8%.

On the demand side, output growth continued to be driven by 
domestic demand. The contribution of net exports to output 
growth was negative in 2017. This was due to a decline in 
exports while imports increased moderately. Recent declines in 
exports were caused by the reduction in tea exports (due to the 
drought) and a sharp drop in exports to Tanzania due to bilateral 
trade disputes. Real GDP growth is forecast to pick up in 2018 
and thereafter. The economy is expected to recover to 5.3% in 
2018 and to 5.9% in 2019. Growth will be boosted by improved 
agriculture sector performance; a strong financial sector; strong 
information communication technology; relatively strong trans-
portation services; targeted investments in the ‘Big Four’1 pro-
jects planned for the second term of the Kenyatta administra-
tion; and a stable macro economy, where most fundamentals 
are projected to remain healthy. Downside risks to growth could 
include, among others, maintenance of the interest rate ceiling 
beyond the near term, which could further crowd out private 
sector investment; and unfavourable international financial and 
commodity market developments.

To stimulate GDP growth, the Government adopted an expan-
sionary stance on fiscal and monetary policy. It recently revised 
its fiscal framework, which reaffirmed the Government’s expan-
sionary policy stance to support rapid growth while improving 
its debt position. It revised spending upward to 26.8% from that 
originally budgeted at 26.5% of GDP, revised revenue downward 

TABLE 1. Macroeconomic indicators

 2016 2017(e) 2018(p) 2019(p)

Real GDP growth 5.8 4.9 5.3 5.9

Real GDP per capita growth 3.2 2.6 2.8 3.2

CPI inflation 6.3 8.0 6.4 5.5

Budget balance (% of GDP) -8.2 -9.3 -7.8 -6.6

Current account (% of GDP) -5.2 -6.1 -5.6 -5.2

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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to 19.7% from 20.3% of GDP, and the fiscal deficit was revised 
upward to 7.2% from 6.2% of GDP (with significant upward 
revision to foreign deficit financing to 3.7% of GDP). Given that 
USD 2 billion out of the USD 3.2 billion foreign deficit financing 
planned was raised recently in the form of the issuance of a 
Eurobond, and also that part of the proceeds from the bond is 
going to be used to refinance maturing debts, it is yet to be seen 
how the external borrowing gap is going to be bridged. The 
revision, it is claimed, was necessitated to take into account, 
among other things, significant revenue shortfalls realized at 
mid-year, due to pressures in spending increases (salary and 
election), and to accommodate emerging priorities (i.e. the ‘Big 
Four’). Similarly, on the monetary policy front, the central bank 
cut the interest rate by fifty basis points to 9.5% in March 2018 
to stimulate growth. The cut, the Monetary Policy Committee 
(MPC) claims, was motivated by within target movement of infla-
tion, an improving current account deficit, stable exchange rate 
and improving global economic conditions. However, the effec-
tiveness of the rate cut is doubtful given that the interest rate 
cap could have perverse monetary policy outcomes. In addi-
tion, the rate cap is blamed for the declining level of competition 
in the banking sector; impacting savings as a result of re-classi-
fication of deposit accounts within banks from interest-bearing 
to non-interest bearing accounts to avoid higher deposit interest 
charges; and the crowding out effect on private sector activities. 

MACROECONOMIC POLICY

Fiscal policy 
Kenya pursued an expansionary fiscal policy stance in 2017 
(Table 2). Public spending increased from 26.6% of GDP in 
June 2016 to 27.6% in June 2017. The increase was caused 
by increases in development-related spending (from 7% to 8% 
of GDP) and recurrent spending (e.g. increase in the public 
sector wage bill). Government revenue remained more or less 
unchanged at slightly above 18% of GDP during the reference 
period. Overall, income tax and VAT, which together account 
for 74% of Government revenue, declined from 12.7% to 12.5% 
of GDP. In December 2017, halfway into the 2017/18 budget, 
the Government revised its fiscal framework. The revision was 
motivated by shortfalls in revenue collections (caused by the 
prolonged election); low execution rate of development spend-
ing (caused by low absorption capacity); pressure on recurrent 
expenditure (e.g. salary and election); and emerging priorities 
(the ‘Big Four’). The revision projects a decline in revenues to 
19% of GDP, upward revision of spending to 26.8% of GDP; 
and an increase in the fiscal deficit to 7.2% of GDP. Accord-
ing to the 2018 Budget Policy Statement (BPS), the fiscal policy 
stance aims at supporting rapid economic growth, ensuring a 
sustained debt position, supporting the devolution system of 

TABLE 2. GDP by sector (percentage of GDP at current prices)

2011 2016 2017

Agriculture, forestry, fishing and hunting
of which fishing

29.3

0.8

35.6

0.8

31.5

0.5

Mining and quarrying 
of which oil

1.0

–

0.9

–

0.8

–

Manufacturing 13.1 10.0 8.4

Electricity, gas and water 2.1 2.6 2.5

Construction 4.9 5.5 5.8

Wholesale and retail trade; repair of vehicles; household goods; restaurants and hotels
of which restaurants and hotels

10.5

1.5

8.7

0.8

8.4

0.8

Transport, storage and communication 9.8 9.6 9.1

Finance, real estate and business services 15.2 14.7 14.9

Public administration and defence, security 4.7 4.4 4.3

Other services * 9.4 7.9 14.3

Gross domestic product at basic prices / factor cost 100.0 100.0 100.0

* Other services include education, health and social work and other services. 

Source. Data from domestic authorities.
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Government, and working toward Eastern African Community 
Monetary Union fiscal deficit targets of 3% of GDP.

Continued public spending caused by increased public con-
sumption expenditure, plus rising development spending occa-
sioned by rapid expansion in infrastructure investment, coupled 
with subdued revenue collection, contributed to the increased 
fiscal deficit to 9.1% GDP in fiscal year 2016/17 (compared to 
7.4% in the previous fiscal year). In general, the country’s cur-
rent fiscal position and hence narrowing fiscal space could be 
attributed to rising demand for infrastructure spending, sub-
dued revenue collection, and the rising cost of debt. The Gov-
ernment is responding through fiscal consolidation to decrease 
the fiscal deficit by mid-term (2020/21) to 3.3% of GDP. This is to 
be achieved by embarking on fiscal reforms. This would include, 
inter alia, reducing wasteful spending through zero-based 
budgeting; improving management of recurrent spending; 
improving efficiency in public spending planning; implementing 
revenue enhancing measures – improving tax administration 
and policies; and reducing the cost of borrowing by sourcing 
long term maturing local debts (e.g. Central Bank of Kenya issu-
ance of a 0.4 billion 15-year infrastructure bond listed on the 
Nairobi Stock Exchange). 

Monetary policy 
The Central Bank of Kenya (CBK) has generally pursued a pru-
dent monetary policy stance with the objective of ensuring price 
and exchange rate stability in recent years. Overall, it has been 
contractionary. The policy rate (CBR) rose from 7.5% in 2015 
to 11.5% in 2016, slightly declined to 10% in 2016, and further 
declined to 9.5% in March 2018. The effect was reflected in a 

downward trend in average money supply (M3) growth from 
17% in 2015 to 3.5% in 2016, though it increased again to 9.5% 
in 2017. Much of the recent increase in the money supply (espe-
cially since the interest rate cap) was driven by an increase in 
credit expansion to the Government, which rose by 28% in 
2017 against 13% growth in 2016. The adverse effect of the 
cap was reflected in the contraction of private sector credit 
growth, which declined to 2.4% from 4.1% in 2016. The interest 
rate cap is believed to have had the following consequences: 
it has crowded out private sector activities (especially SMEs); 
distorted competition in the banking sector by giving Tier I 
Banks preferred access to Government borrowing operations 
(three banks were in receivership in April 2016); reduced sav-
ings because some banks reclassified deposit accounts from 
interest to non-interest deposit accounts to avoid higher deposit 
interest charges; created perverse monetary policy outcomes 
due to narrowing interest margins; and made exports uncom-
petitive by raising the effective interest rate (the second highest 
on the continent).

In addition, the CBK deployed open market operations (OMO) 
to manage liquidity in the system and foreign exchange sales 
to reduce pressure on the Kenya shilling, thereby minimizing 
exchange rate pass-through to inflation. 

Inflation averaged 6.7% between 2013 and 2017, within the 
5+/2.5% target band of the authorities. Inflation increased above 
the target band in the first half of 2017 due to an increase in 
food and energy prices caused by drought, prolonged political 
activity, and the presidential election crisis. Inflation subsided 
in the second half of 2017 after the introduction of measures 

TABLE 3. Public finances (percentage of GDP)

2008/09 2013/14 2014/15 2015/16 2016/17(e) 2017/18(p) 2018/19(p)

Total revenue and grants 
Tax revenue

Grants

19.1

15.7

0.7

19.7

18.0

0.5

19.6

17.5

0.5

18.4

17.2

0.4

18.3

17.1

0.3

19.0

17.2

0.7

18.9

17.2

0.5

Total expenditure and net lending (a)
Current expenditure

Excluding interest

Wages and salaries

Interest 

Capital expenditure

22.4

16.4

14.4

5.9

2.0

6.0

25.6

14.8

12.2

5.5

2.7

10.8

28.1

14.8

11.8

5.1

2.9

13.3

26.6

15.2

12

4.6

3.2

11.4

27.6

15.2

11.7

4.4

3.5

12.4

26.8

16.1

12.6

4.6

3.5

10.7

25.5

15.3

11.5

4.5

3.8

10.2

Primary balance -1.4 -3.2 -5.6 -4.2 -5.6 -3.7 -2.2

Overall balance -3.4 -5.9 -8.6 -7.4 -9.1 -7.2 -6.0

(a) Only major items are reported. 

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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that allowed free importation of food and subsidy of maize 
meal prices. Inflation fell to 4.8% in January 2018, much lower 
than the 7% registered in the previous year. Inflation is fore-
cast to decline to 6.4% in 2018 and 5.5% in 2019. This forecast 
assumes improved weather conditions which boost agricultural 
production, a stable macroeconomic environment, and stability 
of the Kenya shilling. 

Economic co-operation, regional integration  
and trade 
Kenya exports are mainly raw agricultural materials, while the 
most important imports are crude oil, machinery and equip-
ment. Kenya is among the few African countries with diversified 
export destinations. 43.5% of its exports go to African countries. 
The year saw an increase in the capital and financial account 
balance caused by an increase in foreign direct investment (FDI) 
and other investments. The latter represented foreign financing 
for Government infrastructure projects. On the other hand, the 
current account continued to be in deficit, due in the main to an 
increase in the oil import bill, an increase in imports of machin-
ery and transport equipment related to the standard gauge 
railway (SGR) project, increased food imports, and lower global 
demand for Kenya’s exports. The official foreign exchange 
reserve was more or less stable. It stood at USD 7.3 billion  
(4.9 months of prospective imports) in December 2017. This 
contributed to the stability of the Kenya shilling (KES) at around 
102 to the dollar (KES 99.98 to the USD on 23 April, 2018). 
The external position is expected to improve supported by an 
improved current account balance, and the current account 
deficit is expected to shrink further from 6.1% of GDP in 2017 to 
5.6% and 5.2% in 2018 and 2019, respectively. This is expected 
to result from an increase in the service balance (recovery of 
tourism) and secondary income balance (remittances).

Kenya continues to be a proactive advocate of East African 
regional integration and is a member of the East African Com-
munity (EAC), Common Market for East and Southern Africa 
(COMESA), Intergovernmental Authority for Development 
(IGAD), Tripartite Free Trade Area (FTA) negotiated between the 
EAC, COMESA and SADC, and recently signed African Con-
tinental Free Trade Area (AfCTA). Kenya continues to invest in 
improvement of the regional energy, road and rail networks. 
Kenya also facilitates regional energy transmission efforts 
through the establishment of a regional power-pool.  

Debt policy 
With a rising fiscal deficit, the public debt-to-GDP ratio has 
increased by 9.1percentage points as a share of GDP. The 
deficit was financed by borrowings from domestic and foreign 
sources. Recently, the public debt stock reached USD 46 bil-
lion, 56% of GDP (31% external and 25% domestic). Neverthe-
less, the IMF/IDA debt sustainability analysis puts the coun-
try at low risk of debt distress. At the end of June 2017, the 
largest proportion of the external debt came from multilateral 
sources (38%). This was followed by bilateral (33%) and com-
mercial (29%) debt. The World Bank (64%) and the AfDB (23%) 
are the two largest multinational lenders. China is the largest 
bilateral lender, accounting for about 66% of all bilateral lending. 
Commercial banks are the largest domestic lenders; their share 
increased recently to 54%. 

The share of multilateral lenders in total debt has decreased 
from 48% in 2015 to 38% in 2017. On the contrary, the share 
of commercial lenders increased from 20% to 29% in the 
same period. The gradual shift away from concessional toward 
commercial lending and over time increase in the short-term 
domestic debt are behind the recent rise in Government 

TABLE 4. Current account (percentage of GDP)

2009 2014 2015 2016 2017(e) 2018(p) 2019(p)

Trade balance
Export of goods (f.o.b)

Import of goods (f.o.b)

-13.4

12.2

25.6

-17.4

10.1

27.6

-13.1

9.4

22.5

-11.2

8.1

19.3

-11.9

7.7

19.6

-11.7

7.0

18.7

-12.3

7.3

19.6

Services 2.9 2.7 2.1 2.4 2.7 2.7 3.1

Factor income -0.4 -1.4 -1.1 -1.0 -1.2 -1.0 -0.9

Current transfers 6.2 5.7 5.4 4.6 4.3 4.4 4.9

Current account balance -4.6 -10.4 -6.7 -5.2 -6.1 -5.6 -5.2

Source. Data from domestic authorities; estimates (e) and predictions (p) are based on the authors’ calculations.
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interest payments. Debt service payments (interest payments 
plus repayments of principal to creditors) as percent of revenue 
increased from 14% in 2014 to 19% as at end June 2017. The 
ratio is expected to rise in the coming years. This is despite the 
medium-term debt management strategy (2017/18-2019/20). 
The strategy plans to achieve a 60:40 foreign and domestic debt 
ratio. The 60% allocated to foreign borrowing is further broken 
down into concessional (20%), semi-concessional (30%) and  
non-concessional (10%). 

The rise in the risk of liquidity is evidenced by the recent action 
by the National Treasury to raise syndicated loans from four 
international commercial lenders that fell due October 2017 and 
its floating of a USD 2 billion Eurobond in February 2018 at rel-
atively higher yields. Part of the loan is going to be used to ser-
vice payment of the first tranche of the 2014 Eurobond, which 
is due by June 2018. The increase liquidity risk was the major 
reason for Moody’s February 2018 decision to downgrade Ken-
ya’s sovereign credit by one notch to ‘B2 stable outlook’ from 
‘B1 stable outlook’ in 2013. The other rating agencies (S&P and 
Fitch) opted to keep their rating at ‘B+ Stable outlook’ during the 
period (S&P’s last announcement was in 2016).

ECONOMIC AND POLITICAL 
GOVERNANCE

Private sector 
Kenya’s private sector continues to be vibrant but remains char-
acterized by a dichotomous structure: a formal business sector, 
which is relatively healthy and productive but concentrated on a 
few firms, and a massive, informal, low-productivity small busi-
ness sector, which contributes 83% of employment in the private 
sector. Large formal private sector entities exist mainly in finan-
cial and related services, wholesale, and horticulture, tea, coffee 
and sugar cane production. The bulk of agricultural production 
falls within the informal subsistence-oriented small holder farm-
ing, largely concentrating on food crops and nomadic livestock 
rearing. Kenya’s private sector has not reached its full produc-
tive capacity, mainly due to persistent infrastructure deficits, 
increased perception of corruption, an unfavourable regulatory 
environment, and a shortage of appropriately trained person-
nel. Despite this, the World Bank’s Doing Business indicators 
show Kenya moving upwards to rank 80 in 2017 from 92 in 
2016 and 108 in 2015. Notable improvements include: starting a 
business has been made easier by reducing the time it takes to 
assess and pay stamp duty; the time taken to open new elec-
tricity connections has been shortened by enforcing service 
delivery timelines and hiring contractors for meter installation; 
property transfers have been made faster by electronic docu-
ment management at the land registry and the introduction of 

unified form for registration; and access to credit information 
has been improved by passing new legislation that allows shar-
ing of positive information and expanding borrower coverage.

Despite the overall calm political environment, Kenya’s perfor-
mance against governance indicators has been mixed. On the 
2017 Mo Ibrahim Index of African Governance, Kenya ranked 38 
out of 54 countries on ‘national security’ (compared with 39 out 
of 52 in 2014?. On ‘rule of law’, Kenya ranked 16; on ‘accountabil-
ity’ 17. Transparency International’s Corruption Perception Index 
found that corruption in Kenya continues to be relatively high. 
In 2017, Kenya ranked 143 out of 176 countries (145 in 2016).

Financial sector 
Kenya has seen a continued increase in the level of financial 
market sophistication over the past five years. The capital 
market is the most developed in the region, Both the NSE 20 
Share Index and market capitalization improved in January 
2018 respectively to 3 737 points and KES 2 660 billion from 
2 794 points and KES 1 788 billion in the corresponding month 
of 2017. In addition, although the number of commercial banks 
remained at 43 throughout the period, a number of initiatives, 
including rapid expansion of mobile money transfer through 
telephones and electronic mobile banking services, raised the 
quality of financial services while expanding access. The bank-
ing sector continues to be the most developed in the region. 
The FinAccess Survey Report 2016 indicated that financial 
exclusion dropped from 25.4% in 2013 to 17.4% in 2016, while 
access to formal banking increased from 65.9% to 75.3% in 
the same period. Success stories have continued with regard 
to mobile money transfer, where services and usage expanded 
to 71.4% in 2016 from 27.9% in 2015. However, despite owning 
48% of micro and small enterprises, women accessed only 7% 
of credit. Studies show that women entrepreneurs identify this 
as the single biggest constraint on expanding their businesses. 
To contain perceived high lending rates and low returns to sav-
ings, Parliament passed legislation in 2016 capping interest on 
commercial bank loans at 4% points above the CBR and 70% of 
CBR as interest on deposits. CBK is taking prudential regulation 
a notch higher by requiring commercial banks to be more open 
in their operations, reduce their interest spreads, and respect 
Kenya’s adherence to Basel Core principles.

Public sector management, institutions  
and reforms 
Kenya’s 2010 Constitution introduced significant changes to 
economic and financial governance, including the introduc-
tion of two levels of Government (national and county) and the 
sharing of revenue collected at national level with county Gov-
ernments. The Public Finance Management (PFM) Act of 2012 
introduced a new budget planning and execution as well as 
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auditing framework, including a Treasury Single Account. The 
integrated financial management information system (IFMIS) 
was re-launched in 2012 and is being rolled out to ministries and 
to sub-national levels. The latest PEFA assessment undertaken 
in 2017 (draft report) showed that progress had been made 
since 2012, particularly in revenue administration, arrears, debt 
management, procurement, and accounts reconciliation. How-
ever, audit and reporting still rank low. More attention will need 
to be paid to fiscal decentralization and economic governance 
at sub-national levels, where the Government already indicates 
that capacity building and technical support will be required. 

The country policy and institutional assessment (CPIA) assesses 
the quality of a country’s present policy and institutional frame-
work against a set of criteria grouped in five clusters on a scale 
of 1 to 6. Kenya’s overall score in 2016 was 4.4, above the Africa 
average of 3.5. The country scored 4.3 on macroeconomic 
management, 4.4 on structural policies, 4.4 on social inclusion, 
4 on governance and 4.6 on infrastructure and regional inte-
gration. The country’s score on governance has consistently 
been poor due to low enforcement of property rights, the lack 
of impartiality of laws affecting economic activity, and issues of 
transparency, accountability, and corruption. 

Since 2014, Kenya has succeeded in rolling out the devolution 
process to 47 County Governments. Their County Assemblies 
are now fully functional, following the second county elections 
in August 2017. The annual devolution conferences held by the 
County Governments have continued to take stock of achieve-
ments and challenges. 

Natural resource management  
and the environment
Kenya is highly vulnerable to climate change. Since 2014, it has 
developed a climate change policy as well as a green economy 
strategy and implementation plan (GESIP), which was launched 
in July 2017. The GESIP is designed to support a globally 
competitive low carbon development path through promoting 
economic resilience and resource efficiency, sustainable man-
agement of natural resources, development of sustainable infra-
structure, and support for social inclusion.

Political context 
Kenya’s political scene has been relatively peaceful and calm. 
The ruling coalition, The Jubilee Alliance Party and the opposi-
tion National Super Alliance (NASA) have maintained respectful 
relationships, despite a long-standing impasse over the disputed 
2017 Presidential elections. This was manifested when the 
leaders issue joint national statements after several incidents, 
including terrorist attacks that occurred in 2013. The leaders 
also demonstrated unity during high level visits by political and 

religious leaders, including the President of the United States 
and the Pope, both in 2015. Despite relative political calm, the 
security situation in Kenya continues to be fragile, exacerbated 
by its long, porous borders and regional instabilities, especially 
in Somalia, South Sudan, and the Great Lakes Region.

SOCIAL CONTEXT AND  
HUMAN DEVELOPMENT

Building human resources 
Recognizing that Kenya’s high unemployment figures is caused 
by lack of opportunities and skill mismatches, especially at 
middle level, the Government made job creation a priority of 
the ‘Big Four’ economic plan and addressed skill mismatches 
through technical vocational education and training (TVET) 
institutions. Currently the Government operates 65 public 
TVET institutions (excluding vocational training centres). This 
number is set to rise sharply because 217 new technical train-
ing institutes (TTIs) are being constructed at constituency level, 
funded by the Government and partners. Enrolment in TVET 
programmes increased by 133% to 275 139 in 2017 compared 
with 118 066 in 2013. In addition, curriculum reforms, internship 
placements, entrepreneurship trainings and youth mentoring 
programmes are among measures the Government and private 
sector have rolled out to address the skills and experience gap 
among young adults.

Poverty reduction, social protection and labour 
Although Kenya has experienced economic growth for the last 
decade, it has not been sufficiently inclusive. The country has 
persistently high levels of poverty and regional disparities, limited 
access to basic services, inequality and unemployment. These 
problems particularly affect youth, women and other vulnerable 
groups. According to the 2015/16 Kenya integrated household 
budget survey (KIHBS), which applied local poverty and food 
security lines, the country registered reductions in relative pov-
erty, absolute poverty and food poverty but regional disparities 
remain high. Relative poverty decreased to 36% in 2015/16 from 
47% in 2006; extreme poverty more than halved to 8.6% from 
19.5%; and food poverty dropped to 32% from 46% during 
the same period. Nevertheless, the country achieved less than 
other countries in the East Africa region, including Ethiopia 
(23.5% in 2016), Tanzania (28% in 2011), and Uganda (20% in 
2012). Nor has Kenya reduced inequality successfully. Its Gini 
coefficient stood at 47.7 and the share of the poorest quantile in 
national consumption was 10%. 

Unemployment, particularly youth unemployment, remains a 
concern. According to the KIHBS (March 2018), in 2015/16 55% 
of Kenya’s population were of working age. The unemployment 
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rate was 7.4%.2 About 85% of the unemployed were aged below 
35 years. The unemployment rate of young adults aged between 
15 and 24 was 18%, which is more than twice the overall rate 
of unemployment. In terms of educational attainment, 30% of 
the unemployed had primary education, 35% secondary, 11% 
college (middle level), and 9% had studied at university. 

Gender equality 
The Government has introduced a number of policies since 
2010 to bridge the gender inequality gap, but more needs to be 
done. The Global Gender Gap Index 2017 placed Kenya at 76 
out of 142 countries. Kenya scored 0.694 (the highest possible 
score is 1) in 2017, lower than the 0.726 score recorded in 2014. 
The decline in the index was due to a decline in the sub-indices 
on economic opportunity and political empowerment during the 
period.3 The index showed some gains in education attainment 
and health survival. The gains mainly arose from the free edu-
cation policy in primary and secondary education4 and health 
related interventions. The country has implemented a number of 
economic and political policies to bridge the gender gap. How-
ever, the benefits are yet to be realized. 

Notable interventions to improve gender inequality and wom-
en’s empowerment included the one-third gender rule of the 
2010 Constitution to increase the number of women in lead-
ership positions across all political and other establishments 
at national and county levels; the Public Procurement Act of 
2015 that reserved 30% of public procurement opportunities 
for women, youth and persons with disabilities (PWD); and 
the Uwezo Fund, which was launched by the Government in 
2014 to boost women’s and youth economic empowerment by 
eradicating extreme poverty and hunger and promoting gender 
equality and empowering women.

THEMATIC ANALYSIS: 
INFRASTRUCTURE FINANCING 

Similar to trends in other countries in Africa, the demand for 
infrastructure financing in Kenya is high and growing. This is 
caused, among other things, by demographic and economic 
factors. At a growth of 5% per annum, Kenya’s GDP is estimated 
to double by 2030 while population is estimated to increase by 
32% during the same period. Such economic and demographic 
changes are expected to put pressure on the demand for infra-
structure. Taking this and other infrastructure related challenges 

2. In terms of labour underutilization, the rate shoots up to 26.4%. Labour underutilization is measured by combining people who are registered unemployed, people 
who are under-employed (in terms of the hours they work), and people who are able and/or willing to work but are not registered as unemployed (the potential labour 
force). Kenya adopts a 28 hour per week threshold to measure underemployment. The highest rates of underutilization are observed among young adults aged  
15 to 29 and among adults aged 55 to 64.

3. The scores for sub-indices for economic participation and political empowerment declined respectively from 0.810 and 0.197 in 2014 to 0.720 and 0.147 in 2017.

4. The scores for sub-indices education and health increased from 0.923 and 0.973 in 2014 respectively to 0.929 and 0.980 in 2017.

into consideration, the Kenyan Government has embarked on 
increased infrastructure spending guided by the Public Financial 
Management Act (FMA) of 2012. The act requires at least 30% 
of the budget to be allocated to development spending. 

The policy, planning, and budget link in infrastructure develop-
ment in Kenya is evident in the long-term plan (Vision 2030), 
the second medium plan (2013-2017), sector level master plans, 
the medium term expenditure frameworks (MTEF) and budget 
policy statements. All recognize that infrastructure facilitates 
the country’s transformation into a ‘newly-industrializing mid-
dle-income country’. There is no recent estimate available of the 
country’s overall infrastructure financing needs and financing 
gaps. Those that are available are sector focused, risk under-
estimating overall infrastructure financing needs, and may over-
look the need to cost elements of integration required by inter-
related infrastructure projects. Using AfDB’s recent estimate 
that the entire continent has an infrastructure financing gap of 
between 64% and 83%, Kenya’s average standing in the Bank’s 
2018 Africa Infrastructure Index (AII), and the expenditure ceiling 
provided for infrastructure in the recently revised fiscal frame-
work, Kenya’s infrastructure financing needs may be estimated 
at USD 7.4-8.3 billion a year, which puts the county’s infrastruc-
ture gap at USD 5 billion a year.

Energy
The energy sector has an infrastructure financing need of about 
USD 19.8 billion over the 2015-2035 planning period. This 
translates into an average of USD 2 billion per year. The energy 
sector is predominantly financed via private-public partnerships 
(PPPs). Currently, there are 12 independent power producers 
(IPPs) of which 6 are thermal, 1 geothermal, 3 hydro, and 2 bio-
mass. Collectively, they account for about 695.6 MW (one third 
of the country’s installed capacity).

There is inadequate power supply capacity due to rising 
demand for electricity. Dependence on hydro-power for elec-
tricity generation exposes the country to power shortages 
during dry weather periods. In terms of financing, PPPs play an 
important role in electricity generation yet the PPP process is 
complex and expensive, reducing the number of private sector 
players that can contribute to electricity generation in the coun-
try. Additionally, financing the sector is capital intensive which 
can prolong the time required for financing and project devel-
opment. Relatedly, most of the IPP power generation projects 
were unsolicited and ended up with negotiated tariffs and 
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commercial terms and conditions that were not necessarily the 
most affordable. There are also community issues in that popu-
lations in project areas do not always accept property valuations 
and refuse to relocate from line route corridors or project sites.

To encourage energy financing there is a need to simplify and 
raise awareness of financing mechanisms, particularly those that 
require private sector involvement such as PPPs. Further, there 
is a need to focus beyond energy generation to power trans-
mission by expanding the transmission network and addressing 
issues of energy loss during transmission. Kenya should con-
tinue to diversify the energy mix, to reduce over-reliance on finite 
resources, including hydro-generation and petroleum. There is 
also a need to manage the cost of energy through price regu-
lation or competition, to reduce the cost of living, and increase 
efficiency and reduce production losses through private sector 
participation. 

Transport
Kenya has over 160 000 km of roads. The rail network consists 
of the recently launched standard gauge railway (SGR) and the 
nine-meter gauge railway. Kenya has 4 international airports, 4 
main domestic airports, and almost 200 airstrips. It has several 
ports, of which Mombasa is the most important because it is 
the only port that is fully developed with modern equipment. 
Finally, Kenya’s has a pipeline network of 1 221 km with a total 
storage capacity of 286 000 m3. 

Kenya’s transport sector financing need is USD 25.6 billion 
for the planning horizon. Roads require USD 9 billion, railways 
USD 7.2 billion, ports USD 4.8 billion, Lamu transport corridor 
USD 3.7 billion, and airports USD 0.9 billion. Assuming this is 
for a period of 10 years, the financing need for transport is esti-
mated to be USD 3-3.5 billion per year.

There is a need for urgent investments in transport infrastructure 
to cope with increasing volumes and requirements. Given the 
Government’s tight fiscal space, PPPs should be pursued as a 
priority. Secondly, there is a need to develop the road network, 
particularly in rural areas, and also to divert through-traffic away 
from city centres; to provide high capacity mass transit services; 
to build suburban railway networks for commuter services; and 
enhance pedestrian and cycling facilities. The Government has 
identified road development and improvement projects that 
require capital expenditure of KES 1 100 billion over the period 
2016-2025 and provide opportunity for investment that should 
be leveraged. These include PPP projects to develop, improve 
and maintain five key road sections; develop 10 000 km of 
roads; create roads along the LAPSSET corridor; and pri-
ority projects identified in the roads sector investment plan.

Telecommunication systems
The ICT sector in Kenya was valued at USD 1 billion in 2017. 
The sector grew by 10.9% in 2017 from KES 311 billion to 
KES 345 billion. The mobile penetration rates in the country 
stood at 91.9 per 100 inhabitants in 2017 with internet penetra-
tion at 71.6 per 100 inhabitants. 

Oxford Business Group has pointed out that a tech-savvy 
middle class drives demand for smartphones and data. Com-
petition in the sector is increasing, and a push to expand data 
services is creating new revenue-generating opportunities. The 
expansion of mobile broadband, WiMAX and fibre-optic net-
works has driven internet usage and subscribership. Increasing 
internet usage has also driven growth in both e-commerce and 
start-up segments.

The ICT sector is private sector driven, though the Government 
has played a major role by investing in infrastructure and pro-
viding incentives for the private sector to invest in the economy. 
The private sector is important in ICT investment but invest-
ments can be difficult to track. Key Government financing for 
ICT in the budget policy statement for 2018/19 made the fol-
lowing allocations to the sector: KES 32 billion for the State 
Department for Information Communications and Technology 
and Innovation (including ICT infrastructure development); and 
KES 3.6 billion to the State Department for Broadcasting and 
Telecommunications. 

The sector has challenges in that there is a lack of competition 
in mobile services. Safaricom dominates the mobile market and 
is potentially able to set tariffs independently of its competitors. 
Secondly, the Government under-prioritizes the ICT Sector in 
the allocation of resources and delayed disbursements to the 
sector limit Government funds dedicated to the sector. Addi-
tionally, there is a digital divide between rural and urban areas. 
Safaricom is the only network available in many rural parts of 
Kenya, and rural consumers therefore lack choice and experi-
ence services of poorer quality. In addition, there is limited pen-
etration of telecommunication infrastructure in rural areas and 
the cost of ICT delivery, utilization and maintenance is higher. 
Public and private sectors operate in silos and do not exploit 
synergies. Importantly, cyber insecurity is growing as cyberat-
tacks and cyber crimes become more sophisticated. 

Given the Government’s limited spending on the sector there 
is a need to explore other innovative and sustainable funding 
models to supplement Government funding. This can be driven 
by the private sector through ICT bonds for example. Further, 
the growth of industries such as manufacturing and financial 
services are likely to drive demand for corporate IT solutions 
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and increase investments in ICT by manufacturing and finan-
cial services firms to remain competitive. There is also grow-
ing demand for cyber security, particularly by larger compa-
nies. Finally, Government plans for FY 2018/19 in ICT can be 
leveraged for investment opportunities. For example: expand 
connectivity solutions through the national fibre optic back-
bone; connect all State Departments to a unified Government 
communications system; address cybersecurity; increase the 
number of youth trained in ICT; digitize Government records; 
complete the construction of the Konza complex.

Water and sanitation
Currently, the financing gap for water and sanitation for the 
planning horizon is estimated as USD 11.8 billion; USD 7.3 bil-
lion is needed for water and USD 4.5 billion for sanitation. The 
Government budget available for water supply covers around 
44% of the required investment cost; the Government budget 
available for sewerage covers only about 6.5%. An additional 
USD 1.2 billion is required to build and maintain safely managed 
services each year. Currently, the Government has 11 PPP initi-
atives on its priority list. 

Kenya has poor quality sanitation services for the poor in urban 
and rural areas and the coverage and quality of services are 
significantly lower among vulnerable groups, including margin-
alized communities. Additionally, insufficient effluent treatment 
threatens the country’s public health.

Both sectors share key challenges.
• Financing. Limited multi-year funding agreements from part-

ners limit the predictability of planning; programmes rely 
heavily on public financing; there are absorption challenges; 
funds are released slowly by the Exchequer; finances are not 
tracked adequately.

• PPPs. None of the planned PPP initiatives have gone beyond 
the feasibility stage.

• Lengthy Government procurement procedures delay project 
implementation.

• Sector governance at the county level is weak.
• There are human resource constraints.
• A review mechanism to regularly assess progress is lacking.


