
 

 
 1 

 

Do the government’s 
priorities effectively 
address Kenya’s needs? 

Budget identifies infrastructure and poverty as main 
areas of investment—but is it doing enough? 

Priorities aligned 

Survey demonstrates that 
budget is on the right track, but 
more work is needed 

CEO priorities 

The budget is an opportunity for the 
government to share its priorities. Are 
those priorities aligned with what the 
private sector and the general public 
wants to hear? 

The answer, following the Minister’s 

speech, is that they are aligned in most 

areas.  

 

The Minister identified two main 

priorities: infrastructure and reducing 

poverty, and outlined policies and 

allocations to help address them. 

 

Through our annual global CEO  

Survey, including interviews with over 

30 CEOs in Kenya, we know that CEOs 

want government to focus on 

infrastructure and reducing poverty, 

primarily, but also on financial sector 

stability, creating and fostering a 

skilled workforce and safeguarding 

intellectual property. 

 

Inadequate infrastructure and high 

energy costs are threats to growth, as 

well as economic volatility, exchange 

rate fluctuations and rising inflation. 

CEOs are also concerned about an 

increasing tax burden and political 

stability. 

 

Each of these areas was identified and 

addressed in the budget. But will the 

budget be effective in every area? Are 

priorities aligned in such a way as to 

promote sustainable, equitable growth 

going forward? 

 

Constitution and political 
environment 

 

Stability is crucial for growth to 

continue, but there is a looming crisis 

over the potential failure to fully enact 

much of the mandatory legislation 

under the new constitution.  

 

Devolution has not progressed well 

and the 2012 elections are looming; 

Budget does not 
go far enough to 
advance the 
priorities 
identified both by 
government and 
the private sector 
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the government will need to focus 

more on administrative structure. A 

commitment of KES 20.8 billion is 

insufficient for meeting the 

expectations of Kenyans that their 

constitution will be fully realised and 

the 2012 election peaceful. 

Infrastructure 

The budget clearly identifies 
infrastructure as an engine of growth 
and commits KES 221 billion—a 34% 
increase over the 2010/2011 
allocation—towards two main areas: 
transport and energy, both of which 
significantly influence growth.  

Poverty reduction 

Rising food and fuel prices are 
threatening Kenya’s most vulnerable 
citizens. The budget identifies various 
measures to reduce poverty by 
improving food security, creating 
sustainable and decent employment 
and reaching out to women, youth, the 
elderly, IDPs and the urban poor. 

The budget faces many poverty-
related challenges head-on, but we 
wonder whether these measures are 
enough to counter the powerful forces 
at work influencing food and fuel 
prices. 

Tax measures 

Various tax measures are aimed at 
expanding the tax base and capturing 
more revenue. These changes, 
however, do not seem to raise the 
revenue required to finance a KES 1.16 
trillion budget; even with economic 
growth of 5.6%, but will these changes 
satisfy the budget’s requirements? 

East Africa highlights 

Every country in East Africa grew 
impressively over the last year with 
the exception of Burundi. Various 
policies indicate that EAC members 
are focusing on tax and regulatory 
changes that broaden their tax bases 
while moving towards regional 
harmonisation. This is a good sign for 
expanding regional trade, which is 
fuelling growth. 

Macro-economic stability 

The economy in Kenya is expanding, 
but growth is not without risk. Last 
year’s budget helped secure an 
environment conducive to growth and 
this year’s budget continues in the 
same vein. 

However, rising inflation due to 
increasing fuel prices and adverse 
weather conditions as well as key 
questions about the implementation of 
the constitution and the next general 
elections raise questions about how 
well prepared the government is to 
foster and protect economic stability 
going forward. 

Sector reforms 

The budget contains very few 
proposals directly impacting the 
banking and insurance sector. 
Legislation to modernise the current 
regulatory environment affecting the 
financial services sector is moving 
forward, but constitutional legislation 
may take priority.  

However, a number of proposals will 
deepen the financial sector, 
contributing to growth. 

Missed opportunities 

The budget contains many measures 
to address priorities shared by the 
government and the private sector but 
they may not be sufficient to achieve 
strong long-term economic growth, a 
skilled workforce and other pillars of 
Vision 2030.  
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The Constitution and 
Political Environment 

Does the budget adequately cater for the New Dawn? 

Requisite legislation 

There is a looming crisis over potential 
failure to fully enact the mandatory 
legislation under the new constitution. 
Less than 5 of necessary 30 laws have 
been done. This leaves a significant 
implementation agenda to be 
completed in a fairly short time. 

Are the consequences 
affordable? 

Under Article 261(2) the National 
Assembly has power to extend the 
period within which the required 
legislation must be enacted. The 
power can, however, only be ‘exercised 
once in respect of any particular 
matter’ and ‘only in exceptional 
circumstances to be certified by the 
Speaker of the National Assembly’.  

Under Article 261(5), if parliament 
fails to enact any specified legislation 
within a particular time, any person 
can petition the High Court which has 
the power to; a) make a declaratory 
order on the matter and b) direct both 
the Attorney General and Parliament 
to ensure the legislation is enacted and 
report progress to the Chief Justice. If 
after this order is transmitted, the 
legislation is nonetheless not enacted, 

the Chief Justice shall advise the 
President to dissolve parliament.   

Adequacy of the New 
Constitution Budgetary 
Allocation 

This year’s budget provides KES 20.8 
billion for the implementation of the 
constitution. There are high 
expectations that the new 
constitutional dispensation will allow 
for strong institutions to provide 
checks and balances on the 
government, enhance governance, 
reform judiciary and devolve resources 
to counties. 

The Government therefore has a duty 
to allocate sufficient funds for the 
implementation process. This 
allocation will not be adequate in view 
of the urgent numerous requirements 
to institute the new order. 

Immediate constitutional related 
expenditure include the setting up of 
constitutional offices, drafting of new 
laws, judicial reforms, setting up of 
new structures of devolved 
governance, capacity building and the 
establishment of a new public finance 
mechanism, among others. 
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may slow other 
legislative 
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financial sector 
reforms outlined in 
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Preparing for devolution 

Most of devolution laws were expected 
to have been enacted within one or 
two years after the promulgation date. 
This has not progressed well despite 
the draft from the devolution task 
force. 

Come FY 2013, counties will be 
expected to absorb and manage at 
least 15% of the national budget. The 
preparation for this ought to have 
been thought of in this year’s budget. 

There should have been specific 
allocation for the establishment of 
structures and capacity building ahead 
of the 2012 General Elections. 

The Government is likely to face 
budgetary challenges in the course of 
the financial year as the need to create 
administrative structures for 
devolution becomes a reality along 
with the transitioning of the current 
institutions to the new constitution. 

The 2012 elections factor 

If implementation of the constitution 
related legislation is not enacted soon, 
the preparations of the 2012 elections 
will be endangered. This will be the 
most involved election Kenya has had 
since independence. There will be 
election at multiple levels; the election 
will cost more and will require more 
logistical preparation. The average 
time expected to be spent by a voter 
will go up, meaning that at every 
polling station more voting streams 
and thus more officials, party agents, 
monitors, security etc will be needed. 
All these people will require training 
well in advance of the elections. 

The electoral machinery needs to be 
fully operational and well funded. 
However, the budget allocation does 
not seem to address this. 

The cost of an ineffectual 
coalition 

The coalition government is fractious 
and frequently gridlocked. This 
presents a hindrance to hopes of 
strong political will and unity in the 

common cause of implementing the 
constitution, compounded by the need 
to prepare for the general election in 
2012. This year’s budget therefore 
required government to focus on this 
challenge and devote real focus to the 
constitutional structures.  

Neighbourhood conflicts 
risks 

The speech noted the existence of 
porous borders and levels of insecurity 
but needed to outline measures to deal 
with the attendant risks: unrest in 
Uganda, renewed conflicts in Sudan 
and the Ilemi triangle disputes 
between Kenya, Sudan and Ethiopia. 
Other security risks involve the spill-
over from Somalia of three dangers; 
the influx of small arms, the cost of 
piracy and Al-Shabaab recruitment of 
Kenya youth. Five of Kenya’s 
neighbours have had a war in the last 
30 years. Empirical studies show GDP 
falls 0.7% for each neighbour in 
conflict. 

Kenya has a major role in these 
conflict resolutions; thus the impact of 
conflict on GDP growth. 

Conclusion 

Kenya demonstrated a first in the 
successful constitutional referendum 
and eventual promulgation of the 
constitution and this is likely to lead to 
development partners’ interest in 
funding the implementation process. 

It is appreciated that this year’s budget 
has taken into account the importance 
and urgency of implementing the new 
constitution. This commitment is 
demonstrated by the setting of the 
KES 20.8 billion towards this cause. 
This funding—though not sufficient—
is likely to have an impact on setting 
up the priority governance structures 
and hence sustain the confidence of 
citizens in fulfilling their expectations. 
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Significant emphasis on 
infrastructure 

Government increases allocation to infrastructure 
related projects to KES 221 billion, an incredible 
increase of 34% from 2010/2011

A rising commitment to 
transport and energy 

The budget includes a total allocation 
of KES 221 billion to infrastructure, an 
increase from KES 165 billion last 
year. 

In his speech, the Minister said that 
investment in infrastructure—
particularly road, energy and railway 
infrastructure—should be increased.  

He talked about maintaining and 
upgrading infrastructure to build a 
better investment climate in Kenya. 
These comments follow on consistent 
increases in budget allocations for 
infrastructure over the last several 
years. 

Infrastructure investment has a 
knock-on effect elsewhere in the 
economy such as helping to reduce 
poverty, facilitate trade, generate 
employment and increase activity in 
the building and construction sector. 

Adequate infrastructure also reduces 
the cost of doing business.  

The budget focuses primarily on 
transportation and energy. It identifies 
areas of investment like roads, rail, 
fuel storage and geothermal drilling 
and earmarks kerosene for zero tariffs 
and reduces the levy on diesel. 

The budget does not spell out how the 
government will address energy 
supply disruptions—both power and 
fuel-related—which have a serious 
impact on productivity and growth. In 
addition, the high cost of electricity 
seems destined to remain for some 
time, reducing competitiveness and 
the production and service sectors of 
the economy.  

Transport 
 
The current year's budget allocation to 
the transport sector indicates 
recognition that rail and road 
transport is a significant component in 
economic growth and supports the 
budget theme of building resilience 
and sustaining inclusive growth for 
prosperity. 
 

 

 

 

Transport sector 
received 
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Railway 
 

The Kenyan Railway network has not 
changed significantly since the 
completion of the Kenya – Uganda 
Railway in 1901. Kenya and Uganda 
currently utilise the narrow gauge 
track which is measured by the 
distance between the inside edges of 
the rails.  
 
The allocation of KES 3.3 billion as a 
mobilisation fund for standard gauge 
railway will entail upgrading of the 
current narrow gauge track (1,000 
mm or 3ft 3.4in) to standard gauge 
track (1,435 mm or 4ft 8.5 in) from 
Mombasa to Kampala with a branch 
line to Kisumu. This is in line with a 
Bilateral Agreement with the 
Ugandan Government in 2008 to 
jointly fast track the development of a 
new Standard Gauge Railway (SGR).  
 
The benefits of this project are 
however unlikely to be experienced in 
the next financial year as Kenya 
Railways is expected to conclude the 
design study by the end of November 
2011. The persistent procurement 
delays that have dragged this project 
may be a risk factor.  
 
The SGR will reduce the cost of 
transport within the region and 
facilitate faster and cheaper 
movement of freight and passengers, 
enhancing competitiveness. It is also 
expected to help preserve the road 
network.  
 
The minister indicated that the 
government has initiated discussions 
with development partners to find 
resources to facilitate faster 
completion of this important project. 
 

Nairobi Railway 
 
Commuters in Nairobi will benefit 
from an improved rail network within 
Nairobi with the allocation of KES 2.9 
billion for the construction and 
expansion of urban commuter rail.  
 
The allocation includes KES 1.9 billion 
towards construction of a new branch 
line from Embakasi Railway Station to 
Jomo Kenyatta International Airport 
(JKIA). When completed, it is 
expected to make commuting to and 
from the airport cheaper and faster. It 
is also expected to benefit urban 

commuters from environs covered by 
this railway line.  
 
KES 1 billion has been allocated to 
initiate an upgrade of the Nairobi – 
Ruiru railway line. This is also 
expected to facilitate decongestion of 
city roads by substituting a number of 
motorists to use the railway. 
 
The minister also anticipated that the 
improved commuter rail transport will 
provide a faster and cheaper means of 
transport for commuters hence 
providing a reprieve to commuters.   
These commuter rail services have the 
potential for a large number of 
passengers and therefore may be more 
attractive for Public Private 
Partnerships (PPP). But there was no 
mention of PPPs for these or other 
infrastructure projects.  
 

Roads  
 

The minister has continued to 
emphasise the importance of Roads as 
reflected in the KES 100.9 billion 
budget allocation to the Ministry of 
Roads. 

 

This is intended to contribute towards 
continuing improvement of the 
general conditions of highways, urban 
and rural roads and initiating new 
critical road arteries, especially those 
that connect the country with the 
regional markets.  

The minister, through changes to the 
Roads Act earmarked 22% of the road 
maintenance levy for road 
maintenance at the constituency level. 
This is expected to result in 
approximately additional KES 19 
million per constituency in the country 
and an additional KES 28.4 million 
through direct allocation.  

Ports and Airports 

 

The budget did not provide any 
significant information on ports and 
airports although these are already 
operating at full or almost full 
capacity.  

 

Indeed the port of Mombasa is 
sometimes considered to be a 
constraint to economic growth in the 
region. On the other hand, the 
upgrade of JKIA is overdue. 
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Energy 

Oil infrastructure 

High oil prices have had a negative 
impact on the economy, feeding 
inflation and driving up the cost of 
living. One of the causes of rising oil 
prices has been supply constraints as a 
result of lack of proper infrastructure 
in Kenya.  

Ships docking at the Mombasa port 
have to queue to offload fuel at the 
Kipevu Oil Jetty at Kilindini Harbour. 
In addition, the ullage capacity on the 
Mombasa – Nairobi section of the 
pipeline is stretched. This is because, 
amongst other reasons, the pipeline is 
more than 30 years old. Indeed, the 
Minister alluded in his speech that oil 
supply constraints have weakened tax 
collection by the Kenya Revenue 
Authority (KRA).  

The Minister should have prioritised 
the improvement of the Kipevu Oil 
Jetty and the Mombasa – Nairobi 
section of the pipeline priority in his 
speech and allocated funds towards 
this objective. This would have 
complemented the envisaged 30% 
reduction on demand for oil in the 
country upon completion of the 
railway expansion projects.   

The National Oil Corporation of 
Kenya, the company mandated by the 
government to play a key role in 
checking market prices of petroleum 
products in Kenya, did not receive any  
specific allocation of funds from the 
Minister.  

There is need to re look at the whole 
infrastructure in Kenya in the light of 
the recent discovery of oil in Uganda.  

Geothermal development  

The Minister made a significant 
allocation of resources to the energy 
sector in his Statement. The budget 
allocation to the Ministry of Energy 
increased two-fold to KES 65.7 billion. 
The Geothermal Development 
Company (GDC) got the bulk of the 
increased allocation at KShs 16.1 
billion. This puts GDC in a good 
position to tap into the country’s 

geothermal potential that is thought to 
exceed 15,000 MW. This is a step in 
the right direction considering that 
Kenya’s viable hydroelectric 
generation sites have largely been 
developed over the years.  
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Managing the cost of 
living for Kenya’s 
vulnerable groups 

While the challenges may appear to be 
insurmountable, the Minister will be facing them 
head-on 

The Minister has proposed various 
measures aimed at reducing poverty 

levels nationwide. 

Food security 

The Minister acknowledged that the 
attainment of food security has been 
hampered by the adverse effects of 
climate change on agriculture.  To 
combat this, the Minister announced 
both long term and short term 
measures to be instituted. 

Tax tariffs have now either been 
reduced or altogether eliminated to 
provide an immediate cushioning to 
the most vulnerable groups.  This 
includes a full duty remission on 
maize and wheat for limited periods, a 
reduction in duties from 75% to 35% 
on imported rice and the removal of 
excise on kerosene.  The measure on 
kerosene will result in an immediate 
cost reduction of up to KES 5 per litre.   

A welcome move was the maintenance 
of the recently introduced 20% 
reduction on excise on diesel. 

The urban poor’s prayers on food 
availability may have now partly been 
answered.  Funds have now been 
allocated towards urban farming 
programmes following the success of 
the pilot organic sack gardening 
program.  The Minister expects about 
180,000 urban poor households in 
Nairobi, Mombasa and Kisumu to 
benefit from this initiative. 

Significant funding has also been 
allocated to long term measures such 
as water harvesting and storage, 
increased acreage under irrigation and 
construction of additional slaughter 
houses in Arid and Semi Arid Areas 
(ASAL).   

The Ministry of Finance will closely 
work with the National Irrigation 
Board towards the implementation of 
the irrigation projects countrywide.  
With a funds allocation of 
approximately KES 10.2 billion, the 
Minister expects to increase by 
181,000 acres the area under 
irrigation. It is expected that this will 
positively affect the lives of about one 
million households.  

Direct measures to 
reduce cost of 
living  
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Creation of sustainable and 
decent employment 

The Minister acknowledged that the 
country has not properly tapped into 
the diverse talents of the nation’s 
youth.  He also pointed out that the 
country cannot afford to sit and watch 
as the situation persists since the 
future consequences could be grave. 

To ensure that the youth are involved 
in nation building, several initiatives 
have been proposed. 

Funding towards the Kenya Youth 
Empowerment Project (Kazi Kwa 
Vijana initiatives) has been enhanced.  
This together with the growth in 
infrastructure and agriculture will be 
critical in the creation of the much 
anticipated labour intensive jobs. 

Additionally, the Minister has called 
upon the private sector to partner with 
the Government to ensure the success 
of these initiatives. 

It is anticipated that the Minister may 
subsequently table in parliament 
certain tax incentives that will be 
available to private sector employers 
who will come up with internship 
programs for youth seeking formal 
employment opportunities.  The 
internship programs will mainly be 
geared towards facilitating work 
experience.  A call was also made to 
stakeholders in the private sector to 
sponsor sport initiatives targeted at 
youths who opt for sports as an 
alternative career choice. 

The above presents an opportunity in 
nation building by the private sector 
while enjoying tax incentives.  This 
can only become a reality if the private 
sectors, through their various 
associations such as KEPSA and KAM, 
pursue the legislation into law of the 
tax incentives referred to by the 
Minister. 

Initiatives directed at 
vulnerable groups 

The Minister sought to either provide 
opportunities for vulnerable groups or 

literally put money in their hands to 
increase their purchasing power. 

The elderly 

  An additional 2,100 households 
managed by the elderly will be 
recruited into the monthly KES 
2,000 cash transfer program. 

  Pension payable to teachers who 
did not benefit from the enhanced 
teachers emoluments have also 
been enhanced. 

School going children 
(including the youth) 

  Funding to all levels within the 
education sector has been 
increased.  This includes the free 
primary and day secondary 
education. 

  There has been a boost to the 
bursary kitty by KES 840 million 

  KES 1.67 billion has also been 
allocated to the free school feeding 
program. 

  The Government will spend KES 
300 million on account of the 
needy girl child’s sanitary towels 
requirement to ensure consistent 
class attendance is achieved. 

  KES 380 million has been allocated 
towards the construction of low 
cost boarding schools in the ASAL. 

SMEs, women and the youth 

The enterprise funds set up for the 
SMEs, women and the youth have 
been boosted by an aggregate of KES 
1.825 billion.  However, what remains 
to be seen is a demonstration by the 
fund managers that the objectives for 
which these funds were set up have 
been achieved. 

Lest we forget... 

IDPs 

The Minister has allocated KES 4.2 
billion towards the final resettlement 
of the internally displaced people. 

Urban poor 

It is anticipated that this group will 
reap the benefits of an efficient urban 
commuter rail system once the project 
is completed. 
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Tax Measures 

Limited tax measures to cushion vulnerable Kenyans 
but no tangible measures to facilitate growth. 

Tax evasion becomes 
increasingly more difficult 
in a globalised world 

The Minister has enacted provisions to 
give legal effect to Tax Information 
Exchange Agreements (TIEA) which 
the Kenyan government intends to 
enter with other governments.  

The TIEA will allow the KRA to 
exchange information which will 
enable them to enforce domestic tax 
laws more effectively. 

It is likely that Kenya will use the 
OECD model TIEA which will provide 
wide ranging powers to request for tax 
payer records, bank account 
information and beneficial ownership 
information such as persons behind 
nominees and beneficiaries. It would 
also allow for the KRA to interview 
persons from another country or 
attend tax investigations being 
conducted by the tax authorities of the 
other country.  

The TIEA is however not a blank 
cheque for the KRA to engage in 
fishing expeditions overseas. There 
may also be a need to amend the 
Income Tax Act to explicitly exempt 
TIEAs from taxpayer confidentiality 
provisions.   

One of the main challenges the KRA 
faces in tackling abusive transfer 
pricing is the lack of financial 
information on overseas related 

parties. This TIEA initiative, if 
properly implemented, has the 
potential to significantly reduce any 
revenue losses from cross border 
related party transactions. 

KRA to issue Guidelines for 
deemed interest provision 

This year’s Finance Bill has clarified 
two issues that had arisen in respect of 
the implementation of deemed 
interest introduced in last year’s 
Finance Act: 

  The Commissioner will now 
prescribe the rules of calculating  
deemed interest rather than the 
previous 91 day T Bill rate 

  Enabling provisions on 
withholding tax have been enacted 
to allow the KRA to collect 
withholding tax on the deemed 
interest. 

This provision continues to be 
unworkable and unduly punitive to the 
resident taxpayer for a number of 
reasons: 

i) It is unlikely that a non-
resident will bear the withholding 
tax on non-existent interest. This 
will result in the resident taxpayer 
bearing the withholding tax from 
their income. This negates the 
sense of withholding tax as a tax on 
a non –resident and creates an 
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additional tax of 15% on the 
resident taxpayer 

ii) The resident taxpayer will also pay 
30% corporate tax on the 
disallowed non-existent interest.  

Section 18 (3) of the Income Tax Act 
prescribes the arm’s length concept 
which probably would supersede the 
Commissioners prescribed rules where 
the latter do not conform to the arms 
length standards. 

Real Estate Investment 
Trusts 

In order to boost investment in the 
real estate sector, the government has 
introduced a new investment vehicle 
called the Real Estate Investment 
Trust (REIT).  A REIT that is 
registered by the Commissioner offers 
the following incentives to investors: 

  The income of REIT is exempt 
from corporate tax.  However any 
interest or dividend income earned 
by the REIT will be subject to 
withholding tax 

  The income earned by the investor 
of a REIT and sales of shares by the 
unit holders of the REIT will also 
be exempt from tax.  

Winnings from lotteries 
and gaming to be taxed at 
source 

The Finance Bill has introduced 20% 
withholding tax on winnings by 
residents from betting, lotteries and 
gaming.  This is on the back of 
increased lottery promotions by 
numerous companies. However this 
tax has been introduced without 
creating the relevant charging section 
rendering the tax charge ineffective. 

There is a need to re-examine the 
amendment for the tax charge to be 
effective. The proposed amendment 
takes effect on1 January 2012. 

A few changes to 
withholding tax  

Lease rentals for locomotives and 
rolling stock paid to non residents are 
no longer subject to withholding tax.  

Withholding tax on management, 
professional or training fees to 

resident service providers has been 
increased from 5% to 10%.  

These changes are effective 
immediately. 

Overhaul of Value Added 
Tax (VAT) Act in progress 

In anticipation of the new VAT Act 
being enacted, the Finance Bill 
2011/12 does not contain any VAT 
amendments. 

The draft VAT Bill will be posted on 
the Treasury website for stakeholders 
to comment on. Thereafter a 
workshop will be held toward the end 
of August 2011 to review the revised 
VAT Bill. 

This is a welcome move by the 
Minister and we shall be engaging in 
discussion with our clients to review 
the VAT changes affecting your 
business. 

Simplification or 
Complication of duties? 

In an effort to simplify the excise 
regime, the Minister has introduced 
one excise band for beers and 
cigarettes. 

  Beer will now attract a hybrid rate 
of KES 70 per litre or 40% 
whichever is higher. This a KES 10 
to KES 15 increase per litre. 

  Cigarettes will now attract a single 
rate of KES 1200 per 1000 sticks or 
35% of the retail selling price 
whichever is higher.  

However, the change from specific 
excise to a hybrid excise regime 
complicates excise taxation and goes 
against international best practice 
which recommends a specific excise 
system based on volumes.  

Specific excise system eliminates 
valuation disputes and reduces the 
scope of fraud as a result of under 
invoicing. 

Customs changes 
(applicable immediately) 

Duty rates on rice, wheat and maize 
are reduced to promote food security.
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Security vehicles and equipment are 
exempt from duty in order to improve 
public safety. 

Apron buses used by airlines at the 
airports are exempt from duty to 
enhance quality of airport services. 

Other changes (w.e.f 9 June 
2011) 

  The Commissioner now has the 
authority to remit instalment tax 
penalties and interest up to a 
maximum of KES 1.5 million up 
from KES 500,000. 

This amendment aligns section 72C 
with other similar sections in the 
Income Tax Act.  

  Currency and language - Tax 
returns or records should now be 
prepared in either English or 
Kiswahili and only in Kenya 
Shillings.  

  Medical benefit - Medical 
insurance or medical services 
utilised by beneficiaries of a 
particular employee shall not be 
taxable on the employee. 

  Tax returns - Employees are no 
longer required to file Self 
Assessment Returns if they do not 
have any other income chargeable 
to tax except employment income 
that has been taxed at source by 
the employer. 

  The Commissioner now has the 
power to register and issue 
Personal Identification Numbers to 
any taxable person who fails to 
register. This is expected to bring 
more taxpayers into the net. 

  Kerosene will be more affordable to 
the common person as the Minister 
has removed excise duty. 
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East Africa economies at 
a glance 

Kenya 

The Kenyan economy grew by 5.6% in 

2010 compared to 2.6% growth in 

2009. This growth extended across all 

sectors of the economy with a major 

boost from the agriculture and forestry 

sector which grew by 6.3 % in the year.  

 

The country has also continued to 

experience significant growth in the 

building and construction sector 

driven by both the private sector 

investments and the increased 

investments by the government in 

physical infrastructure in 2010.  

The economy is projected to grow by 

5.7%, 6.3% and 6.5% in the next 3 

years respectively.  

 

The priority areas highlighted in the 

2011/2012 budget include the 

following:  

 
  Facilitation of private sector 

growth and development;  

 

  Cushioning of the economy and the 
people against high commodity 
prices;  

 

  Ensuring equity and fairness in tax 
system; and  

 

  Enhancing fairness in tax 
administration.  

To achieve those goals, there are plans 

to grow investment in infrastructure to 

KES 221 billion from KES 166 billion 

in 2010/2011 by scaling up road 

construction to facilitate trade and 

commerce, investing more in 

geothermal development and rural 

electrification programmes and 

upgrading the railway system in the 

country through the construction of a 

standard gauge railway and upgrading 

a commuter rail for faster and 

affordable transport.  

 

In addition, several financial sector 

reforms have been initiated with an 

objective of enhancing the access, 

efficiency and stability of the sector. 

The reforms include increased support 

and licensing of microfinance 

institutions, agency banking and 

review and improvement of legal and 

regulatory frameworks.  

 

The government has also expressed its 

commitment to the implementation of 

the provisions of the Common Market 

Protocol by supporting the ongoing 

negotiations of the East African 

Monetary Union Protocol. It is 

however noteworthy that, unlike in 

Uganda, there was no mention of the 

ratification of the East Africa Double 

 

 

 

5.6% growth in the 
Kenyan economy 
driven by 
agriculture and 
construction. 

 

 

 

 

 

 

 

 

 

Priorities are 
infrastructure, 
private sector 
growth and 
poverty reduction 
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Tax Treaty. It might therefore be a 

while before the treaty takes effect in 

the region.  

Tanzania  

The 2011/2012 budget takes into 
account key areas as the country gears 
up towards achieving the National 
Development Vision 2025. The budget 
comes at a time when the country is 
experiencing a rise in the cost of living. 
 
Among the measures taken is the 
exemption of taxes on agricultural 
inputs in order to boost the sector. 
 
In addition, the government has put in 
more resources to boost the country’s 
infrastructure and energy sectors 
 
The economy grew by 7% in the year 
compared to 6% in the previous year. 
 

Uganda  

The GDP of Uganda grew by 6.3% in 
2010/2011 up from 5.5% in 
2009/2010. This was fuelled by 
construction and trade activities. 

Despite the increase of 80 basis 
points, Uganda’s economy faces 
significant challenges such as 
inadequate infrastructure, high 
unemployment and inflationary 
pressures. 

With the 2011/2012 budget theme, 
‘Promoting Economic growth, Job 
Creation and Improving Service 
Delivery’, the Government seeks to 
promote rapid, broad based and 
sustainable growth consistent with 
transforming the country to a middle 
income status.  

The 2011/2012 budget priorities 
include: 

  Infrastructure development in 
roads, rail and energy 
 

  Enhancing agricultural production; 
the performance of the agriculture 
sector generally declined in 
2010/2011. In 2011/2012, the 
government has therefore  
committed more resources in the 
agriculture sector targeted at 
wheat, cotton, coffee and tea 

processing, farm machinery and 
equipment, milk processing and 
warehouse construction and 
storage 
 

  Employment creation – including 
creation of a Youth 
Entrepreneurship Venture Capital 
Fund 
 

  Human resource development and  
 

  Improving public service delivery –
this includes 50% cut on 
ministerial advertising costs and a 
cut of 30% of the budget for 
allowances and freezing 
government vehicle purchases. 

The macroeconomic objectives of the 
2011/2012 budget are to attain the 
following in the next one year: 

  7% economic growth 
 

  Inflation rate of 5% down from the 
high inflation  rate of 16.1% per 
annum in May 2011 
 

  Stable, competitive exchange rate 
and 
 

  Prioritizing investments and 
employment creation. 

Other highlights affecting the 
economic outlook of the country in the 
2011/2012 FY include: 

  Private sector development, such 
as by simplifying licensing 
procedures and elimination of 
redundant procedures 
 

  Oil sector management, through 
legislation intended to ensure 
efficient utilisation of the oil 
resource, estimated at 2.5 billion 
barrels is being finalised for 
parliament presentation 
 

  Access to Affordable financial 
services by the government fully 
implementing the National ID card 
to ensure identification of 
borrowers 

 

Rwanda  

Real GDP recorded a modest growth 
of 7.5% from 6.1% in 2009. The 

7% growth in 

Tanzania 

attributed to 

agricultural 

sector 

 

 

 

 

 

 

 

6.3% growth in 
Uganda fuelled by 
construction and 
trade activities  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

7.5% growth in 
Rwanda linked to 
agriculture, 
manufacturing and 
services  
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recovery was mainly fuelled by export 
of agricultural crops, growth in the 
manufacturing and construction 
industries and growth in services, and 
in particular, the finance and 
insurance sector.  

Overall, total revenue and grants have 
been projected to rise by 15.5% (RWF 
129.8 billion) from RWF 844.2 billion 
in the revised budget for 2010/2011 to 
RWF 974 billion in 2011/2012. Total 
expenditure and net lending is also 
projected to rise by 7.6% (RWF 74.7 
billion) from RWF 988.1 billion in 
2010/2011 to RWF 1,062.8 billion in 
2011/2012. One is left to ask how the 
Minister intends to raise the deficit. 

As in last year’s budget, the budget for 
2011/2012 focuses on four pillars of 
expenditure:  Infrastructure rollout, 
maintaining growth in productive 
sectors, development of human 
capital, and promotion of good 
governance. 

The Rwanda budget has had no 
significant change and is in line with 
Rwanda’s development strategies as 
laid out in the Economic Development 
and Poverty Reduction Strategy 
(EDPRS). 

The major focus of the budget is to 
raise resources for completion of 
strategic investment projects that will 
stimulate growth in other sectors, 
promote the business environment 
and reduce the cost of doing business. 
The focus is on energy generation and 
distribution projects, road 
construction and rehabilitation and 
ICT development. 

 

A budget  focused 
on the four pillars 
of expenditure. 
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Key highlights from the Kenya, Tanzania, 

Uganda and Rwanda 

Key indicators of the performance of the East Africa economies are set out below.  

Where applicable, prior year comparatives have been included in brackets.  

 

 Kenya  Tanzania  Uganda  Rwanda 

Real GDP growth 5.6% (2.6%) 7% (6.0%)  6.3% (5.5%) 7.5% (6.0%)  

Overall inflation 5.96% (3.9%) 5.5% (12.1%) 16% (9.4%) 4.7% (5.7%) 

91 day TB rates 8.7% (3.9%)  3.77% (2.2%) 9.1% (8.4%) 6.85% (8.43%) 

 KES Tsh Ush RWF 

Exchange rate to the 

dollar (Local currency 

= US$1) 

87.70 

(79.97)  

1,533.2 

(1,320)  

2,388 

(2,259) 

600 

(583) 

Budgeted spend 

(billions) 

Recurring 

Development 

1,155 (996.8)  

756.4 (675.6) 

398.6(321.2) 

13,526 (11,610) 

8,601 (7,791) 

4,925 (3,819) 

9,325.7 (7,377)  

5,855.6 (3,566)  

3,470.1(2,807)  

1,062 (988.1) 

557.9 (514.9) 

503.3 (473.2) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Positive 
macroeconomic 
indicators across 
the region 
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Customs and Excise  

East African Community 
(EAC) 

Goods imported into the EAC are 
subject to Common External Tariffs 
(CET). The proposals made by the 
member states in respect of these 
tariffs in 2011/2012 are as follows:   

  Remission of import duty on 
aseptic plastic bags used for 
storage of fruit extracts from CET 
rate of 25% to 10% 
 

  Reduction of import duty on food 
supplements from 25% to 10% 
 

  Reduction of import duty on 
premixes used in the manufacture 
of animal and poultry feeds from 
10% to 0% 
 

  Reduction of import duty on heads 
used in the manufacture of sprays 
from  25% to 10% 

 

  Zero rating of import duty on white 
oil 

 

  Zero rating of import duty on 
motorcycle ambulances 
 

  Increase in the import duty on 
galvanized wire from 0% to 10% 

 

  Import duty remission on inputs 
used for the production of solar 
panels 
 

Other products whose import duty has 
been exempted are: 

  Battery operated vehicles 
 

  Apron buses used at airside 
 

  Security equipment such as metal 
detectors and CCTV cameras 
 

  Vehicles and equipment imported 
by Kenya police, and 
 

  Tsetse fly traps. 

 

The changes that are unique to the 
respective East Africa Community 
countries are as follows: 

 

Kenya 

  Remission of import duty on wheat 
grains imported by gazetted millers 
reducing the rate from 10% to 0% 
for one year 

 

  Remission and zero rating of 
import duty on Maize grain 
imported by gazetted millers for a 
period of 6 months compared to a 
CET rate of 50% 
 

  Extension of a stay of CET 
application to have all types of rice 
imported at a rate of 35% instead if 
75% for one year 
 

  Removal of excise duty on kerosene 
 

  Harmonisation of the excise duty 
on cigarettes at KES 1,200 per 
mille or 35% of retail selling price 
(RSP) 
 

  Increase in the excise rates for beer 
to KES 70 per litre or 40% of RSP 
and the rates for wines to KES 80 
per litre or 40% of RSP. 
  

Tanzania  

 
  Reduction of excise duty on Heavy 

Fuel Oil (HFO) from Tsh 80 to Tsh 
40. 
 

  Excise duty on plastic bags of more 
than 30 microns of polymers has 
been reduced from 120% to 50% 
 

  Rise of excise duty by 10% for 
carbonated soft drinks, beer and 
wine with more than 25% imported 
grapes, wines with domestic grapes 
exceeding 75% and spirits.  
 

  The excise duty on cigarettes has 
been revised as follows: 

 
i) Cigarettes without filter tip and 

containing domestic tobacco more 
than 75% rise  from Tsh  6,209 to  
Tsh 6,830 per mill 

 

ii) Cigarettes with filter tip and 
containing domestic tobacco more 

 

 

 

 

A general 
decrease in duty 
on foods and raw 
materials across 
the region 
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iii) than 75%  rise from Tsh 14,649 to 
Tsh 16,114 per mill 

 

iv) Cigarettes other than the ones 
mention above; rise from Tsh  
26,604 to Tsh 29,264 

 

v) Cut rag and cut filter rise from Tsh 
13,436  per Kg to Tsh 14,780 per Kg 

 

vi) Duty of Cigars remains at 30%. 
 

Uganda  
 
Duty remission on Uganda’s raw 
materials and industrial inputs has 
been extended for one year. 
 

  Import duty remission on road 
trucks and semi-trailers of carrying 
capacity of over 20 tonnes has been 
extended for one year 

 

  Import taxes on components and 
inputs for assembly of refrigerators 
and freezers have been remitted 
from 25% to 10% 
 

  To encourage use of affordable 
technology, taxes have been waived 
on motor cycle ambulances 
 

  Import duty on hoes was remitted 
from 10% to encourage food 
security 
 

  The excise duty on sugar was 
reduced by 50% 
 

  Like Kenya, the excise on kerosene 
has been reduced to zero to 
cushion the vulnerable members of 
society against the high cost of 
living 
 

  The levy on exports and outward 
processing of raw hides and skins 
has been revised upwards from 
USD 0.4 per kilo to USD 0.8 per 
kilo, and 
 

  Investment trader regulations have 
been terminated in order to 
streamline and improve tax 
administration. 

 

 

 

Rwanda  

Regarding the application of the 
Common External Tariff (CET), it was 
agreed to stay application for Rwanda 
for a period of one year on the 
following products: 

  Rice:  CET of 30% 
 

  Tractors: CET of 0% 
 

  Trucks carrying capacity exceeding 
tonnes but not exceeding 20 
tonnes: CET of 10% 
 

  Wheat grain: CET of 0% 
 

  Wheat flour: CET 35% 
 

  Construction materials for 
investors with projects of at least 
US$ 1.8 million: CET 5%, and  

 

  Aluminium conductors and cables: 
CET 10%.

 

Increase in excise 
duty on alcoholic 
drinks  and 
cigarettes. 
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Direct and indirect 
taxes  

Kenya  

Personal and withholding tax 

Increase in withholding tax in respect 
of payments made to professionals 
from 5% to 10% 

Employees will only qualify for one 
personal relief  

Abolishment of filing of returns by 
employees who have no other income 
other than employment income and 
their PAYE is paid by their employers. 

Value Added Tax (VAT) 

A draft VAT legislation bill has been 
produced for public comments. A 
revised version of the bill is scheduled 
to be submitted for a stakeholders’ 
workshop by end of August 2011. 
Thereafter, a final draft will be 
submitted to the cabinet for 
consideration. 

Tanzania  

Personal and withholding taxes 
 
Allowances payable to employees of 
the Government and institutions that 
receive government aid to run their 
operations will be exempt of tax 
 
 The withholding tax on foreign freight 
costs incurred in transporting fish has 
been scrapped. 

Value Added Tax  

Introduction of a VAT refund system 
for retail exports purchased in the 
country by non residents. The new 
system becomes effective from 1 
January 2012. 

In addition, there has been an 
introduction of a special VAT relief to 
Non Governmental Organisations 
(NGOs) that provide food supplies to 
Children and Orphanage care centres 
and schools. 
 

VAT on the following products has 
been exempted: 

  Spares parts for threshers, rice 
dryers, and mills, planters, trailers 
and power tillers used in organised 
farming such as  registered groups 
and cooperative unions 

 

  NASCOR pellet feed used for 
poultry 

 

  Raw materials  used in making 
fishing nets, and  

 

  Spare parts for sprayers, harrows 
and grain conveyors. 

VAT exemption on the sale and lease 
of residential buildings by the 
National Housing Corporation has 
been scrapped. 

The special relief on charitable 
organisations and other NGOs has 
been scrapped. This measure does not 
apply to religious organisations. 

Uganda  

Income Tax 

Payments made for internet 
broadcasting will now suffer WHT at 
5% as they are now included in the 
definition of royalty. 
 
Transfer Pricing Regulations have now 
been finalised. These regulations are 
aimed at ensuring that prices charged 
between multinational associated 
entities for goods, services and 
intangible property are in line with the 
arms’ length principle. The 
regulations, which take effect on 1 July 
2011, are expected to be in line with 
the OECD guidelines and will be 
similar to those adopted in Kenya in 
2006.  
 
Value Added Tax 
 
Imported services – Reverse VAT to be 
accounted for at the rate of 18% by the 
recipient of the service if he is a 
taxable person. 
 
This amendment would favour VAT 
registered persons who would be able 
to claim back VAT incurred. However, 
partially exempt taxable persons will 
lose out as they can only claim a 

 

 

 

Kenya abolishes 
filing of returns by 
employees who 
have no other 
income 
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portion of the VAT incurred on 
imported services.  
 
Supply of solar energy, together with 
the supply of solar panels, is now 
exempted from tax. 
 
The VAT on supply of ambulances has 
been removed.  
 
Stamp duty  
 
There is now no stamp duty on 
securities given for procurement of 
small loans not exceeding Ush 2 
million (approximately USD 820).  

 
Rwanda  
 
Fuel levy  
 
A total reduction in fuel taxes by 
RWF100 per litter for both petrol and 
gasoil for fiscal year 2011/2012 is to be 
carried out in two stages: RWF 50 per 
litre in the June-December 2011 and 
another RWF50 per litre on 1st 
January 2012. New petrol pump prices 
are to be announced. Total revenue 
loss expected of RWF 14.1 Billion in 
the year 2011/2012 from these 
measures.  
 
Value Added Tax 
 
Electronic Transaction Devices will be 
introduced to increase the efficiency of 
VAT collections gradually from 1 July 
2011. The first phase targets large and 
medium sized retailers. There is an 
expected increase of RWF 4.2 Billion 
from these measures. 
 
Increase in VAT efficiency and the 
introduction of the gaming taxes 
provide  an additional revenue of RWF 
5.2 billion which reduces the fuel tax  
adjustment  loss from RWF14.2 billion 
to about RWF9 billion. 
 
It is proposed that VAT be deducted at 
source before payments of invoices by 
Government entities thereby ensuring 
prompt payment by tax payers and 
reduced the cost of collection for the 
revenue authority. 

 

Others  
 
Gaming tax will be introduced through 
the proposed passing of the Gaming 
law by parliament to levy a gaming 

special tax of 13% and a withholding 
tax of 15%, with expected collections of 
RWF186.3 million and RWF 859.9 
respectively from the two taxes.  

 

 

Solar panels 

exempted from 

tax  

 



 

 
 9 

 

Miscellaneous 

Kenya 
 
Tax administration 

The government to enter into tax 
information exchange agreements 
with other tax jurisdictions to facilitate 
exchange of information aimed at 
reducing tax evasion. 
 
Kenya Revenue Authority 
commissioners have the power to 
register taxpayers who refuse to apply 
for Personal Identification Number 
(PIN).  

Others 

Real Estate Investment Trusts will be 
exempt from corporate tax. The 
investors who receive dividend from 
these trusts will also be exempt from 
payment of withholding tax.  
 
Pension schemes that invest all their 
funds in guaranteed funds will no 
longer be required to appoint fund 
managers.  

Tanzania 

Other taxes and levies 
 
Exempt stamp duty on the transfer of 
ownership of assets to the Special 
Purpose Vehicles (SPV) for purposes 
of issuing asset backed securities. 
 
Exemption of fuel levy charged on fuel 
for vessels, rigs and other equipment 
used in oil and gas exploration. 
 
Imposition of a fee of Tsh. 50,000 by 
Town authorities for businesses 
operating in the area with the 
exception of those that deals in hard 
drink. 
 
Imposition of a fee of Tsh. 30,000 by 
District Councils for businesses 
operating in the area. 
 
Imposition of a fee of Tsh. 10,000 by 
Village councils on businesses 
operating in the area. 
 
The traffic notification fee has been 
increased from Tsh. 20,000 to Tsh. 
300,000 

 

Uganda  

Stamp duty  

There is now no stamp duty on 
securities given for procurement of 
small loans not exceeding Ush. 2 
million (approximately USD 820).  

Others  

The government is in the process of 
reviewing the Excise Law, stamp duty 
law, lotteries and gaming and pool 
betting laws.  This is a welcome move 
considering that some of these laws 
date to the colonial era and have been 
unsuitable for the contemporary 
business environment.  

 In addition, the government has 

drafted a Tax Procedure Code to be 

introduced in Parliament in 2011/12. 

Rwanda  
 

Tax Administration  

 

Commissioning of a study to identify 
potential areas to widen the tax base 
and estimate the tax gap 
 
Introduction of e-filing and payment 
to improve on time spent, reduce 
burden to taxpayers and service 
delivery 
 
Conducting of customer satisfaction 
survey to inform next areas of focus 
for strategic planning purposes 
 
Implement electronic single window 
system at customs that will allow 
parties involved in trade & transport 
to lodge standardized information & 
documents using a single point 
 
Establishment of  a One-Stop-Border 
concept on Kagitumba and Rusumo 
border posts with 24 hours operations 
to facilitate cross border trade 
Operation of an electronic cargo 
tracking equipment to ensure the 
protection of cargo from source to 
destination 
 
Full automation of collection of 
pension funds and RAMA 
contributions and bringing those out 
of the PAYE net into the system 
 

 

Commissioners 
have the power to 
register tax 
payers  
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Need to be cautiously 
optimistic? 

The economy is expanding but various pressures 
could prove disruptive  

A good year for the 
Economy 

Kenya’s GDP expanded impressively 
by 5.6% in 2010 (2009:2.6%). 
Favourable weather, a turnaround in 
the global economic performance 
coupled with low inflation, low 
interest rates and a stable macro-
economic environment enhanced the 
aggregate demand for goods and 
services both locally and 
internationally.  

Last year’s KES 1 trillion expenditure 
by the government operating under a 
new political dispensation, the 
consolidation of the economic 
recovery and a back-to-basics 
approach including a continued focus 
on infrastructural development, 
agriculture, employment and security 
provided an environment conducive to 
growth. In addition, a successful and 
peaceful constitutional referendum 
enhanced investor confidence.   

 

How key sectors performed 

All sectors grew significantly during 
the year with agriculture, which 
contributed 21.5% to the GDP, 
growing by an impressive 6.3%. 
Increased aggregate demand led to 
growth in wholesale and retail trade by 
7.8% and manufacturing by 4.4%. 
Increased lending to the government 
and private sector led to an expansion 
of 8.8% in the financial intermediation 
sector while improved security and 
infrastructure coupled with outreach 
to new markets saw tourism earnings 
grow by 17.9%. 

This year’s budgetary estimates come 
against a backdrop of rising inflation 
due to increased international oil 
prices and adverse weather conditions. 
This is exposing the vulnerable groups 
in society and the government has 
taken measures to protect them. In 

 

 

 

 

 

 

 

Impressive 
economic growth 
in 2010 attributed 
to good weather 
and increase in 
aggregate 
demand. 
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addition, the government recognises 
the need to prepare for the next 
general elections and the 
implementation of the constitution. 

Our neighbours and key trading 
partners performed well with the 
exception of Uganda where growth fell 
to 5.8% (2009:7.2%). Growth in 
Tanzania (6.5%), Rwanda (5.4%) and 
Burundi (3.9%) coupled with the EAC 
common market protocol in July 2010 
provided Kenya with the much needed 
impetus to grow. 

The table below outlines the GDP 
levels over the last three years. 

 

Stable Macroeconomic 
Environment? 

Commercial bank interest rates have 
continued to decline, following the 
reduction of the CBR in 2010. The 
private sector benefitted from the low 
cost of credit and the knock-on effect 
benefited the economy. It is important 
to note that significant domestic 
government borrowing, which 
increased by 62.3% in 2010, did not 
crowd out the private sector due to 
sustained capacity for local 
production.  

This year the cost of credit is expected 
to rise due to inflation pressure on the 
economy and already the Central Bank 
has increased the CBR.  

In 2010 year, inflation remained in 
single digits.  

 

The average inflation rate was 4.1% 
against a government target of 5%. 
However the gains made in containing 
inflation are being eroded by increased 
oil and food prices. At the end of May 
2011 the headline inflation stood at 
12.95%. 

We are seeing a tightening of 
monetary policy to rein in rising 
inflation which might restrict access to 
credit. 

The Outlook for the next 
year 

The budget plans to increase spending 
by 16 percent to KES 1.16 trillion in the 
2011/12 fiscal year as investment on 
roads and power and key social sectors 
increases. With the increased deficit 
and debt controls the Treasury has 
had to be more innovative to meet the 
anticipated funding gaps.  

The overall fiscal deficit of KES 236 
billion is to be financed by foreign 
financing and domestic borrowing in 
more or less equal measure.  

The increase in revenue by 15% over 
the prior year is significantly 
dependent on anticipated economic 
growth and reforms in tax 
administration. It remains to be seen 
how this projected increase in revenue 
will be realised against an anticipated 
economic growth of 5.7%, a weak 
currency, high inflation rate and rising 
interest rate. 

The government should be cautiously 
optimistic as next year’s election could 
decelerate the economy, potentially 
bringing in an unanticipated budget 
deficit.  

However it will be interesting to see 
the impact of measures the 
government takes to enhance tax 
collection efficiencies through the 
ongoing tax reforms which also targets 
to widen the tax base. The budget 
deficit is not an unusual phenomenon 
and is expected to be contained so 
long as the economy continues to 
operate within its production 
possibilities.

 

 

Spiralling 
inflation 
headlining at 
12.95% as at May 
2011 likely to 
erode gains made. 
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What does it mean for 
businesses? 

The government did not greatly shift 
its policy in ensuring a stable macro-
economic environment to encourage 
business growth. However, external 
pressures and the anticipated political 
environment in the run-up to the 
election will increase caution among 
potential investors. 

The highlights on food security, 
unemployment and other social 
protection interventions will hopefully 
maintain the aggregate demand for 
goods and services. However the 
inflation pressure may lead to a 
contraction of the economy. 

It should not be lost that Kenya’s 
strategic location and human capital 
capacity is ideal for anyone seeking to 
set up operations targeting the larger 
East African market including South 
Sudan.  
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Good intentions but... 

Deepening financial sector continues to be a priority, 
but will the pending constitution implementation bills 
take priority?  

Financial services 

The Minister had very few proposals 
that impact on the Banking and 
Insurance sectors. This was expected as 
the draft Insurance and Banking Bills, 
which are expected to modernise the 
current insurance and banking 
regulatory environment, are currently 
out for public comments. However, it is 
not certain that these Bills will be 
passed by the current parliament as the 
constitution implementation bills are 
likely to take priority in parliament.  

It is useful to note that other legislation 
that is geared towards enhancing the 
business environment such as the 
Companies Bill, Partnership Bill and 
Insolvency Bill has still not been 
enacted by parliament. The minister 
also promised to present the Kenya 
Deposit Insurance Corporation and the 
National Payments System Bills to 
parliament. 

The Minister has nevertheless included 
some proposals that are likely to 
deepen the financial sector. These 
include: 

  Proposals to amend the Capital 
Markets Act to provide for the 
introduction of a regulated futures 
market for trading in commodity 
derivatives 

  Introduction of an over-the-counter 
market for bonds. This proposal is 
expected to increase the accessibility 
of capital to smaller and medium 
size enterprises 

  Recognition of Real Estate 
Investment Trusts under the Capital 
Markets Act and provision of similar 
tax incentives to those available to 
Collective Investment Schemes 
under the Income Tax Act. This is 
expected to encourage the 
securitisation of investments in the 
Real Estate sector and consequently 
enable more Kenyans participate in 
the Real Estate market. 

Insurance and pensions sectors 

The Minister seems to have ignored the 
budget submissions by the Association 
of Kenya Insurers (AKI). Some of the 
matters raised in the AKI submissions 
such as the outdated maximum 
expenditure limits in the Insurance 
Regulations and the taxation of 
expenses in excess of these limits for 
Life Insurers need to be addressed as 
part of the modernisation of the 
Insurance Act.  

This will assist in the creation of an 
environment that supports increased 
insurance penetration.  

The Minister announced the following 
proposals intended to strengthen the 
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regulatory mandate of the Insurance 
Regulatory Authority (IRA): 

  The IRA will now approve the 
amalgamations and transfers of 
business by insurers. This was 
previously exercised by the Minister 
for Finance, through the 
Commissioner of Insurance. It is 
expected that this proposal will 
reduce the period it takes to get 
approvals for transfers in the 
insurance industry 

  The IRA will now have power to take 
over control of the assets of 
financially unstable insurers and 
also, in what appears to lift the veil 
of incorporation, hold Directors of 
the insurer jointly and severally 
liable for the recovery of the assets 
of a financially unstable insurer 
where it is established that the 
assets have been misappropriated 

  IRA will have to authorise opening 
of new branches or places of 
business by insurers. This will give 
the IRA the power to not only assess 
the financial viability of insurers 
seeking to set up new branches, but 
also the viability of the proposed 
branches. 

In the budget statement to parliament, 
the minister mentioned that pension 
schemes investing in a guaranteed fund 
will be exempted from the requirement 
to have a separate fund manager. 
However, this proposal appears to have 
been omitted from the Finance Bill. 

Banking and microfinance 
sectors 

The submissions by Kenya Bankers 
Associations (KBA) including the 
clarification of capital deduction rates 
for computer software and exclusion of 
withholding tax on bank charges levied 
by foreign banks were not included in 
the Budget Statement. The proposed 
changes to the Banking Act include: 

  Institutions licensed under the 
Banking and Microfinance Acts are 
now permitted to share credit 
information. This is expected to 
enhance competition between banks 
for creditworthy customers resulting 
in lower cost of financing for 
individuals and business which will 
stimulate investments 

  The Central Bank has been 
permitted to formulate guidelines 
that will allow banks to enter into 

arrangements with banks abroad, 
enabling their customers to transact 
through these banks. 

The Minister proposed a number of 
amendments to both the Banking Act 
and the Microfinance Act meant to level 
the playing field between banks and 
deposit taking microfinance 
institutions and seal loopholes in the 
Microfinance Act. These amendments 
include: 

  Microfinance institutions are now 
prohibited from operating or 
representing themselves as deposit 
taking institutions unless licensed 
under the Banking Act 

  Microfinance companies registered 
as deposit taking micro finance 
institutions under the Companies 
Act are prohibited  from using the  
words ‘Deposit Taking 
Microfinance’ in their business 
names where they have not yet 
obtained a licence to operate as a 
deposit taking institution within one 
year of their registration 

  Broadening of single borrower limits 
under the Microfinance Act to 
include the borrower’s associates 

  Broadening of insider lending 
restrictions under the Microfinance 
Act to include the associates of 
officers/members of staff of the 
institution 

  Clarification of ownership limits 
under the Microfinance Act to cover 
persons holding either direct, 
indirect or having a beneficial 
interest in the institution. 

Miscellaneous Amendments 

NSSF Act 

Persons in prison are now permitted to 
receive their benefits accruing from 
NSSF through their appointed 
representatives. 

Traffic Act 

The Traffic Act has been amended to 
allow the use of computerised motor 
vehicle registration systems in the 
registration process. The most 
significant impact of this amendment is 
the decentralisation of motor vehicle 
registration as the Registrar of Motor 
Vehicles is now allowed to use 
authorised agents in the process. 
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Going beyond the 
basics... 

Fundamental challenges—how do we address them? 

Overview 

One of the most effective ways of 
creating high levels of economic 
growth is to ease the cost of doing 
business.  

There are a number of measures that 
the Minister has proposed to deal with 
this and other priority areas like 
infrastructure, reduction of poverty 
and fostering a skilled workforce but 
to succeed Government needs to adopt 
more radical measures.   

What is being done? 

Some of the specific measures include 
increased funding for:  irrigation 
schemes, education and health 
facilities, infrastructure, agribusiness 
and a continuation of the economic 
stimulus programme.   

But did the minister go far 
enough? 

While the above measures are 
commendable they may not be 
sufficient to achieve the objective of a 
high economic growth and a skilled 
workforce as envisaged under Vision 
2030.   

 

 

The Minister alluded to the success of 
the BRIC countries in tackling similar 
problems but the Government has not 
fully embraced the measures that 
these countries have put in place to 
ensure their success.  

These measures include: 

  Reducing the cost of doing 
business,  

  Encouraging public private 
partnerships and, 

  Putting in place appropriate 
incentives for investments in 
human capital development. 

Reducing the cost of doing 
business 

One of the most effective ways of 
creating high levels of economic 
growth is to ease the cost of doing 
business.   

Some of the factors that affect the cost 
of doing business are:  

  Ease of starting a business 

  Access to credit 

  Paying taxes and,  

  Trading across borders  

  Protection of intellectual property  

  Enforcing of contracts  

 

The Government continues to institute 
measures to deal with the first three 
factors. However, more could be done 

While the 
measures that the 
Minister has 
proposed in the FY 
2011/2012 budget 
statement are 
commendable, 
they may not be 
sufficient to 
achieve the 
objective of high 
economic growth 
and a skilled 
workforce as 
envisaged under 
Vision 2030.   

More needs to be 
done to create an 
enabling and 
conducive 
environment 
required for 
business to thrive. 
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around enhancing tax administration 
for example accelerating the 
implementation of ITMS and ensuring 
it is a secure online system.   

Trading across borders also requires 
effective and efficient sea ports. The 
Minister did not make any substantive 
proposals to increase efficiency at the 
port of Mombasa and there was no 
mention of the progress on developing 
the Lamu port.  

The Minister acknowledged the 
positive contribution of our youth 
through innovation in ICT but he did 
not propose measures to protect 
intellectual property or to ease the 
enforcement of contracts.  

Encouraging public-private 
partnership 

Whereas previous budgets have 
touched on the role of public-private 
partnerships in service delivery, this 
budget was silent on this.  

The Minister could have put in place 
proposals to encourage public-private 
partnerships in key sectors e.g. 
infrastructure, health.    

Human capital development 

 

Whereas the Minister has proposed 

measures to increase skills levels 

among the youth by providing tax 

breaks to companies that offer 

internships to the youth, this is not 

feasible as there are no specific 

incentives included in the Finance Bill.  

Although the Minister has proposed to 

increase the allocation of funds to the 

Kenya Youth Empowerment Project, 

the amounts proposed are unlikely to 

have any meaningful impact.  

The Government could have provided 
incentives and put in place policies to 
encourage partnerships between 
learning institutions and business. 
Such partnerships would go a long 
way in bridging the current skills gap 
in the market.   

Conclusion 

Although the Minister put forward 
proposals to achieve the objective of 
high economic growth and a skilled 
workforce as envisaged under Vision 
2030 more needs to be done to create 

an enabling and conducive 
environment required for business to 
thrive. 

   

 


