
 

i 
 

AFRICAN DEVELOPMENT BANK 

AFRICAN DEVELOPMENT FUND 

 

 

 

 

 

 

 

 

 

 

 

POLICY NOTE 

PUBLIC DEBT DYNAMICS IN KENYA1 

 

 

 

Country Economics Department (ECCE) 

East Africa Regional Development and Business Delivery Office (RDGE)  

 

 

December 2021 
 

 

 
1 Contact persons for this Policy Note are: Marcellin Ndong Ntah, Lead Economist – AfDB (Email: 
m.ndongntah@afdb.org), and Duncan O. Ouma, Senior Macro Economist – AfDB (Email: 
d.ouma@afdb.org). The Note has been reviewed by ECCE, development partners in Kenya, the Bank’s 
Executive Director for Kenya, and the National Treasury of Kenya. It was cleared by Mrs. Nnenna 
Nwabufo, Director General – East Africa Regional Office of the Bank. 

mailto:d.ouma@afdb.org


 

ii 
 

DISCLAIMER 

 

The opinions expressed and arguments employed herein do not necessarily reflect the official 

views of the African Development Bank Group, its Boards of Directors, or the countries they 

represent.  

  



 

iii 
 

CONTENTS 

 

1. INTODUCTION ............................................................................................................................ 1 

2. THE RECENT DEBT AND FINANCING LANDSCAPE IN KENYA ..................................... 1 

2.1      Kenya’s public debt path was on a high trajectory prior to Covid-19 .................................... 1 

2.2      Covid-19 compounds Kenya’s heightening public debt situation and constrained fiscal 

space ................................................................................................................................................... 2 

3. THE CHANGING STRUCTURE AND DRIVERS OF KENYA’S PUBLIC DEBT ................ 3 

3.1 Kenya’s external debt portfolio has shifted towards commercial and non-Paris club 

creditors .............................................................................................................................................. 3 

3.2      Treasury Bonds and Bills remain key instruments of mobilizing domestic debt in Kenya. ... 4 

3.3      Increased development spending, pro-cyclical fiscal policy and limited instutional capacities 

among the drivers of debt ................................................................................................................... 5 

4. EMERGING VULNERABILITIES AND OUTLOOK OF THE DEBT IN KENYA ............... 6 

4.1       Kenya’s public debt remains sustainable, but risks to sustainability have increased............. 6 

4.2       Consistent downgrading by rating agencies before and during Covid-19 ............................. 8 

4.3       Kenya has an up to date debt repayment track record with no arrears being reported. ......... 8 

5. WHAT ARE THE KENYAN AUTHORITIES DOING TO COPE WITH THE DEBT 

SITUATION? ........................................................................................................................................ 9 

5.1 Fiscal consolidation – domestic revenue mobilization and expenditure rationalization ........ 9 

5.2 Improving public debt management ....................................................................................... 9 

5.3      Kenya is taking part in the  G-20 DSSI and debt restrcutring ............................................... 10 

5.4      Deployment of non-debt creating financing instruments ...................................................... 10 

6. WAY FORWARD – WHAT NNEDS TO BE DONE  ............................................................... 11 

6.1 Further strengthen debt management capacity ..................................................................... 11 

6.2 Spending rationalization, and public investment to be on concessional borrowing ............. 11 

6.3 Boosting public revenue collection ...................................................................................... 11 

6.4 Setting-up a pretictable tax regime ....................................................................................... 11 

6.5 Strengthen debt refinancing efforts to extend debt maturity and limit refinancing risks ..... 12 

6.6 Diversify sources of development financing ........................................................................ 12 

6.7      Address the financial weaknesses in SOEs ........................................................................... 12 

7 CONCLUSION ................................................................................................................................ 12 

REFERENCES ................................................................................................................................... 14 

ANNEX: KEY MACROECONOMIC INDICATORS (2015-2023) ................................................. 14 



 

1 
 

1. INTODUCTION 

Prior to Covid-19, Kenya was already on a high public debt trajectory. Covid-19 and its 

related shocks have only compounded the debt situation in the country. Consequently, the 

sustainability of the country’s public debt remains a major concern of not only the Kenyan 

authorities, but also among the populace, financial institutions, and other key stakeholders. Other 

than the consistent increase in the debt stock, debt-to-GDP ratio and the cost of debt service, 

concerns are also ripe on the progressive shift of the debt portfolio in favour of expensive 

commercial loans and the bilateral loans (majority of which is held by China – about 70 per cent) 

observed in the recent years. In May 2020, IMF downgraded the country’s risk of external debt 

distress from moderate to high on the account of elevated vulnerabilities instigated by the Covid-19 

crisis. Kenya’s the debt-carrying capacity was also downgraded by the IMF from strong to 

medium in April 2021. 

The purpose of this Policy Note is to assess the debt dynamics in Kenya in the context of Covid-

19 and other new developments, and to elaborate on practical options on how to better manage 

the existing and emerging public debt vulnerabilities. In this regard, the rest of this Policy Note is 

articulated around six sections. Section 2 analyzes the recent debt and financing landscape in Kenya. 

Section 3 examines the changing structure and drivers of Kenya’s debt. Section 4 reviews emerging 

vulnerabilities and outlook of the debt in Kenya. The actions the Kenyan authorities have put in place 

in response to the debt situation are discussed in section 5, while the proposed way forward and the 

conclusion of the note are presented in sections 6 and 7 respectively.  

2. THE RECENT DEBT AND FINANCING LANDSCAPE IN KENYA 

2.1 Kenya’s public debt path was on a high trajectory prior to Covid-19 

In recent years and prior to Covid-19 pandemic, Kenya’s public debt substantially changed in 

size and composition, raising major concerns among the policymakers and the citizenry at 

large on its implications on the country’s macroeconomic stability and public debt 

sustainability. In fact, Kenya’s total public and publicly guaranteed debt rose to 68.1 per cent of 

GDP in June 2021 from 42.1 per cent in 2013, with external debt dominating the public debt 

portfolio since 2017 (Figure 1). The share of commercial loans which are relatively more expensive 

jumped to 36 per cent of the country’s external debt in 2019 from just 4 per cent in 2010, before 

declining to 28.8 per cent in 2021. The progressive increase in the public debt led to a surge in the 

borrowing costs over time, with total public debt service payments increasing by more than double 

from 25.1 per cent of revenue in 2013/14 to about 56.8 per cent in 2018/19, before declining slightly 

to 50.0 per cent in 2020/21. Similarly, interest repayments increased from 15.3 per cent of revenue in 

2015 to 31.7 per cent in 2021, while interest payment to GDP ratio increased from 3.5 per cent to 4.4 

per cent over the same period, reflecting a rise in the cost of debt. About 76 per cent of interest 

payments on external debt in 2019 as to commercial lenders, but declined to 58.9 per cent in 2021. 
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Source: National Treasury - Annual Public Debt Management Report 2020/21 

2.2 Covid-19 compounds Kenya’s heightening public debt situation and constrained fiscal space  

Covid-19 pandemic and its socio-economic effects on the economy only worsened the already 

heightening public debt situation. Public debt increased further to 68.1 per cent of GDP in June 

2021 with the pandemic playing a greater role in this debt accumulation. Covid-19 related additional 

borrowing in 2020 from development partners alone amounted to about US$2.7 billion and is 

expected to increase further in 2021.  Consequently, in May 2020, the IMF elevated Kenya’s risk of 

debt distress to high from medium (just 2 years after a similar downgrade from low to moderate in 

2018) on account of liquidity and solvency risks instigated by the Covid-19 related vulnerabilities.  

All major credit rating agencies followed suit with downgrades of the country’s rating. Other than the 

direct borrowing to finance Covid-19 related health and social spending, the Covid-19 containment 

measures put in place both domestically and internationally resulted in a slowdown of economic 

activity and consequently decline in government revenue thereby increasing the financing needs. For 

instance, in the period July 2020 – December 2020, the revenue was below target by KES. 97.1 (US$ 

0.9) billion mainly due to underperformance in major taxes such as PAYE, VAT, excise duty and 

import duty. The cost of debt also remains high, denying the country the much-needed fiscal space to 

finance the post-Covid-19 recovery. Total debt service accounted for 50.0 per cent of government 

ordinary revenue in the year ending June 2021, and 41.4 per cent in June 2020, which reflected a 

decline from 56.8 per cent reported in June 2019. Domestic debt service accounted for 65.7 per cent 

of total debt service in 2020, while about 54 per cent of interest payments on external debt in 2020 

was to commercial lenders. 

Aside health shock impacts, fiscal deficit remained consistently higher than that envisaged in 

the fiscal consolidation plan. Public debt accumulation is closing in on the KES 9 trillion debt 

ceiling, at KES 7.7 trillion as of June 2021. Therefore, fiscal consolidation would require greater 

fiscal adjustment efforts to ensure debt sustainability. For example, stabilizing debt at its 2020 level 

would have required a fiscal adjustment effort of about 2.9 per cent of GDP in 2021 under baseline- a 

tough task considering the greater need for fiscal stimulus in the short-to-medium term to support a 

resilient recovery. This points to the need for strengthening the ongoing efforts to anchor fiscal policy 

on debt sustainability. Financing needs was again on the upward trajectory with fiscal deficit 
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increasing from 7.8 per cent in 2019 to 8.5 per cent in 2020. Refinancing risks are also increasing 

with share of short tenor loans rising. 

3. THE CHANGING STRUCTURE AND DRIVERS OF KENYA’S PUBLIC DEBT 

3.1 Kenya’s external debt portfolio has shifted towards commercial and non-Paris club creditors 

Over the years, external public debt has shifted towards commercial loans as the proportion of 

multilateral loans decline. The increase in external loans is largely attributed to growth in 

commercial and bilateral loans, and depreciation of the Kenya shilling against the major currencies. 

The proportion of external debt (as a percent of total debt) rose from 44.5 per cent in 2013 to 52.5 per 

cent in 2020 and 52.0 per cent in 2021.  As of June 2021, commercial bank loans constituted 28.8 per 

cent of external debt, slightly below 30.5 per cent of June 2020 and a remarkable decline from about 

36 per cent in June 2019, but an increase from just 7 per cent in June 2013 (Figure 2). Similarly, the 

proportion of multilateral loans declined by half from 63 per cent in 2013 to 32 per cent in 2019, 

before rising slightly to 39 per cent in 2020 and 43.2 per cent in 2021. In absolute terms, commercial 

loans increased over 17 times from KES. 58 billion in 2013 to KES. 1.02 trillion in 2020, while 

multilateral loans increased by more than double from KES. 507 billion to KES. 1.3 trillion over the 

same period. Until 2019, China2 was the leading creditor to Kenya before being overtaken by the 

World Bank’s International Development Association (IDA) in 2020. The other major creditors to 

Kenya include International Sovereign Bond (ISB) holders and Commercial Banks (syndicate of 

banks). These four leading creditors accounted for 74 per cent of total external debt as of June 2020 

and 76.8 per cent in June 2021. African Development Bank Group (AfDB) accounted for 8.4 per 

cent in 2021, IMF 4.3 per cent, Japan 2.3 per cent, while the rest of the other multilateral and bilateral 

accounted for the remaining 7.9 per cent (Figure 3). In terms of currency denomination, about 66 per 

cent of external debt is US dollar denominated, over 19 per cent in Euro, 6 per cent in Japanese Yen 

and about 6 per cent in Chinese Yuan, while local currency account for less than 0.2 per cent. The 

dominance of US dollar as the currency denomination for external debt started in 2012 at about 30 

per cent and has increased progressively to 70 per cent in 2019, before declining to 67 per cent in 

2020. Previously the Euro exposure dominated Kenya’s external debt. Government of Kenya aims at 

diversifying external debt currency exposure as a mitigation measure against exchange and interest 

rates risk. 

 
2 The loans from the Government of China and the affiliated institutions such as the Exim Bank of China and the 

China Development Bank. 
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Source: National Treasury - Annual Public Debt Management Report 2020/21 

China remains the leading bilateral lender to Kenya, with its loans accounting for 66.2 per cent 

of the US$ 10.6 billion bilateral loans in December 2020, a slight decline from 72 per cent at 

end 2019. The other major bilateral lenders to Kenya include Japan (14.4 per cent), France (7.9) and 

Italy (3.4). The government also tapped commercial sources (Eurobonds and syndicated bank loans) 

and continue to have substantial access to market-based financing. The government issued a new 

Eurobond of US$ 1 billion in June 2021, and an additional Eurobond of US$ 2 billion is expected to 

be issued to take out the 2024 bond maturity of the same amount ahead of time and mitigate any 

possibility of liquidity risks. Though the government’s long-term strategy is to lean towards domestic 

borrowing and reduce the share of external borrowing in the debt portfolio, data indicates that the 

government is tilting away from high-interest domestic borrowing to maximize on concessional and 

semi-concessional external debt in the short-to-medium term. Despite heavy domestic borrowing by 

the government in recent years, which is attributed to low investor base in the market, liquidity in 

the banking sector remains strong, with the yield curve well anchored and no major concerns of 

crowding out of private investment. Private credit growth has remained positive and resilient even in 

the middle of the Covid-19 crisis, though below the pre-interest rate cap levels due to other market 

related factors. 

3.2 Treasury Bonds and Bills remain key instruments of mobilizing domestic debt in Kenya. 

The long-term treasury bonds continue to dominate domestic debt structure, but the 

proportion of the short-term treasury bills has been rising until 2019. The government efforts to 

increase the share of Bonds and lengthen the average maturity of Kenyan debt is starting to yield 

results. As of June 2021, treasury bonds accounted for 77 per cent of the domestic debt stock of US$ 

37.0 billion, compared to 70 per cent in 2020 and 73 per cent in 2015 (Figure 4). This was a notable 

improvement from 63 per cent in 2019, but still below the government’s target of 80 per cent. 

Commercial banks have continued to dominate the domestic borrowing scene holding 49 per cent of 

government securities in 2021, down from 52 per cent the previous year, while non-banking financial 

institutions (NBFIs) held about 48 per cent (Figure 5). A larger proportion of securities held by 

commercial banks could partly be attributed to the relatively high interest rates on the securities, 

amid the interest rate capping law that was in place between September 2016 and December 2019. 
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Due to the interest rate cap, commercial banks responded by reallocating credit from the private 

sector to the risk-free public sector, but liquidity in the banking sector remained sufficient to 

accommodate public and private borrowing needs. The reallocation of credit towards the public 

sector is however changing gradually since the cap was repealed in January 2020.  

 

The Government of Kenya (GoK) is undertaking various reforms and initiatives aimed at 

attracting a diversified range of investors in the domestic debt market. For instance, Central 

Bank of Kenya’s (CBK) initiatives have seen Kenyan bond market being rated as one of the fastest 

growing bond markets in sub-Saharan Africa. Some of the initiatives undertaken over the last decade 

include: implementation of benchmark bonds program; introduction of reopening medium-to-long-

term bonds; introduction of infrastructure bonds; elongation of the yield curve and inclusion of the 

deficit financing requirements and guides in the Medium Term Debt Strategy which informs the 

CBK’s domestic borrowing program. The annual turnover in the secondary market for government 

securities has remained invariant at KES 536.5 (US$ 4.9) billion in 2020. However, the turnover has 

been relatively depressed relative to the stock of Treasury Bonds issued in the primary market, partly 

due to the effects of Covid-19. The reforms undertaken by the authorities in the domestic debt market 

are: enhancement of market infrastructure through automation of processes at both primary and 

secondary markets, including deployment of a new Central Securities Depository by the fiscal 

agent; product enhancement initiatives to increase liquidity such as restructuring of the interbank 

repo to provide for transfer of ownership of securities provided as collateral; and enhancement of 

the market structure to increase liquidity, price discovery and transparency through the ongoing 

establishment of the Over-The-Counter (OTC) trading to complement the exchange trading 

platform  -The Nairobi Securities Exchange.  

 
Source: National Treasury - Annual Public Debt Management Report 2020/21 

3.3 Increased development spending, pro-cyclical fiscal policy and limited instutional capacities 

among the drivers of debt 

At the center of the debt increase lies fiscal risk caused by persistent increase in public 

investment in infrastructure. Development spending averaged 28 per cent of total expenditure 

between 2015 to 2019, equivalent to 6.7 per cent of GDP.  Public investment in infrastructure 
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resulted in a jump in the share of infrastructure in total government budget in order to fill the 

infrastructure gap estimated at US$ 5 billion per annum. This is consistent with the country’s 

Medium-Term Plans and Vision 2030, and it implies that a large percentage of the external loans, if 

not all, have been utilized to finance investments in public infrastructure. However, on the positive 

side, the impact of public investment in infrastructure on the economy is reflected in the increases in 

the contribution of public sector investment to GDP growth since 2014. 

 

Public debt is also driven by huge primary deficits caused by the pro-cyclical fiscal policy, 

perennial shortfalls in revenue collection and limitations in public expenditure management. 

The debt risk on the other hand (fiscal risk being major determinant), is driven by, among others, the 

limitations in institutional capacity in debt management. Until 2019, the composition of the debt 

portfolio shifted towards expensive non-Paris club creditors, while average time to maturity decline 

(until 2017). The share of commercial loans in total external public debt increased from 7 per cent in 

2013 to 30.5 per cent in 2020, before declining slightly to 28.8 per cent in 2021. The situation has 

however changed as the government increases efforts to maximize borrowing on concessional and 

concessional terms, and contracting new longer dated external debt. The shift towards more 

expensive and shorter-term loans resulted in cost escalation, refinancing, exchange rate and 

repayment risks. Further analysis of debt situation in Kenya confirms that fiscal risk, interest 

payments and exchange rate depreciation continue to be important drivers of debt vulnerability. The 

perennial revenue shortfalls are further compounded by the limited capacity in revenue forecasting. 

Negative public saving is attributable to the country’s limited effort to ramp-up its domestic 

resource mobilization efforts. This is reflected, among others, in the lower revenue to GDP ratio 

caused by structural factors. They include lower tax base and lower tax compliance rates. The tax 

relief measures undertaken in the aftermath of Covid-19 pandemic only worsened the already 

underperforming tax system. The structural nature of the lower revenue to GDP ratio can be 

explained by the inelastic nature of revenue elasticity of GDP growth (estimated at about 0.25). 

Negative public saving is manifested inter alia, in limited efforts to contain recurrent spending, over 

time increase in the share of recurrent spending in total budget. This can be explained by the close to 

unitary expenditure elasticity of GDP growth. The higher deficit in primary fiscal balance could be 

explained in part by the wide gap between the revenue and expenditure elasticities. Fiscal deficit 

increased to an all-time high of 9 per cent of GDP in 2017. For 2021, it is estimated at 7.0 per cent of 

GDP, higher than the target less than 5 per cent convergence criteria for East African Community’s 

monitory union. The recent decrease in fiscal deficit was not caused by cut in development on the 

account of fiscal consolidation program, but rather due to increased revenue collection.  

4. EMERGING VULNERABILITIES AND OUTLOOK OF THE DEBT IN KENYA  

4.1 Kenya’s public debt remains sustainable, but risks to sustainability have increased 

According to the debt sustainability analysis (DSA) undertaken by the IMF in May 2020 and 

April 2021, Kenya’s debt remains sustainable. However, the risk of debt distress was moved to 

high from moderate due to the impact of the global Covid-19 crisis which compounded existing 

vulnerabilities. The Covid-19 crisis led to a sharp decline in export and economic growth. The 

financial weakness in state owned enterprises (SOEs) amplified by the Covid-19 shock represent an 

additional risk to the country’s debt sustainability. The DSA report shows that external debt to GDP 
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ratio remains below threshold, even under the most extreme scenario (Figure 6). However, the 

report further reveals that Kenya breaches the solvency and liquidity indicators under the baseline 

scenario. Under the solvency debt indicators, public debt to GDP ratio remains above threshold (55 

per cent) until 2026, while external debt to export remains above threshold (180 per cent) until 2027. 

Under liquidity debt indicators, external debt service to exports remains above threshold (15 per 

cent) over the medium and long-term (until 2031), while external debt service to revenue will 

breach the threshold in 2024. The larger breach of liquidity indicators in 2024 under the baseline is 

mainly attributed to a Eurobond repayment. While the projections further indicate that the debt 

vulnerabilities would be reduced during the new IMF program3, it is not anticipated to return to an 

assessment of Moderate Risk of Debt Distress by the end of the program period (2021/22 to 

2024/25). 

 

Figure 6: 2021 DSA - External Debt: Baseline & Alternative Scenarios 

 
Source: Kenya Authorities & IMF estimates, 2021. 

 

Debt indicators are expected to improve as fiscal consolidation under the new IMF program 

progresses and the global economy rebounds from the Covid-19 shock. With the continued roll-

out of Covid-19 vaccination globally including Kenya, and the economic recovery strategies in 

place, it is expected that economic recovery will gradually rebound both domestically and 

internationally. This coupled with the authorities’ continued commitment to the fiscal consolidation 

program, the heightened risks to debt sustainability are anticipated to ease. Over the IMF program 

 

3 In April 2021, the IMF’s Board approved a 38-month program -the Extended Fund Facility (EFF) and Extended 

Credit Facility (ECF) arrangements for about US$2.4 billion to help the next phase of the country’s Covid-19 

response and a strong multi-year effort to stabilize and begin reducing debt levels relative to GDP. 
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period, fiscal deficit is anticipated to decline progressively from the current 7.8 per cent of GDP to 

3.6 per cent in 2024/25, revenue-to-GDP ratio to increase from 16 per cent to 18.1 per cent and 

expenditure-to-GDP ratio to decline from 25.6 per cent to 22 per cent. Exports are also expected to 

recover after the global shock dissipates and Kenya further unlocks its substantial export potential. 

Stable and strong remittances would continue to be an important source for foreign currency 

receipts; and reserves are at a comfortable level. In addition, the planned increase in the utilization 

of committed concessional financing and reducing uptake of new external commercial financing 

will play an important role in strengthening debt sustainability. 

4.2 Consistent downgrading by rating agencies before and during Covid-19 

In February 2018, Moody's downgraded the issuer rating of the Government of Kenya to B2 

from B1 and assigned a stable outlook. Two main factors explained this downgrade, namely (i) the 

erosion of fiscal strength due to a rise in debt levels and deterioration in debt affordability; and (ii) 

rising of government liquidity risk. In fact, Moody’s 2018 analysis of Kenya’s public debt revealed 

that that Kenya's fiscal metrics was expected to continue to deteriorate as a result of large primary 

deficits, worsening debt affordability and rising debt levels. According to Moody’s forecasts, large 

infrastructure-related development spending, combined with subdued revenue collection and a rising 

cost of debt will result in large fiscal deficits and keep government debt on an upward trend. Moody's 

projected the primary deficit to remain above 4 per cent of GDP for a period of two years, after 

recording 5.3 per cent of GDP in 2016/2017. The Moody’s 2018 predictions have been confirmed, 

partly due to the Covid-19 related shocks. 

The Moody’s 2018 analysis further revealed deteriorating debt affordability as reflected by the 

increase in government interest payments as a share of revenue to 19 per cent in 2017/18, from 

13.7 per cent in 2012/13. Moody’s forecast predicted a further rise to 20 per cent in 2018 because 

Kenya's external debt continued to shift away from concessional debt toward commercial and semi-

concessional debt, leading to higher financing costs. As of June 2019, government interest payments 

stood at 26.7 per cent of revenue, and increased further to 27.6 per cent in June 2020. As of 2018, 

Kenya’s rating by other credit rating agencies remained unchanged. This is no longer case as in May 

2020, all three major international rating agencies, the Moody’s, S&P and Fitch, revised Kenya’s 

rating assessment on the account of the Covid-19 instigated vulnerabilities. While they kept credit 

rating unchanged (i.e.  both S&P and Fitch at B+), they revised credit outlook to negative from 

stable. In March 2021, Fitch affirmed the B+ rating and maintained negative outlook on the account 

of the underlying weaknesses of the public finances and the uncertain pace of planned fiscal 

consolidation, while S&P downgraded Kenya’s rating to B and assigned stable outlook. Moody's 

credit rating for Kenya remains at B2 with negative outlook since July 2020. 

 

4.3 Kenya has an up to date debt repayment track record with no arrears being reported.  

Even though Kenya has an up-to-date debt repayment track record, the public debt cost and 

risk indicators portray a worsening trend in recent years with bias towards external debt. The 

weighted average interest rate on total public debt increased from 7.2 per cent in 2015 to 7.7 per cent 

in 2019, while the weighted average interest rate on external debt increased from 2.5 per cent to 3.9 

per cent, before declining to 2.1 per cent in 2021. Over the same period, debt refinancing risk has 

also increased in both total debt and external debt as reflected by the fall in the average time to 



 

9 
 

maturity from 8.7 years to 7.4 years and 12.1 years to 10.1 years, respectively. Similarly, interest rate 

risks also increased, with the average time to re-fixing for total public debt and external debt 

dropping from 8.1 years to 7.3 years and 10.9 years to 9.7 years, respectively. For the first time, 

Kenya’s debt service exceeded the government’s recurrent expenditure for the 8-month period 

ending February 2021. However, authorities are putting in extra effort to defray any fears of debt 

default. Part of this involves moderation of the public investment in infrastructure which has been a 

major contributor to debt accumulation. The authorities’ goal is to ensure that public debt 

accumulation is consistent with the levels of growth of GDP to safeguard public debt sustainability 

and thereby improving Kenya’s credit rating and reducing cost of debt. The government is also 

participating in the Debt Service Suspension Initiative (DSSI) to ease pressure on the debt service 

requirement in the short-to-medium term and create fiscal place to implement its US$ 2 billion post 

Covid-19 economic recovery strategy (ERS). In part, ERS also aims at strengthening debt 

management through restructuring of public debt to lengthen the maturity structure of the 

domestic debt, and reduce the share of commercial debt as well as refinancing it to obtain better 

pricing terms. It also aims at increasing private sector financing of infrastructure projects to 

create fiscal space. 

5. WHAT ARE THE KENYAN AUTHORITIES DOING TO COPE WITH THE DEBT 

SITUATION?  

5.1 Fiscal consolidation – domestic revenue mobilization and expenditure rationalization 

In the recent years, the Kenya authorities have increased efforts to contain the heightening 

debt situation. Top on the list has been plans to implement fiscal consolidation program that aims at 

creating fiscal space by reducing the budgetary financing needs progressively over the years. 

Kenya’s fiscal consolidation focuses on expenditure rationalization and domestic revenue 

mobilization as a debt management strategy. Prior to Covid-19, the government’s medium-term 

fiscal framework aimed at a progressive decline in the debt-to-GDP ratio to about 44 per cent in 

2022/23 on the account of GoK’s fiscal consolidation plan. For instance, GoK was committed to 

raising revenues from 17.6 per cent of GDP in 2018/19 to 19.2 per cent in 2019/20 and reducing 

recurrent expenditure from 16 per cent of GDP in 2018/19 to 14 per cent by 2022/23. Through KRA, 

the government continued to undertake reforms in the tax system and administration. The reforms are 

aim at improving revenue performance and reducing cost of tax administration by improving 

efficiency and service delivery, enforcing compliance, promoting transparency and enhancing 

accountability, and increasing the tax base, among others. Some of the recent (or ongoing) reforms 

include, modernization and automation/digitization of tax administration, and introduction of new tax 

incentives. Covid-19 disrupted the fiscal consolidation plans, and more needs to be done to revive 

and enhance the implementation of the program. The 2021 budget policy statement gives hope to this 

end. It envisages a multi-year fiscal consolidation effort through a combination of revenue 

mobilization and spending rationalization measures that will reduce the fiscal deficit to below 3.6 per 

cent of GDP by 2024/25 as anticipated in the new IMF program. 

5.2 Improving public debt management  

Prior to Covid-19, the option of improving public debt management was widely explored by 

the government within the new framework of the preparation of the Debt Policy and 

Borrowing Framework. It was envisaged to carry out institutional reform and employ the use of 
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various liability management tools. The institutional reforms also aim at establishing an independent 

debt management Office (DMO)4. This office would have far-reaching powers in raising funds 

through borrowing to finance budget deficit, managing debt at minimum cost and risk, as well as 

being the accountable for debt management operations. The role of the National Treasury Cabinet 

Secretary (CS) would be to ensure that the DMO has the resources needed to perform its functions 

effectively as required by the Public Finance Management Act rather than drive the borrowing 

agenda. By so doing, the Treasury would move away from current practice where the CS draws the 

budget, sets borrowing targets and engages directly with lenders. It is expected that the DMO will 

have necessary expertise to engage in various liability management tools, such as, debt restructuring, 

including debt securities buy back, switches and exchanges; transforming fixed rate debt into floating 

rate debt; and changing or swapping the currency denomination of old debt. 

African Development Bank is supporting the authorities in improving public debt 

management. The Bank recently approved two projects for technical assistance and capacity 

building to support the government. The Public Debt Management Support Project aims at 

supporting the debt office of the National Treasury in enhancing debt management and thereby 

improving debt sustainability, while the capacity building project to aims at improving economic 

policy management and enhancing transparency, accountability, efficiency and effectiveness in 

public debt and project management. The National Treasury also enjoys Technical Assistance 

support from other development partners such as the US Treasury, the French Development 

Agency and the World Bank. 

5.3 Kenya is taking part in the  G-20 DSSI and debt restrcutring  

Kenya did not initially sign the G20 Debt Service Suspension Initiative (DSSI) on account that 

it could limit its ability to issue international bonds. However, since the initiative was extended to 

2021 and conditions made more flexible, Kenya made a request for DSSI debt relief, and secured a 

relief covering the period January to June worth KES 46.0 (US$ 0.41) billion. In addition, Kenya 

also secured other debt service payment extensions from other lenders in January 2021. These 

initiatives have become vital as the authorities struggle to finance huge fiscal deficit and implement 

the ERS in a very constrained fiscal space.  

5.4 Deployment of non-debt creating financing instruments 

The government is undertaking reforms to streamline and upscale non-debt creating 

development financing. For instance, the Public Private Partnerships (PPP) Bill 2021 which 

proposes investor friendly laws and repeals the PPP Act 2013, provides for the participation of 

the private sector in the financing, construction, development, operation or maintenance of 

infrastructure or development projects; and streamlines the regulatory framework for PPPs. 

Kenya has been undertaking projects under the PPP framework through the introduction of 

independent power producers in the electricity sector, albeit with challenges relating to 

regulatory and legal framework. Currently, two major projects are being undertaken under PPP 

framework, namely: the USD 1.0 billion Nairobi Express Way (on-going), and the USD. 1.6 

billion Rironi-Nakuru-Mau Summit dual carriage way (preparations underway). With the new 

 
4 This could be an independent debt management office (DMO) with its own Board of Directors and a Director 

General, who are independent of the National Treasury. 
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PPP Bill, creation of the PPP Directorate and a number of projects in different economic sectors 

such as health and education in the development pipeline, development financing through PPP is 

set to be a major reliever to the fiscal pressures in the country. However, to increase development 

impact and enhance debt sustainability, there is need to extend the PPP financing arrangement 

beyond the infrastructure development initiatives. 

 

 

6. WAY FORWARD – WHAT NEEDS TO BE DONE   

6.1 Further strengthen debt management capacity 

Government’s efforts to strengthen the capacity of the debt management Office should be 

reinforced further. Development partners should do more to support the Government’s efforts 

aimed at strengthening the authority’ capacities to manage public debt, including capacity to develop 

contingency plans to refinance external and domestic debt. Focus should also aim at enhancing 

timelines in publication of debt information, which is seen as a key element of sound public debt 

management. Timely publication of debt information helps policymakers make informed borrowing 

decisions and enables credible assessment of creditworthiness by creditors and rating agencies. It also 

keeps citizens informed about how governments spend public money. 

6.2 Spending rationalization, and public investment to be on concessional borrowing  

The government’s efforts on fiscal consolidation through expenditure rationalization should 

continue, with focus on expenditure audit and prioritization, especially on recurrent spending. 

In addition, financing public investment projects through debt should be dominated by concessional 

and semi-concessional borrowing. The role of infrastructure as enabler for economic growth and 

development cannot be over emphasized, hence the need to strike a balance between promoting 

public investment in infrastructure and maintaining public debt sustainability. 

6.3 Boosting public revenue collection 

The government needs to further deliver on public revenue mobilization, which remains an 

essential ingredient of the ongoing fiscal consolidation aimed at improving public debt situation 

in the country. Kenya really needs to exploit its full potential and revamp the low performing 

domestic revenue. There are many ways to achieve this objective, including: rationalizing tax 

expenditures; putting in place a governance framework that checks the creeping-up of tax 

exemptions; broadening the tax base; adopting enhanced administrative measures (such as better 

interconnectedness between various government data-management systems and online tax 

administration system (iTAX) – such as Integrated Financial Management Information System 

(IFMIS) and other third-party systems) aimed at improving efficiency of tax collection; and 

increasing the capacity of the KRA, particularly in revenue forecasting. 

6.4 Setting-up a pretictable tax regime  

A special attention should be given to this action for its far-reaching scope. In fact, it is 

observed that Kenya needs a predictable tax regime to spur economic growth and mitigate 

a looming external debt default situation. This was underscored during the release of a mock 

budget report in April 2021. In a recent past, business leaders have urged policy makers to 
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embrace a predictable tax regime in national budgeting, enabling the business community to 

make sustainable plans to fuel Kenya’s economy in future. Businesses are convinced that tax 

predictability is critical for business growth as it provides a solid base for long term business 

planning. Furthermore, tax predictability can potentially accelerate tax collection by 30 per cent 

through facilitation of tax administration procedures by boosting compliance. Regarding 

macroeconomic fundamentals, the core objective of a predictable tax regime would be to raise 

sufficient tax revenues to finance public expenditure while maintaining sustainable budget 

deficits and public debt ratios. To move toward a predictable tax regime in Kenya, the 

Government needs to publish a comprehensive review of proposed tax measures to maintain a 

predictable tax. 

6.5 Strengthen debt refinancing efforts to extend debt maturity and limit refinancing risks 

To mitigate the existing and emerging refinancing risks as reflected in the breach of solvency and 

liquidity indicators in the DSA, the authorities must escalate the already initiated efforts to 

renegotiate and restructure some of the existing debts with the aim of extending their tenors. 

This also includes taking advantage of any the existing debt service suspension initiatives offered on 

the backdrop of Covid-19 crisis.  The government is taking the right steps in this area.  

6.6 Diversify sources of development financing 

Diversification of development financing sources would reduce reliance on volatile foreign 

currency borrowing and domestic non-tax revenue. Over the years Kenya has relied heavily 

on public debt for public investment, particularly the investment in infrastructure, with 

government revenue mainly financing debt service and recurrent expenditures. Avenues of 

diversified funding that need to be explored include channeling additional remittances into 

productive investments, strengthening and promoting public-private partnership framework, 

exploring alternative funding mechanisms (such as state-contingent, resource-backed, or other 

collateralized innovative risk-sharing instruments) to share downside risks as well as upside 

potential in economic performance with international investors and stimulate foreign direct 

investment. The government’s efforts to strengthen PPP framework and introduce investor 

friendly laws are steps in the right directions. 

6.7 Address the financial weaknesses in SOEs  

As highlighted in the 2020 and 2021 DSA reports, the financial weaknesses in SOEs amplified by the 

Covid-19 shock represent an additional risk to the country’s debt sustainability. The authorities 

should develop an appropriate approach to address these financial weaknesses. The approach 

must be consistent with limited fiscal space and objective of reducing debt-related vulnerabilities. 

7 CONCLUSIONS 

Though Kenya’s debt remains sustainable, the rise in public and publicly guaranteed debt in 

recent years, and more so on the backdrop of Covid-19 pandemic continues to raise concerns 

and attract attention of the public, development partners and other key stakeholders. Public 

debt stock rose from 42.1 per cent of GDP in June 2013 to 68.1 per cent in June 2021 and is expected 

to rise further in the short-to-medium term as the Covid-19 crisis rages on. Similarly, the cost of debt 

service and risk of debt distress have also risen. As of June 2019, about 57 per cent of government 

revenue was spent on principal and interest payments on public debt. The share of government 
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revenue spent on debt service declined to about 41 per cent in June 2020, thanks to some Eurobonds 

that matured and were paid off in the previous year, but increased again to 50.0 per cent in June 

2021. External debt service as a proportion of exports rose to about 60 per cent (from just 8 per cent 

in 2014). Debt refinancing risk has also increased in both total debt and external debt as reflected by 

the fall in the average time to maturity from 8.7 years to 7.4 years and 12.1 years to 10.1 years, 

respectively, between 2014 and 2019. In addition, interest rate risks increased, with the average time 

to re-fixing for total public debt and external debt dropping from 8.1 years to 7.3 years and 10.9 years 

to 9.7 years, respectively, over the same period.  

The worrying trend in public debt performance is largely attributed to the progressive and 

consistent shift in the public debt structure in favor of shorter-term commercial loans which 

are more expensive, increase in public sector infrastructure investments, underperformance of 

domestic revenue collection, pro-cyclical fiscal policy and the Covid-19 shock. Consequently, 

Kenya’s risk to debt distress status was downgraded from moderate to high by the IMF in 2020, just 

2 years after a similar downgrade from low to moderate in 2018. The DSA revealed that Kenya 

breaches the solvency and liquidity debt indicators on the account of heightened vulnerabilities 

instigated by the Covid-19 crisis. The credit rating agencies have also downgraded and revised 

Kenya’s rating in 2018 and 2020 to the negative. Based on the analysis in this information note, 

Kenyan authorities are encouraged to implement the following policy options with aim of containing 

the existing and emerging public debt vulnerabilities: (i) further strengthen debt management 

capacity; (ii) continue with spending rationalization; (iii) public investment through debt be 

dominated concessional and semi-concessional borrowing; (iv) boost public revenue collection; (v) 

set up a predictable tax regime; (vi) strengthen debt refinancing efforts to extend debt maturity and 

limit refinancing risks; (vii) diversify sources of development financing; and (viii). address the 

financial weaknesses in SOEs. 
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ANNEX: KEY MACROECONOMIC INDICATORS (2015-2023) 

 

Kenya: Selected Macroeconomic Indicators 

 2015 2016 2017 2018 2019 2020 2021e 2022p 2023p 

Real GDP growth (per cent) 5.7 5.9 4.8 6.3 5.4 -0.1 6.3 6.4 6.1 

CPI inflation, average (per cent) 6.6 6.3 8.0 4.7 5.2 5.2 5.3 5.5 5.0 

Current account balance (percent of GDP) -6.7 -4.9 -6.2 -5.0 -4.5 -4.6 -5.3 -5.5 -5.5 

Overall fiscal balance (percent of GDP) -8.4 -7.4 -9.1 -7.4 -7.8 -8.3 -8.1 -6.7 -5.1 

Gross international reserves (in billions of US$) 7.5 7.5 7.1 8.1 9.1 8.2 7.5 7.1 - 

Gross international reserves (months of imports) 5.6 4.7 4.2 4.8 6.2 5.0 4.6 4.3 - 

Total public debt (gross, percent of GDP) 50.2 54.5 56.9 60.2 61.7 65.8 70.4 72.6 - 

Private investment (percent of GDP) 15.1 8.9 10.2 9.3 10.0 - - - - 

Credit to the private sector (y/y growth, per cent) 17.3 4.4 2.5 2.4 7.1 8.0 - - - 
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Source: Kenyan authorities & AfDB estimates 


