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1.Overview

This analysis examines how well the government implemented the FY 2025/26 budget 
against the original approved budget. Findings reveal significant budget credibility 
gaps, with revenue falling below target, while both expenditure and the fiscal deficit 
were above target. Also worth noting is that at the sector level, relatively high absorp-
tion, particularly in social sectors, did not consistently translate into achievement of Key 
Performance Indicators (KPIs). 

i. Total revenue was below target despite recording 9 percent year-on-year growth, con-
firming our earlier assessment that the projected revenue growth target of 15 percent over 
the previous year was overly optimistic. 

ii. iTotal expenditure was above target on account of significant in-year upward revision to 
KSh 4,484 billion (23.2 percent of GDP) from KSh 4,270 billion (22.1 percent of GDP). 

iii. With revenue under-performance and expenditure above target, the fiscal deficit also 
exceeded target at KSh 1,285.4 billion (6.9 percent of GDP) compared to an original target of 
KSh 948.0 billion (5.0 percent of GDP). 

iv. Whereas both recurrent and development spending were revised upwards, development 
spending bore a disproportionate share of under-execution of the revised budget. Minis-
tries, Departments and Agencies (MDAs) absorbed 81 percent of their development budget 
compared to 90 percent for recurrent expenditure. 

v. The financing mix shifted toward higher-than-target domestic borrowing as external 
financing fell short of target. Because domestic debt typically carries higher interest costs 
and shorter maturities than external financing, this shift adds directly to debt servicing 
costs and reinforces the debt-sustainability pressures: 41 percent of ordinary revenue was 
spent on interest payments. 

vi. IPF’s application of the PEFA methodology rated aggregate expenditure outturn ‘A’ while 
expenditure composition remained broadly aligned with the approved budget.  

vii. Social sectors were relatively protected in budget execution, but high absorption did not 
consistently translate to achievement of Key Performance Indicators (KPIs). 

Key Findings:
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Table 1: Revenue underperformed against target across most tax heads, even where 
year-on-year growth was positive

Total revenue fell short of target despite recording a 
higher year-on-year growth, 
reaffirming our earlier assessment that a target of KSh 
3,322 billion (18.5   percent of GDP) was overly  ambitious.   
Total revenue, including Appropriations-in-Aid (AiA), 
amounted to KSh 3,199 billion 17.2 percent of GDP) in FY 
2025/26, translating to a growth of 9 percent. Ordinary 
revenue grew by 7 percent, with all major tax heads con-
tributing to this growth (Table 1). 

2.  Assessing Fiscal Performance and Budget 
Credibility

1
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2.1  Total revenue collection was below target, continuing recent trends

Despite this growth, revenue fell short of the original approved target by KSh 122.9 billion, trans-
lating to performance of 96 percent against target. Even after in-year downward revision, reve-
nue collection still fell below the revised target of KSh 3,259 billion by KSh 60.2 billion. Ordinary 
revenue accounted for most of this underperformance, reaching KSh 2,588.4 billion, translating 
to a shortfall of KSh 166 billion below the original target and Ksh 52 billion below the revised 
target.  This underperformance was observed across most tax heads (table 1). Investment 
income, however, was above its original target but below the revised target, mainly due to 
lower Safaricom dividend receipts following Government’s partial divestiture of its stake.



Data Source: Various BROPs

2.2 Total expenditure was above target following multiple-in-year 
adjustments

Ministerial AiA recorded a growth of 21.3 percent and a more modest shortfall of KSh 7.9 billion. 
The Budget Review and Outlook Paper (BROP) attribute this performance broadly to revisions in 
fees and charges by MDAs, without disaggregating which specific charges were revised.
  
Applying the Public Expenditure and Financial Accountability (PEFA)  assessment methodology, 
the observed revenue performance translates to a score of D , reflecting revenue collection of 
less than 92 percent of the original approved budget. Revenue performance averaged 91 per-
cent of the original approved budget over the period FY 2023/24 to FY 2025/26. The three-year 
performance therefore points to persistent weaknesses in revenue forecasting and mobiliza-
tion. Because revenue has been overestimated more often than not, expenditure plans built on 
those projections are exposed to the same fragility.

2

3

i

i   A ‘C’ score under PEFA requires actual revenue to be between 92% and 116% of budgeted revenue in at least two of the last three years and D 
score if Performance is less than required for a C score. Revenue performance was 87 percent, 96 percent, and 91 percent of the target for the 
FYs 2023/24, 2024/25, and 2025/26, respectively. 

ii    Other CFS includes Salaries for heads of constitutional and independent offices

Total expenditure was KSh 214.2 billion above target, following multiple-in-year upward 
revisions through supplementary budgets. Total expenditure and net lending amounted to 
KSh 4,484 billion, against the original approved target of KSh 4,270 billion. These in-year upward 
revisions came even after revenue targets were revised downwards, resulting in above-target 
net borrowing. However, the in-year revisions benefited recurrent expenditure, resulting in 
above-target recurrent spending of KSh 151.2 billion while development spending was below 
target by KSh 82.5 billion. Interest spending fell below target by 2 percent, while Pension and 
Other CFS  was 19 percent below target.ii
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Table 2: Expenditure was above target in FY 2025/26 following two in-year reviews

Counties received 100 percent of their equitable share disbursement by the close of the year, 
but additional allocations fell short of target. The approved equitable share of KSh 415 billion 
was disbursed fully and was above Article 203 floor of 15% of the most recently audited national 
revenue. However, the disbursement was below the Commission on Revenue Allocation (CRA) 
recommendation of KSh 417.4 billion . Counties’ additional allocation disbursements were KSh 
49.4 billion, well below the approved KSh 70.7 billion, amounting to a 70% disbursement rate. This, 
however, was a better performance compared to FY 2024/25’s 36% disbursement rate. The 
lower disbursement rate is attributed to the late enactment of the County Governments 
(Additional Allocations) Act, a persistent problem. 

Recurrent spending, including interest spending, recorded a high absorption rate, meaning 
that Ministries, Departments and Agencies (MDAs) development spending bore the costs of 
in-year budget adjustments and revenue underperformance. Aggregate spending was 96 
percent of the revised target and 105 percent of the revised target, meaning revenue under-
performance and expenditure over-execution were met through additional borrowing. Net 
borrowing was 39 percent above its original target, further delaying fiscal consolidation (Table 
2). 

2.3 Counties received 100 percent of their equitable share, but additional 
allocations were below target

ii
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The FY 2025/26 fiscal deficit was above target by KSh 337.4 billion (1.9% of GDP). The deficit 
widened from KSh 948.0 billion (5 percent of GDP) in the approved budget to KSh 1,285.4 billion 
(6.9% of GDP). The above target fiscal deficit was on account of expenditure over-execution of 
1.6 percent of GDP, despite revenue underperforming by 0.3 percent of GDP (Fig. 4).

2.4 Consistent with revenue underperformance and expenditure over 
execution, the fiscal deficit was above target

Data Source: Various BROPs
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Table 3: External financing fell far short of plan, shifting the net financing to more costly 
domestic debt

The fiscal deficit was financed through a shift toward more expensive domestic borrowing, as 
external financing fell short of target (table 3). 

2.5 Government borrowing was above target in line with the above-
target fiscal deficit

The observed borrowing outcomes are a direct consequence of the above-target fiscal 
deficit: financing a wider-than-approved deficit required more borrowing overall, and the 
shortfall in external financing was met through higher domestic borrowing. Of the KSh 1,206 
billion borrowed in FY 2025/26, only 61 percent was matched by development expenditure, 
leaving KSh 474.5 billion unmatched. This suggests that a significant share of borrowing 
financed recurrent spending rather than development. This is inconsistent with Section 15(2)(c) 
of the Public Finance Management Act, which requires that, over the medium term, national 



government borrowing be used only to finance development expenditure and not recurrent 
expenditure.
Consistent with government’s borrowing choices, debt sustainability indicators point to a 
continued high risk of debt distress, with rising debt service and refinancing pressures 
already constraining fiscal space.  Total interest payments consumed 41 percent of ordinary 
revenue collected, leaving 59 percent of revenue to fund other priorities, including social 
spending. The Present Value (PV) of the total public debt-to-GDP ratio stood at 65.6% in 2026, 
against the 55% benchmark and is projected to remain above the threshold through 2029. Simi-
larly, the Public and Publicly Guaranteed (PPG) debt service to exports ratio is expected to stay 
above the 15% sustainability benchmark through 2030. Debt servicing obligations, elevated refi-
nancing needs, and external vulnerability continue to constrain the fiscal space available for 
development spending. 
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Total MDA spending was KSh 2,776.2 billion against an original target, translating to an absorp-
tion rate of 112%. Both recurrent and development for MDAs exceeded the original budget allo-
cations but remained below the revised targets (Table 4). 

Whereas development spending was 13 percent above its original target, it was below the 
statutory threshold of 30 percent of total expenditure. Development expenditure reached 
KSh 731.5 billion against the original target of KSh 649 billion, translating to an absorption of 113%. 
However, development expenditure amounted to KSh 731.5 billion, equivalent to just 26 percent 
of total expenditure, well below the 30 percent statutory threshold. At the same time, recurrent 
expenditure accounted for 74 percent of spending, indicating a strong tilt towards recurrent 
expenditure and limiting the resources available for development investment and long-term 
growth.

Social sectors recorded relatively strong budget absorption compared to agriculture, 
energy and environment sectors. Health, Education and Social Protection, and Culture and 
Recreation (SPCR) recorded absorption rates of 95 percent, 91 percent, and 92 percent, respec-
tively. These rates were higher than those in other sectors, particularly Energy, Infrastructure 
and ICT (EIICT) and Environment Protection, Water and Natural Resources (EPWNR), which 
recorded rates of 70 percent and 74 percent, respectively. 

2.6 Both MDA’s recurrent and development spending were above target



Table 4: Social sector absorption was substantially better than other sectors such as Energy 
and Environment

Applying the PEFA methodology, aggregate expenditure outturn received an A rating while the 
expenditure composition across the selected social sectors remained broadly aligned with ap-
proved budget shares. The FY 2025/26 outturn was at the upper limit of the rating threshold. 
Aggregate expenditure outturn stood at 96 percent, 100 percent and 105 percent of the origi-
nally approved budget in FY 2023/24, FY 2024/25 and FY 2025/26, respectively, which results in 
an A rating. However, this score should be interpreted alongside the revenue performance 
score of D. Revenue performance averaged 91 percent of the original budget over the 
three-year period, compared with the 100 percent for aggregate expenditure outturn. This 
divergence indicates a misalignment between revenue collection and expenditure execution, 
with expenditure closer to target even with underperformance in revenue, resulting in increas-
ing reliance on borrowing to finance the resulting fiscal gap. 

A similar assessment of social sectors’ expenditure composition is necessary to determine 
whether actual spending followed the priorities reflected in the original budget. The composi-
tion-variance calculation for Health, Education and Social Protection, Culture and Recreation 
(SPCR) yielded variances of approximately 2 percent, 3 percent and 3 percent in FY 2023/24, FY 
2024/25 and FY 2025/26, respectively, which corresponds to an A rating under the PEFA PI-2.1 
threshold.   These results suggest that expenditure composition across the three selected 
social sectors remained broadly aligned with their approved budget shares. 

iii

iii  An A-score requires composition variance of less than 5 percent in at least two of the three years
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Table 5: Under PEFA, both aggregate expenditure outturn and selected social-sector composi-
tion variance translated to an A score
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The health sector budget share of the total budget increased from 5% in the original budget 
for FY 2025/26 to 6% in the revised budget, indicating that health sector spending was not 
affected by revenue underperformance. This, however, did not eliminate implementation 
challenges. During FY 2025/26, several planned service delivery targets recorded low levels of 
achievement, including significant shortfalls in oncology services, HIV prevention and the 
onboarding of public health facilities onto the digital health information exchange. Delays were 
also evident in some health projects, indicating that maintaining the sector’s budget share did 
not necessarily translate into timely implementation and achievement of planned outputs. 
Notably, two KPIs had targets closely similar to those set in FY 2024/25, and their performance 
was better in that year, with one KPI exceeding the target. This suggests that the FY 2025/26 
targets were not inherently unrealistic.

2.7 Social sectors were relatively protected; however, challenges were 
present in the achievement of delivery targets

5

Education’s share of the budget for FY 2025/26 declined from 28 percent to 26 percent; how-
ever, implementation challenges persisted. There were challenges in higher education, for 
example, projects such as the construction of the administration and tuition Block at the Tech-
nical University of Kenya, which was to be completed by June 2026, had 34% completion by the 
end of FY 2025/26. Other projects under the higher education programme, such as the con-
struction of an engineering complex at the University of Nairobi and a college of engineering 
tuition block, experienced delays. 

Absorption rates are hindering achievement of KPIs. Low-budget absorption has constrained 
the implementation of planned activities and undermined progress towards some key perfor-
mance indicators. For instance, the Financing and Planning subprogramme absorbed only 52% 
of its allocated budget, while the target for training officers in planning, monitoring and evalua-
tion was not achieved. This reveals a gap between budget allocation and the delivery of 
planned outputs, which shows that the resources allocated were not fully translated into the 
intended activities and results. Improving budget execution is therefore essential to ensuring 
that allocated funds support timely implementation, strengthen institutional capacity and 
contribute to the achievement of performance targets. 



Table 6: Health sector’s high absorption rate did not consistently translate into achievement of 
planned targets
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Table 7: Social Sector share of total budgets remained largely unchanged

The SPCR budget share remained unchanged at 3% between approval and execution in FY 
2025/26. Despite no change in allocation, implementation challenges persisted within some 
programmes, particularly under the State Department for Labour and Skills Development. For 
example, only 1,411 youths participated in dialogue forums. Further, despite targeting 10,000 
youths, no youths accessed subsidized Sexual and Reproductive Health services, and no film 
catalogues were produced against a target of 500. This indicates that the relatively stable allo-
cation to SPCR did not fully shield all programmes within the sector from implementation con-
straints.

Overall, social sectors’ budget shares remained the same between approval and execution. 
The relatively limited changes suggest that social sectors remained an important component 
of government spending, although the reduction in some sectors raises the question of wheth-
er declining budget shares could constrain the achievement of sector priorities. 
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Overall, the FY 2025/26 budget was not implemented as planned, with significant gaps between 
the original fiscal commitments and the eventual outturn. Revenue collection remained below 
the approved target despite high growth, while expenditure exceeded the original budget follow-
ing substantial in-year upward revisions. Revenue underperformance and expenditure over-exe-
cution widened the fiscal deficit by 35 percent against target. Domestic borrowing rose as exter-
nal financing fell short of plan, further intensifying debt-servicing pressures. Applying the PEFA 
methodology to aggregate expenditure execution yields an “A” performance, however, our analy-
sis indicates weaker execution across some MDAs and Programmes, particularly in development 
spending, which recorded lower absorption than recurrent expenditure.

11

3. Conclusion and Policy  Recommendations

At the sector level, relatively high absorption in social sectors did not consistently translate into 
the achievement of planned outputs, pointing to persistent implementation constraints despite 
limited changes between the original and actual budgets. This suggests that the challenges were 
not primarily driven by budget reallocations, but by weaknesses in implementation, efficiency and 
the conversion of financial resources into planned results. 

Overall, the FY 2025/26 outturn suggests that while the government was able to sustain relatively 
high levels of expenditure execution, budget credibility remains constrained by optimistic reve-
nue projections, significant in-year adjustments, under-execution of development spending, 
increased reliance on domestic borrowing, and a weak link between financial execution and ser-
vice delivery.

Based on the observed performance gaps, we recommend: 

i. Strengthen revenue forecasting reliability: The National Treasury should adopt more         
conservative, evidence-based targets grounded in historical growth trends rather than 
aspirational ambition consistent with PEFA good practice on forecasting reliability.

ii. The National Treasury should adjust expenditure to align with the revenue performance and 
the fiscal consolidation goals to avoid over borrowing.

iii. Strengthen borrowing and financing management: Treasury should reduce reliance on 
costlier domestic financing to cover external shortfalls by strengthening the concessional 
financing pipeline; that is, opting for cheaper, external debt and addressing disbursement 
delays, while continuing to lengthen debt maturity through liability management                    
operations.

iv. Improve predictability of county disbursements: Treasury should move toward full,               
predictable disbursement of additional allocations and align the equitable share more 
closely with CRA recommendations. The proposed FY 2026/27 equitable share of KSh 428 
billion already falls KSh 31 billion short of CRA's recommended KSh 459 billion. 

v. Improve budget absorption to support KPI achievement: Low-budget absorption has          
hindered progress on some key performance indicators (KPIs). For example, the Financing 
and Planning subprogramme absorbed only 52% of its budget, while the target for training 
officers in planning, monitoring and evaluation was not achieved. Improving budget              
execution is therefore critical to delivering planned outputs and meeting performance       
targets.
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