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CHAIRPERSONS FOREWORD
The Medium-Term Debt Management Strategy (MTDS) for FY 2026127-FY 2028129 is a
critical instrument for guiding Government borrowing and managing public debt in a manner

consistent with the Constitution and t}e Public Finance Management framework. lt provides

the National Treasury's proposed approach to meeting the Government's financing needs

while seeking to minimize costs and contain key risks-particulady refinancing, interest rate,

and foreign exchange risks-over the medium term.

ln reviewingthe Strategy, the Committee held a consultative engagement with the Natioral
TreasurT and Economic Planning, received a written submission from the Ofice of the
Controller of Budget, and considered inputs received through public participation in line with
Article 20 l(a) of the Constitution. The Comminee appreciates the submissions and

perspectives provided by stakeholders, which enriched the review and reinforced the
impoftance of transparency, accountability, and public involvement in public debt

manateme nt.

The Commiaee notes that the MTDS is being implemented in a challenging macro-fiscal

context Revenues are projected to grow in nominal terms, but remain below levels often

required to sustainably finance development and strengthen fiscal resilience. Expenditure
pressures persist, with recurrent spending continuing to take a significant share of the budget

At the same time, debt service obligations continue to tithten fiscal space, underscoring the

urgency of fiscal consolidation, strengthened revenue mobilization, improved expenditurc

control, and sustained economic growth. The Committee funher observes that the strategy's

increased reliance on domestic financing presents both opportunities and risks<ffering
reduced foreign exchange exposure.

Notwithstanding these concerns, the Committee is encouraged that the MTDS outlines

deliberate measures to improve debt portfolio composition and manage risks over the

medium term. The Strategy's focus on smoothing the maturity profile, strengthening fixed-
rate borrowing, and maintaining prudent exposure to foreign currency liabilities is

directionally sound. However, the Committee emphasizes that success will ultimately depend

on disciplined implemenation, coherent alignment bewveen the MTDS and broader fi scal

policy instruments, and enhanced transparency in the use of borrowed resources-
particulady where commercial borrowing is utilized for general budget supporc

The Commictee remains opcimistic that, with sustained reform commitment and close

adherence to the fiscal responsibility principles enshrined in the Constitution, Kenya can

progressively rebuild fiscal space, restore confidence in debt management, and place the debt

trajectorT on a firm and sustainable path. The Committee therefore presents this Report to
the House with recommendations intended to strengthen the credibility, transparency, and

effectiveness of the MTDS, while safeguarding macroeconomic stabiliry and supporting

inclusive growth.
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Examination of the Medium-term
7026127 to FY 2028t29

Debt Management Strategy for FY

ln its considerationof the MTDS,the Committee convened one engagement with the National
TreasurT and Economic Planning and received a written memorandum from the Office of the
Controller of Budget (OCOB). Further, pursuant to Article 20 l(a) of the Constitution, the
National Assembly fucilitated public participation by inviting memoranda, with a public notice

advertised on l4th February 2026. Accordingly, the Committee received submissions from
the National Democratic lnstitute, lnstitute for Social Accountability (TISA), John Treaver
Ouma, and the Baieti Hub.

Committee Key Recommendations

Arising from these consultative engagemenrs, the Committee recommends:

i. Non-financial reco mmendatio ns:

The committee recommends, That,

l. All securitization and commitment of public money be subjected to transparenr disclosure
and parliamentary oversight, including publication of the fiscal implications of these
commitments to the future debt sustainabiliry.

2. The National Treasury scales development expenditure above the statutorT minimum
(30% of all expenditures are ser under Section l5 of the PFM Acc CAP 412 ) over the
medium terrn, to strengthen produccive capaciry, accelerate growth, and expand future
debt repayment capaciry.

3. Given the declining CBR, the National Treasury should ensure that planned domestic
borrowing remains appropriately sized and carefully timed so that Government demand
for funds does not unduly crowd out credit to the private sector.

4. The Nadonal Treasury provide a risk-mitigation plan for election-cycle and other
unavoidable spending pressures, including safeguards to prevent obvious shocks to rhe
fiscal framework over the medium term, supplementarT budges and in-year reallocations
from undermining the MTDS consolidation parh.

5. Future MTDS incorporate explicit sensitivity analysis and contingency measures for
climate-related and growth downside risks, including mechanisms ro prorecr prioriry
spending while mainaining adherence to fiscal targe6.

6. The National Treasury oudine expenditure rationalization measures required to
accelerate converSence toward the 55% statutor/ debt anchor (PV terms) under Secdon
50 of the PFM Act within 6 monrhs.

7. The National TreasurT ensures that Public Private Partnerships (PPPs), securitization and

other alternative financing mechanisms be fully integrated into fiscal risk reponing and

stress testing, to ensure the toal fiscal exposure is transparently captured.

8. ln view of the anticipated reliance on commercial borrowing over the medium term, the
National Treasury institutes robust repofting mechanisms on the utilisation of commercial

REPORT ON THE MEDIUM.TERM DEBT MANAGEMENT STRATEGY (FY 2026 . FY 2028129)
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loans to enhance traceability and accountabiliry, panicularly where such proceeds are

applied to general budget support

9. The National Treasury and relevant institutions sustain structural reforms aimed at raisirg
potential trowth and competitiveness, including refo rms that strengthen productivity,
support exports, and enhance the investment climate, in line with the obiective of
i mprovi ng long-term debt sustai nabi I ity.

ii. Financial recommendations

L That, the fiscal deficittarget for the medium term is approved and set at 5.3 percent of
GDP for FY 7026127;3.6 percent of GDP for FY 2027128, and 3.3 percent of GDP for FY

2028129, in line with the fiscal consolidation path; and

2. That, the country's borrowing strategy is approved at 22 percent for net external

borrowing and 78 percent for net domestic borrowing as contained in the 2026 Medium

Term Debt Management Strategy.
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PREFACE

a) Establishment and Mandate of the Committee
The powers of each House of Parliament to establish committees and to make Sanding
Orders for the ordedy conduct of its proceedings are provided for under Anjcle I 24 of the
Constitution of Kenya, 20 I 0. To ensure effective oversight on matte rs concerning public debg
debt guarantees, public-private partnerships, and the privatization of national assets, the
National Assembly Standing Order 207A establishes the Public Debt and Privatization
Committee, which is tasked with specific mandates such as:

i. Oversight of public debt and guarantees, pursuant to Article 214 of the
Constitution

ii. Examine matte rs relating to debt guarantees by the National governmenq

iii. Oversight Consolidated Fund Services excluding audited accounts;

iv. Examine reports on the status of the economy in respect of the public debc
v. Oversight of public-private pannership protrams by the national government witr

respect of the public debq and

vi. Oversight privatization of national assets.

This Committee is therefore mandated, amont otherfunctions, to examinethe Medium-Term
Debt ManagementStrategy Q026127 -2028129) and propose recommendations to the House
for adoption.

b) Membership of theCommittee

The Public Debt and Privatization Committee as currently constituted, comprises the
following Members of Parliamenr

CHAIRPERSON
Hon. Abdi Shurie, CBS, M.P.

Balambala Constituency
lubilee Party

VICE.CHAIRPERSON
Hon. Njoki lrene Mrembo, M.P

Bahati Constituency
lubilee Partv

Hon. Omboko Milemba M.P

Emuhaya Constituency
ANC Party

Hon. (Dr.) lrene Kasalu M.P
Kitui County
Wioer Partv

Hon. Kwenya, Thuku ZacharT, M.P

Kinangop Constituency
lubilee Partv

Hon. Muiruri Muthama Stanley, M.P

Lamu West Constituency
lubilee Party

Hon. KipkorosJoseph Makilap M.P
Baringo North Constituency

UDA Party

Hon. Chege Njuguna M.P

Kandara Constituency
UDA ParV

Hon. AbdiAliAbdi, M.P

! jara Constituency
NAP-K
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Hon. (CPA) Suleka, H. Harun. M.P

Nominated MP
UDM Party
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Hon. Barongo Nolfason Obadiah, M.P
Bomachoge Borabu Constituency

ODM Party
c) Committee Secretariat

The Committee was supported by the following staff in rhe preparation of this reporr:

Mr. Chacha Machage
Senior Fiscal Analyst / Head of Secretariat

Hon. Aden Daud, EBS, M.P

Wajir East Constituency
lubilee Part),

Hon. (Dr.) Daniel Manduku, M.P

Nyaribari Masaba Constituency
ODM Partv

Ms. Audrey Ogutu
Lega! Counsel ll

Ms. Edith Chepngeno
Media Relations Officer III

Mr. George Mbaluka
Office Assistant

Hon. Kirwa Abraham Kipsang, M.P
Mosop Constituency

UDA Partv

Hon. Letipila Dominic Eli, M.P
Samburu North Constituency

UDA Parw

Mr. Job Mugalavai
Fiscal Analyst !!/ Clerk Assistant

Mr. Timothy Chiko
Research Officer III

Ms. Mwanasha Juma
Assistant Se rjeant.at-Arms

Ms. Rehema Koech
Audio Oflicer lll

d) Parliamentary Budget Oflice

The Commiaee also received technical support from the following staff of the ParliamentarT
Budget Office:

FA (Dr.) Manin Masinde, OGW.
Director, Parliamentary Budget Office (PBO)

Mr. Roberr Nyaga
Senior Deputy Director (PBO)

Ms. Julie Mwithiga
Senior Fiscal Analyst
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r) !NTRODUCTTON

l. The Medium-Term Debt Management Strategy proposes a borrowing framework to
reduce the cost and risk of public debt and to finance fiscal deficits expected over the
medium term, lt is prepared subject to Section 64(2), and Section 33 and Regulations 184

& 185 PFM Act, 2012. The MTDS is required to indicate: the total stock of debt as at rhe
date of the statement, the sources of loans made to the national government and the
nature of guarantees given by the national government, the principal risks associated witr
those loans and guarantees, the assumptions underlying the debt management strategy
and analysis ofthe sustainability ofthe amount of debt, both actual and potential.

2. The MTDS for the period between FY 2026127 to FY 2078129, oudines a borrowing
framework comprising: (a) a gross financing mix of l8:82 for gross external and gross
domestic borrowing, respectively; and (b) a net financing composition of 22:78for external

and domestic financing, respectively. This configuration confirms that the domestic market
will remain the primary source of deficit financing during the period. Broadly, the strategy
aims to lower the overall cost of the debt portfolio and mitigate refinancing risks by

rebalancing issuance toward medium- and long-term Treasury Bonds. On the external
side, the MTDS signals continued reliance on concessional and semi-concessioral
resources. Commercial borrowing is expected to persisg thereby exerting upward
pressure on the overall cost of financing the fiscal deficic

3. An assessment of the MTDS indicates that the costs and risks of the current debt stock
are elevated, largely driven by the structural characteristics of the rising domestic debt
portfolio. As such, prudent debt management is increasingly impemtive, as sustained risk
exPosure combined with the risingfrequency and magnitude of debt seruicing obligatiom
could undermine medium-term fiscal sustainability and dampen economic recovery.
Accordingly, sustained fiscal consolidation, srrengthened transparency, improved
efficiency in resource allocation, optimal utilization of constrained fiscal space, and firm
fiscal discipline should constitute central policy priorities for both narional and counq/

Sovernments over the long term.

2) MACROECONOMTC ASSESSMENT

i. Economic Growth

4. The 2026 Budget PolicyStatement (BPS) projeca real GDPgrowth ot5.0% in 2025 and
5.3% in 2026, up from 4.7% in 2024, on the back of a rebound in agriculture, conrinued
momentum in construction, and sustained activity across industry and services. The
baseline assumes favourable agro-climatic conditions, uninterrupted implementation of
infrastructure programmes, and continued strength in tourism and transport/logistics.
However, recent outturns point to downside risks, notably climate-related production
shocks and a moderation in services-sector growth, with GDP averaging about 4.9% in
early 2025 and 5.0% over the medium term. This growth outlook underscores the need
for broad-based structural reforms to raise potential output toward the l0% GDP growth
target under Kenya Vision 2030, including measures that deepen productivity, srrengthen
competitiveness, and accelerate Kenya's transition into a newly industrializing economy.
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ii, lnflatio n

5. lnflation remained within the Central Bank of Kenya's medium-term oblective of 5.X/.

(t2.5 percentage points) and is expected to remain anchored within this band over the
strategy implementation period. Headline inflation increased from 3.3% in JanuarT 2025 to
4.6%in September-October 2025, before easing to 4A% by January 2026. Core inflation
peaked at 3.1% in mid-2025 and subsequently declined to 2.7%, pointing to contained
underlying demand pressures and an effective monetary policy stance. By contrast, non-
core inflation, driven largely by food and energy price movements, remained elevated at

ll.2% in December 2025 and 10.3% in January 2026, reflecting persistent supply-side
shocks. These pressures were amplified by adverse weather conditions, global commodity
price dynamics, higher import and logistics costs, and geopolitical developments, which
present a material risk factor during implementation of the MTDS. While monetary policy
can anchor aggreSate inflation expectations, it has limited traction over food-price
volatility and externally transmitted shocks; accordingly, complementary fiscal and

structural inte rventions-including targeted measures to enhance agricultura.l

productivity, strengthen export performance, and improve supply-chain efficiencF
remain necessary to reinforce durable price stabiliry.

iii. lnterest Rates and Credit

6. ln 2025, monetary conditions eased markedly following the Centnl Bank's reduction of
the policy rate from I I .25% to 8.7 5% by February 2026, which translated into lower short-
term TreasurT billyields. Accordingly, yields on the 9l-day, 182-day, and 364-day TreasurT

bills decf ined from 9.14%,9.57%, and 10.8% to 7.78%,7.8%, and 9.28%, respecrively. The
decline in rates helped sustain credit availabiliryto the public sector and eased liquidity
pressures amid elevated debt-serrrice obligations. This accommodative stance improved
liquidity conditions and reduced the Government's domestic borrowing cosrs, rhereby
supporting continued reliance on the domestic market for financing. However, privare

sector credit grov/th remained modest (about 5%) and was highly sector-selectivg
reflecting the cost of credit and sector.specific risk considerations. During implementadon
of the MTDS, maintaininS interest rate stability will be critical, given the expanded role of
domestic financing in supporting development expenditure while managing risks of
crowding out households and businesses, particularly in a context of constrained access

to international capital markets.

iv. Balance of payments

7. Balance of payments developments point to persistent external imbalances that heighten
MTDS refinancing and foreign-exchange risk. Over 2023-2025, Kenya's current account

remained in deficit, reflecting a sustained gap where import demand exceeded export
earnings and net ransfers. The deficit widened from - l. l% of GDP in Q3 2024 ro -3.2%
in Q3 2025, signaling rising external financing needs and a need to address

competitiveness. ln nominal terrns, the current account deficit reached Ksh 135.3 billion
in Q3 2025 (the highest in rwo years) driven by a sharp increase in imports, alongside

continued net income oudlows, reduced donor disbursements and foreign investment.

Over the same period, capital account inflows remained subdued (about 0. l% of GDP in

12lPage
REPORT ON THE MEDIUM.TERM DEBT MANAGEMENT STRATEGY (FY 2026 - FY 2028129)



3) FTSCAL POLTCY ASSESSMENT

9. Over the medium term, the 2026 BPS proieca that total revenues will rise from Kshs
3.53 trillion to Kshs. 4.04 trillion and Kshs. 4.34 trillion inFY 2Q26127,FY 2027128, and FY

2028129, respectively. ln ratio terrns, revenues are projected to average about 17% of
GDP over the period, remaining below the 20% benchmark often cited as necessary to
underpin sustainable development, fiscal resilience, and poverry reduction. OrdinarT
revenue-anchored on income tax and VAT-is expected to remain the mainstay,

averaging about 83% of total revenue. Appropriations-in-Aid (AlA) are pro,iected ro
contribute an averaSe of l0% of total revenues; however, despite their growth, AIA
resources are largely earmarked to speci{ic expenditures, limiting their contribution to
overall financing flexibility. ln addition, measures such as securitization of income streams
can further constrain the general usabiliry of revenues, potentially increasing reliance on
borrowing-particularly for budget supporc-over the medium term.

10. The 2026 BPS proiects that total expenditure and net lending will increase from Kshs.4.7
trillion to Kshs. 4.9 trillion and Kshs. 5.2 trillion in FY 2026127, FY 2027128, and FY

2028129, respectively, averaging about 21.5% of GDP over the period. Expenditure

composition remains largely recurrent, with recurrent outlays projected to average about
72%of toal spending.Whilethe national requirementtoallocate30%oftotal expenditure
to development spending is met, development expenditure is projected to average only

about l8% of overall expenditure annually. This suggests limited deliberate effort to raise

development spending beyond the statutorT minimum, which may partly account for the
persistence of GDP growth at around 5% per year and the muted growth impact of

REPORT ON THE MEDIUM-TERM DEBT MANAGEMENT STRATEGY (FY 2025 -FY 2078129\
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Q3 2025), while the financial account was volatile, with weaker net investment and

financial inflows. For MTDS implementation, these developments are important as they

signal external-sector risks; accordingly, the effo rts should prioritize maintaining adequate
reserve buffers, aligning external borrowing with proiected foreign -exchange availability,

and strengthening measures that support export growth and supply-side competitiveness

to reduce external vulnerability over the medium term.

v. Exchange Rate

8. TheKenyaShillingstrengthenedinearly2024,appreciatingfrom Kshs. l59.7to Kshs. 129

against the US dollar, and also firming against the Pound Sterling and the Euro. Overall,
exchange-rate movements since mid-2024 have been associated with improved foreign-
exchange market conditions and a gradual strengthening of buffers, supporting relative

stabiliq/. For MTDS implementation, these developments are material because the
exchange-rate path directly affects the local-currency cost of external debt service and

the valuation ofthe external debt stock. Accordingly, the srategy's external borrowing
profile and risk-management measures should take into consideration the oudook for
foreign-curre n cy inflows (expon performance, commodity price developmentg
remitance trends) while closely monitoring external debt service pressures and the pace

of reserve accumulation to limit vulnerabiliry to depreciation shocks over the medium

term.
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development oudays that are central to strengthening productive capacity and, ultimately,

enhancing debt repayment capability.

I I . The fiscal deficit, being the primarT driver of new debt accumulation, is expected to remain

elevated. For FY 2026127, the deficit is projected at about Kshs. L l l6 trillion, broadly in
line with the FY 202.5126 prolected level of Kshs. l.l4 trillion as indicated in the 2026

Budget Policy Statement Although the fiscal deficit(including grans) is projected to
narrow over the medium term to Kshs. 837.3 billion, by FY 2028129. On this basis,

cumulative additions to the public debt stock are estimated at approximately Kshs. 2.8

rillion over the medium term, largely on the domestic side. lmplementing fiscal

consolidation will also be challenging, especially tor FY 2027178 given the presence of
unavoidable critical expenditures, such as election-related financing, that are likely to
occur within the srategy horizon.

4) PUBLIC DEBT STOCK AND DEBT SERVICING EXPENDTTURES

12. The public debt stock continues to expand, increasing the macroeconomic adiustment
required to keep debt on a sustainable path. As at November 2025, total public debt stood

at Kshs. 12.25 trillion, comprising Kshs. 6.78 trillion (55%) in domestic debt and Kshs. 5.47

trillion (45%) in external debt The stock is projected to rise further to about Kshs. 15.7

trillion by June 2029. Over the same horizon, the debt ratio is expected to average about
67 percent of GDP in nominal terms, and approximately 62 percent in present value (PV)

terms. Consequently, the satutory PFM benchmark of 55 percent by October 2028 may

not be achieved, implying continued breach of the threshold. ln this context, the fiscal path

underpinning the 2026 MTDS does not adequately align with the debt-limit requirement
set out under Section 50 of the PFM Act (Cap. 412). Rising public debt is increasingly

tightening fiscal space through higher debt-sewice obligations. Over FY 2026127-FY

2028129, interest costs alone, averaging at Kshs. 1.2 trillion over the medium term, are

expected to averaSe roughly 5.4 percent of GDP and to consume approximately 4l
percent of total revenue. ln addition, they are to be the largest singular expendirure head

with interest payments averaging 34 percent of recurrent expenditures and 150 percent

of development expenditure over the medium term, implying tlrat a growing share of
resources will be absorbed by servicing debt rather than financing productivity -enhancirg
investments that suppon GDP growth. The ongoing Liability Management Operarions
(LMO), if pursued without an explicit Liability Management Policy (LMP) or long-
term impact assessment could increase the debt stock without delivering the intended
debt relief or risk-reduction outcomes.

s) cosT AND RrsK PROFTLE

13. No discernible improvement has been recorded in the cost and risk profile of the public

debt stock, as key indicators deteriorated between )une 7024 and June 2025. The
percentage of debt maturing in I year, in particular, increased as Domestic debt risk
dynamics continue to exert upward pressure on the overall risk exposure of the portfolio.
The domestic debt pordolio remains more exposed to highest refinancing and interest
rate risks, despite efforts to lengthen maturities by shifting issuance from short-term

14 | P a g e
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instruments to medium- and long-term tenors. This is evidenced by: (i) a shorter Average
Time to Maturity for domestic debt (6.4 years) compared to external debt ( l0 years); (ii)

a higher proportion of domestic debt maturing within one year (205%) relative to external
debt (6.9%); and (iii) a higher Weighted Average lnterest Rate on domestic debt (13%)

compared to the external debt portfolio $%).

i. Cost of debt & lnterest Rate Risk

14. BetweenJune 2024 and June 2025, the WeightedAverage lnterest Rate (WAIR) of the
overall debt portfolio increased from 8.5% to 8.8%. This movement was largely

attribuable to the composition of external {inancing, including concessional borrowing
and an expanded share of commercial loans, which raised the WAIR on external debt
from 3.8% to 4%, thereby sustaininS upward pressure on interest rate risk exposure.

Conversely, the WAIR on domestic debt declined marginallyfrom l.3.2%to l3%, reflectirg
easing monetary conditions and a gradual reduction in domestic borrowing costs.

Noorvithsanding these developments, external debt accounted for only 1.3% of interest

payments (as a percenage of GDP), compared to 4.6% attribuable to domestic debc

15. For the aggregate debt portfolio, the share of debt subject to re-fixing within one year

increased marginally from 24.6% to 24.9%,while the Average Time to Re-fixing increased

marginally from 7.3 years to 7.4 years.ln addition, the proportion of total de bt contracted
at fixed interest rates rose from 85.2% to 86.6%. Overall, these developments suggest a

modest reduction in the portfolio's vulnerabiliry to interest rate volatility.

ii. ExchanSe Rate Risk

16. Exchange rate risk captures the impact of currency movements on the value and servicirg
cost of external debc The level of exposure is largely determined by the size of the

external debt portfolio and its currency mix. External debt constituted 49.3 percent of
total public debt as at June 2024, easing marginally to about 47 percent in June 2025,

suggesting a modest reduction in exchange-rate exposure. Under the proposed strategy,

which places greater reliance on domestic borrowing to finance the fiscal deficit, the
external share is projected to declinefurther to about 39.9 percent ofthe total debt stock
reinforcing the downward trend in exchange-rate risk.

17. The currency composition of external debt remains a key consideration. As at June 2025,

the main currency exposures were approximately USD (59.8%), Euro (18%), and Chinese

Yen (5.2%). Notably, the share denominated in USD has continued to decline over the

past three years, while Euro exposure has increased. Given that the Euro has exhibited
highervolatilitythan the USD inthe lasttwo years, external borrowing decisionsshould
prioritize currencies with lower exchange-mte fluctuation risk, consistent with minimizing

portfolio vulnerabiliry.

iii. Refinancin8 Risk

18. Public debt refinancing remains the most significant source of risk exposure, given the

deterioration in key refinancing indicators and the potential for liquidity pressures over
the medium term. The 2026 MTDS reports: (a) a marginal improvement in the Average

Time to Maturity (ATM) from 8. I years to 8.3 years, driven by an increase in external
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debt ATM from 9.5 years to l0 years; (b) an increase in debt maturing within one year,

both as a share of GDP (from ll.2%ro 13.3%) and particularly in domestic debt, which

rose from 5.7%to 7.3% of GDP-signaling heightened refinancing requirements.

19. A key concern is that refi nancing pressures appear broadly distributed across the maturity

spectrum over the medium term. For instance, debt maturing in less than one year has

increased from USD 7.5 billionto USD 10.306 billion,which is comparable to amounts
fallingdue in subsequent periods i.e. approximately USD 10.96 billion(2-3 years), USD

ll.2 billion (6-10 years), and USD 10.21 billion (above ll years). Collectively, these

patterns indicate sustained and elevated refinancing pressures, contrary to the expectation
that refinancing risk would be progressively shifted to longer-term maturities.

6) THE MEDIUM.TERM DEBT MANAGEMENT STRATEGY, FY
2026127 - FY 2028t29

20. The MTDS for FY 7026127-FY 2028129 is anchored on the macroeconomic assumptions

set out in the 2026 Budget Policy Statement Over the medium term, the framework
assumes average real GDP growth of 5.3%, inflationanchored at 5.0% (12.5 percentage

poins), an improvement in revenue effort to 16.9% of GDP, and a strengthening of the
primary balance from 0.4"/" to 1.6% of GDP, among other parameters. Consistent widr
these assumptions, the proposed borrowing mix aimed at minimizing the cost of financing

while containing refinancing, interest-rate and fo re ign -exchange risks is as follows:
a. Domestic borrowing will provide 82% of gross financing and 78% of net

financing, leveraging local market depth and enhancing predictabiliry of funding.

b. External borrowing will provide l8% of gross financing and 22% of net financin6

to diversify the funding base while managing exposure to exchange-rate and

external rollover risks.
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21. Accordingly, domestic debt continues to be primarT source of deficitfinancing resources,
accounting for the largest share of financing. Domestic borrowing will be undertaken by

reducinS the stock of TreasurT Bills while lengthening the maturity profile of domestic

debt through the issuance of medium-term to long-term debt instruments to reduce
refinancing risk. This will be spearheaded through the DhowCSD Plarform.

22. With respect to external borrowing, the MTDS projects a financingmix comprising l0%

concessional loans,2% semi-concessional loans, and 6% commercial borrowing. This

composition underscores the growinS significance of commercial debt within the overall

borrowing framework, especially in light of limited access to concessional and semi

concessional financing. Further, notable deviations have been observed during the
implemenation period. For instance, whereas the Government proiected external
borrowing of Kshs. 22 1.2 billion inFY 2Q25126, the 2026 Budget Policy Statement revised

this figure to Kshs. 579.4 billion, representing a 262% increase within a single fiscal year.

This trend signals rising costs of deficit financing and highlights the need for enhanced
oversight and regulatorT safeguards on the use of commercial debC particularly given a)

its classification as general budget supporg b) Commercial borrowing carries



comparatively higher cost and refinancing risks and is highly sensitive to market sentiment,

c) and the absence of a published Liability Management Policy(LMP).

23. Accordingly, although the overall stock of external debt is prolected to decline, the share

attribuable to higher-risk instruments (Commercial debt) is expected to increase,

potentially reflecting a neutral or unchanged posture on exernal financing over the

medium to long term, This trajectory therefore underscores the need to stabilize the key

macro-fiscal variables that influence assessments by Global Sovereign Credit Rating

Agencies, including macroeconomic stability, fiscal deficit trends, primary balance

performance, revenue mobilization capacity, the debt-to-GDP ratio, and the interest-to-
revenue ratio, among other relevant indicators.
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7) PUBLTC DEBT SUSTAINABILTTY ANALYSTS

24. Debt Susainabiliry Analysis (DSA) compares debt burden indicators to thresholds over

20 -year projection period, if a debt burden indicator exceeds its indicative threshold, then

it would suggest that a risk of experiencing some form of debt distress exists. The

oblective of DSA is to evaluate a country's capacity to fi nance is policy agenda, and service

the ensuing debt without unduly large adjustmens that may compromise its

macroeconomic stability and/or that of its economic partners.

25. From a solvency standpoint, the Debt Sustainability Analysis indicates that the PV of debt-

to-GDP is projected to average about 65% over the medium term. This level remains

above the 55%(+5) statutory ceilingset out under Section 50 of the PFM Act, C-ap.412,

implying that the 2028 target is unlikely to be met within the prolected timeframe.

Accordingly, additional adjustment measures willbe necessary to support atainment of
the threshold.

26. From a liquidiry perspective, risks are expected to remain pronounced over the medium

term, reflecting heighrcned debt service pressures. Specifically, the debt service-to-

revenue (and grants) ratio is projected to stay elevated, while the external debt se rryice-

to-exports ratio is expected to breach the indicative limit over the medium-term horizon.

8) SUBMTSSTONS BY THE CONTROLLER OF BUDGET

27. ln their submission dated 24'h February 2026, the Controller of Budget indicated thac

i. The MTDS provides a structured medium-term framework for debt management and

includes technically sound measures to mitigate refinancing and exchange -rate risks.

However, its effectiveness is contingent on disciplined fiscal consolidation, credible

revenue assumptions, stronger expenditure controls, and sustained economic growth.

While rhe domestic market can support the strategy in the short term, durable debt

susrainability will require comprehensive fiscal reforms to reduce borrowing needs

and restore the debt cn,iectory toward the statutory anchor.

ii. As at 30 June 2025, the stock of public and publiclyguaranteed (PPG) debt stood at

Kshs. I I,814.47 billion (about 67.8% of GDP), remaining above the satutory 55% of

GDP threshold set by Parliament, and thereby elevating debt distress risk.



v

vt tl

IX

xt

x

xtI

Analysis of domestic debt by holder shows that financial institutions-particula rly
commercial banks and insurance companies-held the largest share of domestic debt
(about Kshs. 5,247 billion as at December 2025). This concentration was atrribured ro
the relatively aftractive rerurns on Treasury bills and bonds, especially during periods
of elevated interest rates.

The 2026 MTDS proposes a strucural rebalancing of the financing mix, with about
82% of gross financing sourced domestically and I 8% externally. The implied domestlc

borrowing requirement-estimared at about Kshs. I trillion in FY 2026/27-raises
concerns regarding domestic market absorption capaciry.

While lowering exchange-rate exposure is prudent, heavy reliance on domesdc
borrowing may increase interest-rate pressures, constrain private sector credit, and
dampen economic growth through porential crowding-out effecs.

Kenya'spublic debt ratio is higherthan some peers (e.g., Nigeriaatabour 38% of GDP)
but lowerthan others (e.g., Ghana, above 80%). South Africa is broadly comparable
(around 70%), while Tanzania and Uganda rypically range around 40-50%, with Rwanda
and Burundi generally below 50%. High debt levels across emerging economies can
increase borrowing costs and heighten vulnerability to exrernal shocks.

The MTDS is anchored on fiscal consolidation assumptions-rising revenueg
controlled expenditure growth, and narrowing deficits-to sabilize debt over rhe

medium term. However, che framework faces risks from historical revenue
underperformance, recurrent supplementary budgea, expenditure
rigidities/pressures, and elecdon-cycle fiscal dynamics.

Debt sustainability is ukimately driven more by fiscal discipline than by financing
composition. Absent credible and sustained fiscal reforms, rhe projecred debt-
stabilization path may not materialize.

The MTDS envisages a significantshifc toward domesdc financing (about 82%), which
reduces external vulnerabiliry bur elevares domestic risks-particularly crowding our
of private credit, limited market depth, and adverse growth-interest rate dynamics.

The primarT vulnerability in liability management measures arises from rhe debt-to-
revenue burden rather than maturity concentr:ltion. While smoothing amordzation
profiles can spread repayments over time, it does nor in itself reduce undedying fiscal

pressure or the structural debt burden.

While the MTDS acknowledges governance safeguards, ir does nor comprehensively
address broader fiscal risks, including accumulation of pending bills, quasi-fiscal

liabilities, SOE debt, and the porential crystallizadon of Governmenr guaranrees.

Contingent liabilities-such as uncalled guarantees and potenrial bailout exposures-
constitute significant off-balance-sheer fiscal risks. The MTDS primarily manages

recorded debt and may therefore understate total fiscal exposure.

Kenya's domestic debt market is relatively advanced compared ro many Sub-saharan

African peers; however, it remains structurally narrow and concentrated. Government

X
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financing relies heavily on bank liquidicy rather than a broad and diversified investor
base, which heightens systemic risk and reinforces crowding-out pressures.

xiv. The MTDS assumes increased domestic issuance over the medium term. The central

issue is not only the Government's capacity to issue debt, but the market's ability to
absorb sustained issuance without macroeconomic destabilization. While additional

issuance may be feasible in the short term, persistent expansion could displace private

investment, slow growth, raise systemic financial risks, and increase future interest

costs-thereby compressing fiscal space and potentially undermining the MTDS debt-
stabilization oblective. Although the MTDS aims to lengthen maturities to reduce

refinancing risk, market conditions may constrain implementation.

xv. The domestic market can support the MTDS in the near term but may raise interest

costs and intensify private-sector crowding out if relied upon as the primary financing

engine. Accordingly, the domestic market should be treated as a shock absorber rather

than a permanent source of expansionary financing. Sustainable success of the MTDS

ultimately depends on fiscal consolidation, revenue enhancement, and expenditure

rationalization,

28. The Controller of Budget further proposed thau

a. Strengthening fiscal consolidation and restoring debt sustainability through tighter

expenditure management, enhanced domestic revenue mobilization, and measures to
expand exports would narrow the fiscal deficitand reduce reliance on debt financing.

b. Deepening the domestic debt market and broadeninS the investor base should be

prioritized to ease refinancing pressures and progressively lower borrowing coscs.

c. Greater emphasis should be placed on maximizing access !o concessional external

financing, to reduce the cost and risk profile of external borrowing.

d. Establishing a comprehensive public debt register, alongside improved disclosure on

the utilization of borrowed resources, would strengthen ransparency, accountability,

and related institutional refo rms.

e. Deploying liability management operadons-such as bond buybacks-would help

smooth redemption bunching, reduce refinancing risk, and improve cash-flow

management.

f. Commitment fees should be minimized through improved loan procurement and

active portfolio management including implementing a loan commitment tracking

mechanism and promptly cancelling idle or undisbursed tranches.

C. The Controller of Budget recommended amendments to the PFM Act,2012 to

broaden the definition of county public debt to include pending bills (payables), This

would strengthen fi scal discipline, given that Section I 07 of the PFM Act, read together
with Regulation 25(l)(d), caps counq/ public debt ar 70% of a county's total revenue

at any point in time.
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9) SUBMTSSTONS By THE NATTONAL TREASURY
29. The Principal secretary, National rreasury, appearing before the committee on 24'n

FebruarT 2025, informed the Committee that:

l. The FY 2026127-2028/29 MTDS was submitted to the Nadonal Assembly pursuant ro
Article 20 I of the Constitution, Section 6a(2)(c) of the pFM Act (Cap 4l2A) and
Regulation 200 of the PFM (National Government) Regulations, 20 I 5,

2. The MTDS sets out the Government's optimal medium-term debt portfolio plan,
including the cost-risk strategy to achieve the desired debt composition.

3. The overarching objective is to ensure deficitfinancing needs (as reflected in the BPS)

and debt service obligations are met at the lowest possible cost subject to a prudent
level of risk.

4. over FY 2026127-2028129, the MTDS targets the following risk-management
outcomes:

a. Reduction of refinancing (rollover) risk through easing near-term redemption
pressures and smoothing cashflow needs.

b. Reduction of interest-rate risk by increasing the share of fixed-rate debt and
extending the time to refixing.

c. Reduction of foreign-exchange risk through diversification of foreign -cu rrency
exPosure.

d. Promotion of interge nerational equity by financing development projects using

longer-rerm debc

5. The MTDS will serve as the Governmenr's roadmap for public debt managemen! over
FY 2026127-FY 2028129, with continuous monitoring of domestic and global macro-
financial conditions and exploration of borrowing diversification opporruniries without
undermi ni ng debt-management objectives.

6. The medium-term macroeconomic assumptions underpinning the MTDS include:

a. Real GDP growrh averaging 5.3%, supporred by private sector activiry and
BETA-related i ntervendons;

b. lnflationanchored withinrhe CBK targetof 5.0%(f2.5 percentage poina), widr
inflation remaining within rhe rarget range since 2023; and

c. Easing domestic interest rates following a decline in the policy rate from I 3.07o

(Aug 202a) o 8.75% (Feb 2026), alongside a reduction in the overnighr
interbank rate (KESONIA) to below 9%by February2076.

7. Asatend-June2025,thepublicdebtstockstoodatKshs. ll,8 l4.Sbillion,equivalenr
to 65.6% of GDP in PV terms, comprising:

a. Domestic debt of Kshs. 6,326.0 billion (about 53.5% of total debt); and

b. External debt of Kshs. 5,488.5 billion (about 46.5% of toul debt).
8. The fiscal deficit (including grana) for FY 2026127 is prolected ar Kshs. I , I I 5.8 billion,

to be financed through net external borrowing of Kshs. 225.5 billion and net domestic
financing of Kshs. 890.4 billion.
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9. Thecostandriskofdeficitfinancingwill beminimizedbyadoptingagrossborrowing
mix of 82% domestic and 18% external.

10. Financing instruments will include domestic issuance of Treasury bonds, and external

financing through concessional bilateral and multilateral loans alongside commercial
borrowing, including potential international bond issuances.

IL The that the Treasury will explore innovative financing and liability management

options, includingSustainability-Linked Bonds (SLBs), Diaspora Bonds, Domestic Reail
Digital Bonds via mobile money, debt swaps, and thematic/market instruments such as

Samurai and Panda bonds, to finance the deficit and manage redemptions.

12. ln present value terms, public debt is projected to decline gradually from 65.6% to
62.1%by 2030, supponed by continued fiscal consolidationto create fiscal space and

reduce debt-related risks.

13. The Draft Liability ManagementOperations Policy had been prepared but however,

due to austerity measures, stakeholderinput is being sought online through publication

on the Treasury website, and an expert has been engaged to support review and

finalization by end-FY 2025126.

!0) RECETVED MEMORANDA

30. The National Assembly placed a newspaper advert on l4'n February 2026 calling for
submission of Memoranda from the Public on the MTDS (FY 2026127 - FY 2028/29). ln

response, the Committee received the following responses:

3 l. ln the submission by the National Democratic lnstitute, the Committee was informed

thau

l. Kenya'sfiscal governance framework is grounded in the Constitution and the PFM Act,

Cap. 412A, which set out principles on transparency, accountability, and public

participation; however, implementation gaps and executive dominance have weakened

fiscal discipline across the budget cycle.

2. Public debt has increased to about 73% of G DP, exceeding the recommended 55% of
GDP (PV) sustainabiliq/ threshold (as at June 2024), alongside weak oversightcapacity

and limited enforcement of audit findings.

3. At the budget formulation stage, fiscal planningwas assessed as fragmented and debt

transparency as inadequate, including the absence of a comprehensive, publicly

accessible national debt and liabiliry register capturinS guarantees, pending bills/arrears,

and SOE liabilities. Public participation was also viewed as largely procedural rather

than substantive, compounded by the lack of a dedicated public participation law.

4. Concerns were raised that tax incentives are granted without robust cost-benefit

analysis and without effective parliamentarT approval, weakening alignmentwith long-

term development priorities. lt was proposed that key pre-budget documents be

published in machine-readable formats and accompanied by public participation

reports to strengthen transparency and citizen enSa8ement.
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5. At the budget approval stage, it was obseryed rhat parliament's oversight role is
weakened by frequent reliance on Article 223 (post-expend iture regularization and
supplementary spending).

6. lt was further noted that loan agreements are often presented after signing, limiting
meaningful legislative scruriny. Proposed reforms included:
a) requiring the Budget and Appropriations commirtee to pre-approve all requests
under Anicle 223 and capping such expenditures at l0% of the initiallyvoted amoun6.
b) requiring parliamenarT approval priorto disbursement for allnew loan agreemenc
to enhance transparency and accountability.
ln addition, amendments to the central Bank Act were proposed to suppoft issuance
of domestic debt through publicly accessible digital platforms, enabling wider
participation and potentially lowering issuance costs.

7. During the execution phase, fiscal indiscipline was repofted to persist through
irregular reallocations, cash flow mismatches, and accumulation of arrears. Audit
follow-up was described as weak, with limircd implemenation of Auditor-General
recommendations and no enforceable sanctions for non-compliance. Governance gaps
in SOEs and PPPs were also cited as increasing exposure to hidden liabilities, while
fragmented Procurementand financial data systems constrain real-time monitoring and
transParency. Recommendations included full integration of IFMIS across MDAs and
SoEs, introduction of enforceable timelines for audit follow-up, and srengthening the
Auditor-General's role in PPP and privatization audits, including proposing a new
Section 45A in the Privatization Act (2025) to mandate independent verification of
asset val uations and value-for-money analysis.

8. The evaluation stage was assessed as the least institutionalized component of the
budget cycle, citing resource constraints within parliamentary oversight commicees
and weak coordination among enforcement agencies. lt was observed that the
Auditor-Geneml lacks srarutory powers to compel implementation of audit
recommendations. lt was further noted thar lFl-supported programs tend to
emphasize macro-fiscal consolidation but often lack binding governance benchmarks,
allowing transparency and governance deficits to persist despite short-term
sabilization gains.

9. Key recommendadons included: establishing a public National Debt and Liability
Register; integrating DSA with development planning by aligning the MTDS and MTEF
to link borrowing to programmatic outcomes and the Public lnvestment Management
framework; requiring padiamentarT ratification of tax incentives and loan agreemencs

prior to disbursemenq capping supplemenarT expenditures under Arcicle 223:
strengthening independence and data access for fiscal oversight institution$
introducing statutory sanctions for failure to implement audit recommendations; fully
integrating SOEs and PPPs into fiscal reporting; institutionalizing ransparent
procurement disclosure; strengthening inter-agency coo rdination (e.g., CoB, OAG and

related bodies) to monitor reforms; establishing a statutory audit recommendation
follow-up framework with mandatorT implementation reporting; guaranteeing funding
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autonomy for oversight institutions through direct charges on the Consolidated Fund

for OAG, CoB, and EACC (each not less than 0. l% of the national budget); and

sandardizingprocurement data disclosurethrough adoptionof the Open Contracting
Data Standard (OCDS) via the PPRA portal.

Recommendation

It is recommended that the Public Finance Management Act 412 A be amended to
formalize stricter debt-reporting protocols. Such legislative reform would be essential to
institutio nalize parliamenary oversight and ensure that all sovereign borrowing is subiect

to legislative sc rutiny.

32. ln the Memoranda forJohn Treaver Ouma, it was proposed that the TreasurT to publish

a simplified debt risk repoG disclose government guaftrntees, and set a ceiling for non-

concessional borrowing; commitment to reduce expensive commercial debt and shift

toward longer-term, lower-cost financing; transparent reporting on debt maturity,

interest, currency exposure; clear policy on borrowing by sate corporations and

guarantees.

Recommendation
It is recommended that the Public Finance Management Act 412 A be amended to
prescribe mandatory minimum disclosure standards. Such statutorT requirements shall

ensure the clarity, comparability, and accessibility of public debt data, facilitating rigorous

fiscal analysisand informed legislative decision -making as well as measures to mitigatehigh-

cost borrowing.

33. ln the submission by the Baieti Hub, it was indicated that, the designation of public debt

as a "fi rst charge" reduces fiscal space and limia the reallocation of funds toward priority

functions. The high level of public debt stock and the associated seruicingcosts therefore
present a significant challenge to fiscal sustainability. The institution recommended thag

the nacional treasury should strengthen debt management strategies to reduce the reliance

on expensive domestic borrowing, focusing instead on concessional external financing

with favourable terms to lower overall debt servicing costs.

Recommendation
l! is recommended that the Public Finance Managemenr Act 4 I 2 A be amended to provide

for robust starurory safeguards for debt sustainabiliry. This reform should provide clear

fiscal responsibility principles, mandating that debt servicing obligations remain within

strictly defined sustainability thresholds. Furthermore, the Act should prescribe

mandatorT corrective mechanisms upon any breach of these thresholds. These measures

aim to mitigate exposure to high-cost borrowing, reinforce padiamentary oversight and

establish a balanced fiscal framework that remains consistent with existing constitutional

obligations.
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34' ln the Submission by the lnstitute for Social Accountability (TISA), the Committee was
informed that:

The Medium-Term Debt ManagementStntegy (MTDS) zoz6tzT-202g/29 comes at
a time when Kenya's public debt burden remains historically high, and the country is
officiallyclassifiedat high risk of debt disress. The MTDS 2026 does not sufliciently
confront the structural drivers of Kenya's debt crisis: persistent fiscal deficits, over-
reliance on expensive domestic borrowing, rising interest paymenls, and weak
institutional safeguards around debt management and contingent liabilities.

The MTDS projects a fiscal deficit of s.3% of GDp in Fy2o26l2T,declininggndually
to 2.9% by FY2029/30. However, this consolidation path rests on optimistic
assumptions of sustained annual GDP growth of 5.3 per cent, revenue stabilising at
around l7 per cent of GDP, and continued moneary easing alongside a stable
exchange rate. lf KRA fails to meet the projected revenue tartets, and the deficit
exceeds 5.3 per cent of GDP, there is a high likelihood of increased borrowing.
Further, the heavy 9l% reliance on domesdc borrowing is poised to create the
crowding out effect of the already struggling private sector credit, and intense
pressure on domestic interest rates that contribute to reduced fiscal space for
productive development expenditure and increased rollover risks resulting from the
short maturity profile of domestic debts.

Recommends that the revision of the nominal GDp be limited to nor more than KES
18,000 billion. Rationalize expendirure ro ensure chat the fiscal deficit does not
exceed 3.5% of GDP in line with the fiscal consolidarion policy. Further, urge
Parliament to require a clear domestic debt retiremenr srraregy articularing how ir is
speng binding limits on short-term Treasury bill issuance, sronger prioritization of
concessional external financing, and full disclosure of liabiliry management operarions
together with their fiscal impacc

Recommends that Parliament introduce enforceable guardrails, including a sauory
inte rest-to-reve nue rhreshold, mandatorT annual reporting on debt-service
sustainability, and clear dmelines for reducing the interesr burden to below 4 per cenr
of GDP. The Nadonal rreasury must immediately disclose all securitization
arranSements to the National Assembly and seek explicit legisladve authorizadon.
The MTDS must be revised ro incorporate these liabilities before any further
transacdons proceed. All proposed securitizations must be subjected ro
inte rgene rational equity assessmens, and levies designated by statute for specific
purposes must be legally ringfenced from being pledged without sector-specific
legislation.

Recommends that Parliamenr iniriare legisladve reforms to gran! the public Debt
Management office (PDMo) grearer operational auronomy, establish an independern
oversight board, require the quarcerly publication of debt risk indicators and all

significant debt ransactions, and srrengthen parliamentary scrutiny over the setting
and revision of borrowing ceilings. Further recommend a time-bound refinancing risk
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reduction framework, accompanied by enhanced disclosure of auction performance

and rollover risk indicators.

6. The stakeholder concluded by urging the National Assembly to exercise its
constitutional oversight mandate and strengthen the MTDS 2026 before approval to
safeguard macroeconomic sability and protect present and future teneftttions.

Recommendation

To strengthen fiscal discipline and ensure macroeconomic stability, the Public Finance
ManagementAct (Cap.4l2A) should be amended to providefor rigorous sandards for
revenue forecasting and deficit control. Furthermore, Section 2 of the Act may be
expanded to define securitization as a formal categor/ of "Public Debt" thereby subjecti16
the pledging of future revenue streams to the same strintent parliamentarT approval
processes required for sovereign loans under Article 2l I of the Constitution. Parallel to
these transparency measures, the legal framework may be reformed to grant the Public
Debt Management Ofice (PDMO) full operational autonomy. Amendments to the PFM

Act should enhance ransparency to mitigate and manage refinancing risks associated widr
short-term domestic obligations. These institutional reforms are essential to empower
the National Assembly to exercise its consdtutional oversight mandate more effectively.
By establishing these enforceable mechanisms, the state will protect the integrity of public
finances and safeguard the economic interests of both present and future generations.

35. Overall, the Committee obserrred that the issues raised by stakeholders point to the need

for deeper reforms that should be developed through broad-based public participation to
ensure they are properly insticutionalised. Accordingly, the Committee will engage the

National TreasurT and other relevant partners to strengthen the ef{iciency and

effectiveness of the utilisation of borrowed resources.

il) coMMtTTEE OBSERVATIONS

Arising from the consideration of the MTDS and submissions from stakeholders, the

Committee made the following perrinent obseryadons, THAT:

l. The Committee obser.red that the medium-term revenue oudook, while improving in

nominal terms, remains structurally constrained in ratio terms, averaging about l7%

of GDP over FY 2026127-FY 2028129. This level remains below the -20% benchmark

often associated with sustaining development expenditure, fiscal resilience, and

reducing poverty.

2. The Commimee obser.red that Appropriations-in-Aid (AlA) are projected to
contribute an average of about l0% of total revenues; however, these receipts are

largely earmarked to specific expenditures, limiting their effectiveness in reducing the

overall financing gap and could require the increase of gross financing.

3. The Committee funher observed that the growing use of revenue-tying measures,

such as securitization of income streams, may reduce budget flexibility by pre-

committing futu re revenues, potentially increasing future requirements for budget-

support borrowing as general revenues become less available for discretionary

financing needs.
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4. The Committee noted that the fiscal deficit remains elevated and continues to drive
debt accumulation. The fiscal deficit(including grants) is prolected at about Kshs. I . I I 5
trillion in rY 2026127 and, though expected to narrow, remains sizeablethrough the
strategy horizon, i mplyi ng sustai ned borrowi ng requi rements.

5. The Committee observed that cumulative additions to the public debt stock are
proiected at about Kshs. 2.8 trillion over the medium term, largely financed
domestically. While domestjc financing reduces foreign exchange exposure, the scale
of domestic borrowing raises concerns over domestic market absorption capacity,
upward Pressure on interest rates, and potential crowding out of private sector credit.

6. The committee noted that the proiected PV of debt-to-GDp is expected ro average
about 55% over the medium term, remaining above the starurory 55% (+5; threshold
under Section 50 of the PFM Acr, indicadng that compliance with rhe 202g target is
unlikely under the current fiscal path.

7. The committee obseryed that debt service condnues to tighten fiscal space, wi*r
interest payments projected to consume about 4l % of total revenue, average about
5.4% of GDP, and exceed development expenditure allocations-the re by constraining
resources available for productive investment and priority protrams.

8. The Committee noted that refinancing risks remain elevated given the volume of debt
maturing within one year and the sustained rollover requiremens across the maturity
sPectrum. This exposes the portfolio to liquidity pressures and heightens vulnerability
to periods of market tightening.

9. The Committee further noted that increasing reliance on commercial external
borrowing, including upward revisions to proiected exrernal borrowing, elevates
exposure to higher financing costs, shifu in marker sentimenq and potentia.l
implications for sovereign credit ratings. Furthermore, there needs to be procedures
on transparency and accountabiliry on the use of commercial debt when rhey are
allocated for general budgetarT supporr.

10. The Committee obser.red that declining concessional financing, alongside increased
reliance on alternative approaches such as PPPs and securitization, may mask
underlying external financing constraints while creating additional contingent and fiscal
risks that require transparent disclosure and integradon into fiscal risk managemenc

IL overall, the commimee observed that rhe success of the MTDS is fundamenally
dependent on sustained fiscal consolidation and sructural reforms, particularly
credible revenue mobilization and expenditure rati onalization.
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I2) COMMTTTEE RECOMMENDATTONS

Arising from the observations and submissions from stakeholders, the Committee therefore
recommends as follows:

a. Non-financial recommendations:

The committee recommends, That,

l. All securitization and commitment of public money be sublected to transparent disclosure

and parliamentary oversighc including publication of the fiscal implications of these

commitments to the future debt sustainability.

2. The National Treasury scales development expenditure above the statutory minimum

(30% of all expenditures are set under Section l5 of the PFM Act. CAP 412 ) over the

medium term, to strengthen productive capacity, accelerate growth, and expand future

debt repayment capacity.

3. Given the declining CBR, the National Treasury should ensure that planned domestic

borrowing remains appropriately sized and carefully timed so that Government demand

for funds does not unduly crowd out credit to the private sector.

4. The National Treasury provide a risk-mitigation plan for election-cycle and other

unavoidable spending pressures, including safeguards to prevent obvious shocks to the

fiscal framework over the medium term, supplementary budges and in-year reallocations

from undermining the MTDS consolidation path.

5. Future MTDS incorporate explicit sensitivity analysis and contingency measures for
climate-related and growth downside risks, including mechanisms to protect prioriry

spending while maintaining adherence to fiscal targe6.

6. The National Treasury outline expenditure rationalization measures required to
accelerare convergence toward the 55% statutory debt anchor (PV terms) under Section

50 of the PFM Act, within 6 months.

7. The National Treasury ensures that Public Private Partnerships (PPPs), securitization and

orher alternarive financing mechanisms be fully integrated into fiscal risk reporting and

stress testing, to ensure the total fiscal exposure is transparently captured.

8. ln view of the anticipated reliance on commercial borrowing over the medium term, the

National Treasury instirures robust reporting mechanisms on the utilisation of commercial

loans to enhance traceability and accountability, particularly where such proceeds are

applied to general budget supporc

9. The National Treasury and relevant institutions sustain structural reforms aimed at raisirg

porendal growth and competitiveness, including reforms that strengthen productivity,

support exporrs, and enhance the investment climate, in line with the obiective of
i mprovi ng long-term debt sustainabi lity.

REPORT ON THE MEDIUM.TERII DEBT MANAGEMENT STRATEGY (FY 2026 -TY 70781291
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b. Financial recommendations

l. That' the fiscal deficittarSet for the medium term is approved and set at 5.3 percent of
GDP for FY 2026127;3.6 percent of GDp for Fy 2027128, and 3.3 percenr of GDp for Fy
2028129, in line with the fiscal consolidation parh; and

2. That, the country's borrowing strategy is approved at 22 percent for net extemal
borrowing and 78 percent for net domestic borrowing as contained in the 2026 Medium
Term Debt Management Strategy.

36.ANNEXURES

Further, Pursuant to the National Assembly Standing Order 232A(5)(a), Schedule I indicates
details on the stock of foreign denominated public debc including publicly guaranteed debc
and Schedule 2 indicates details on the stock of domestic debt, are hereby attached in Anno<
I and Annex 2.

S!GNED
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HON. ABD! SHURIE, CBS, MP.
CHA!RPERSON, PUBLTC DEBT & PRIVATIZATTON COMMITTEE
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MIN/KNA/PDP&C120261007 PRELIMINARIES

The Vice -Chairperson, Hon. Mrembo Irene Njoki M.P, called the meeting to order at I l:00 AM
and asked Hon. Joseph Makilap, M.P, to lead the Committee in opening prayers. Thereafter,
introductions were made.

MIN/KNA/PDPCI2026IOO8 CONSIDERATION AND ADOPTION OF THE
ITEPPBT ON 'I'HE MEDIUM-'I'E,RM DEBT ]\IANAGEMENT STRATEGY(FY 2026-21-

2028-291

COMMITTEE OBSERVATIONS-

Arising lrom Consideratron ol the Medium-Term Debt Management Strategy (FY 2026/27-
2020/29) the Committee made the below obsen'ations: -

l. The Committee observed that the medium-tcrm revenue outlook, while improving in

nominal terms, remains structurally constrained in ratio terms, averaging about lTYo of
GDP over FY 2026127-FY 2028129. This level remains below the -20% benchmark often
associated with sustaining development expenditure, fiscal resilience, and reducing
poverty.

2. Thc Committee obscwed that Appropriations-in-Aid (AIA) are projected to contribute an

average ofabout l0% of total revenues; however, these receipts are largely earmarked to

specific expenditures. limiting their effectiveness in reducing the overall financing gap and

could require the increase of gross financing.

3. The Committee further observed that the growing use of revenue-tying measures, such ns

securitization of income streams, may reduce budget flexibility by pre-committing futurc
revenues, potentially increasing future requirements for budget-support borrowing as

general revenues become less available for discretionary financing needs.

4. The Committee noted that the fiscal deficit remains elevated and continues to drive d elt
accumulation. The fiscal deficit (including grants) is projected at about Kshs. 1.1 l6 trillion
in FY 2026127 and, though expected to narrow, remains sizeable through the stratery
horizon, implying sustained borrowing requirements.

5. The Committee observed that cumulative additions to the public debt stock are projected

at about Kshs. 2.8 trillion over the medium term, largely financed domestically. While

domestic financing reduces foreign exchange exposure, the scale of domestic borrowing
raiscs conccms over domestic market absorption capacity, upward pressure on interest

rates, and potential crowding out of private sector credit.

6. The Committee noted that the projectcd PV of debt-to-GDP is expected to average about

650/o over the medium term. remaining above the statutory 55% (+5) threshold under

Section 50 of the PF'M Act, indicating that compliance with the 2028 target is unlikely
under the cunent fiscal path.

'7. The Committee observed that debt service continues to tighten fiscal space, with interest

payments projected to consume about 4lo/o of total revenue, average about 5.4o/o of GDP,

2



and exceed development expenditure allocations-thereby constraining resources

available for productive investment and priority programmes.

8. The Committee noted that refinancing risks remain elevated given the volume of d ebt

maturing within onc year and the sustained rollover requirements across the maturity

spectrum. This exposes the ponfolio to liquidity pressures and heightens vulnerability to
periods of market tightening.

9. The Committee further noted that increasing reliance on commercial extemal bonowing,
including upward revisions to projected extemal borrowing, elevates exposure to higher

financing costs, shifts in market sentiment, and potential implications for sovereign cred it

ratings. Furthermore, there needs to be procedures on transparency and accountability on

the use of commercial debt when they are allocated for general budgetary support.

10. Thc Committee observed that declining concessional financing, alongside increased

reliance on altemative approaches such as PPPs and securitization, may mask underlying
extemal financing constraints while creating additional contingent and fiscal risks that

require transparent disclosure and integration into fiscal risk management.

I L Overall, the Committee observed that the success of the MTDS is fundamentally dependent

on sustained fiscal consolidation and structural reforms, particularly credible revenue

mobilization and expenditure rationalization

COMMITTEE RECOMMENDATIONS
l. In view of the obscrvations arising from the consideration of the Medium-Term Deh

Management Strategy ( FY 2026127-2028129), the Committee recommends that:

a) Non-financial recom men d ation s:

l. All securitization and commitment of public money be subjected to transparent disclosure

and parliamentary oversight, includ ing publication of the fiscal implications of these

commitments to the future debt sustainability.

2. Tlte National Treasury scales development expenditure above the statutory minimum (30%

of all expcnditures are set under Section 15 of the PFM Act. CAP 412 ) over the medium

term, to strengthen prod uctive capacity, accelerate growth, and expand future d ebt repayment

capacity.

3. Civen the declining CBR, the National Treasury should ensure that planned domestic

borrowing remains appropriately sized and carelully timed so that Government demand fo
t'und s does not unduly crowd out credit to the private sector.

4. The National Treasury provide a risk-mitigation plan for electionrcycle and other

unavoidablc spending pressures, including saf'eguards to prevent obvious shocks to the fiscal

framework over the medium term, supplementary budgets and in-year reallocations from

undermining the MTDS consolidation path.

5. Future MTDS incorporate explicit sensitivity analysis and contingency measures for climate-

related and growth downside risks, including mechanisms to protect priority spending while

maintaining adherence to liscal targets.

3



6. The National Treasury outline expenditure rationalization measures required to accelerate

convergcnce toward the 55% statutory debt anchor (PV terms) under Section 50 ofthe PFM
Act, within 6 months.

7. The National Treasury ensures that Public Private Partnerships (PPPs), securitization and

other altemative linancing mechanisms be lully integrated into fiscal risk reporting and stress

testing, to ensure the total liscal exposure is transparently captured.

8. In view of the anticipated reliance on commercial bonowing over the medium term, the

National Treasury institutes robust reporting mechanisms on the utilisation of commercial

loans to enhancc traceability and accountability, particularly where such proceeds are applied

to general budget support.

9. The National Treasury and relevant institutions sustain structural reforms aimed at raising

potential growth and competitiveness, including reforms that strengthen productivity,
support exports, and enhance the investment climate, in line with the objective of improving

long-term debt sustainability.

b) Financial recommendations

l. That, the fiscal deficittarget forthe medium term is approved and set at 5.3 percent of GDP

forFY 202612'7; 3.6percent of GDP forFY 2027128, and 3.3 percent of CDP forFY 2028129,

in line with the fiscal consolidation path; and

2. That, the country's borrowing strategy is approved at 22 percent for net extemal bonowing
and 78 percent for net domestic borrowing as contained in the 2026 Medium Term Debt

Management Strategy.

MIN/KNA/PDPCl20261009: - ADOPTION OF THE REPORT .{ND MINUTES.

l. The report on the consideration of the Medium-Term Debt Management Strategy (2026127-
2028129) was adopted by the Committee having been proposed by Hon. Kirwa, Abraham
Kipsang, M.P and seconded by Hon. (Dr.) Daniel Manduku. M.P.

2. Minutes of the 3'd sitting held on 25th February 2026 at I I .00 am in Topaz Conference Room,
Glee I'lotel were confirmed as a true recording of the proceedings having been proposed by
Hon. CPA. Suleka H. Harun, M.P and seconded by Hon. Abdi Shurie, CBS,M.P.

MIN/KNA/PDPCI20261010 ADJOURNMENT AND DATE OF NEXT MEETING

<_-

SIGNEI)

HON. ABDI SHURIE, CBS NIP

There being no other business, the meeting adjoumed at 12.30 P.M. The date of the next meeting
would be communicated in due course.

DArE............3.. J. :...q J-,...?.*.. ]-.6

(CHAIRPERSON, PUBLIC DEBT & PRIVATIZ{TION COMMITTEE)
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E
REPUBLIC OF KENYA

THE NATIONAL TREASURY

1. Hon. Chairperson and Hon. Members, thank you for inviting the National
Treasury to this session to consider the FY 2026127 - 2028129 MTDS. It is my
pleasure and honor to present to you a brief on the 2026 MTDS which was

submitted to the National Assembly pursuant to Article 201 of the Constitution,
Section 6aQ)@) of the Public Finance Management Act, Cap 4l2A and,

Regulation 200 of the Public Finance Management (National Government)
Regulations,20l5.

2. fhe Medium-Term Debt Management Strategy presents the optimal plan on costs

and risks that the National Treasury will implement over the medium term in order
to achieve a desired public debt portfolio composition.

3. the main objective of the Strategy is to ensure that the Government deficit
financing needs reflected in Budget policy statement and public debt payment

obligations are met at the lowest possible cost within a prudent degree of risk.

4. Hon. Members, the FY 2026127 -2028/29 MTDS aims at:

ll

Reducing refinancing risks by reducing near-term rollover pressures. This
mitigates the vulnerability to occasional market disruption and ensures

smoother cash flow requirements for public debt redemption;
Reducing the interest rate risk by securing the highest proportion of fixed-
rate debt and extending the average time before debt is subject to interest

rate re-fixing;
Reducing the foreign exchange risk by diversifring debt held in foreign
currencies; and

lll.

(I(.r()('l(^lr\
('l (( (\ .-l

SUBMISSION BY THE CABINET SECRETARY, THE NATIONAL
TREASURY AND ECONOMIC PLANNING TO THE NATIONAL
ASSEMBLY PUBLIC DEBT AND PRIVATIZATION COMMITTEB ON
DURING MEETING TO CONSIDER FY 2026127 _ 2028/29 MEDIUM TERM
DEBT MANAGEMENT STRATEGY (MTDS)

L Introduction
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lv. Promoting intergenerational equity by using long term debt to finance

development projects.

5. Hon. Members, the FY 2026127 - 2028129 MTDS will serve as a road map for

management of the country's public debt for the FY 2026127 -FY 2028129.

il. Assumptions

7. Hon. Members, over the medium term, economic growth in Kenya is projected to

remain at 5.3 percent supported by diversified private sector activities and ongoing

Government interventions and strategies under the Bottom-Up Economic

Transformation Agenda (BETA).

8. the Central Bank of Kenya (CBK) continues to manage monetary policy with
the primary objective of maintaining price and financial stability to support
sustainable economic growth with the current inflation target set at 5+2.5 percent

The inflation rate has remained within the projected target range since 2023.

9. Domestic interest rates have eased following a gradual reduction of the Central
Bank Rate from 13.0 percent in August 2024 to 8.75 percent in February 2026
with overnight interbank rate (KESONIA) declining to below 9 percent in
February 2026 from l2.l percent in October 2024. This will support private
sector credit and economic activity.

10. Hon. Members, the public debt stock as at end June 2025 stood at Ksh

11,814.5 billion representing 65.6% of GDP in PV terms.

The public debt stock of Ksh I1,814.5 Q$"-lf*prised of a mix of:
\

o Domestic Debt: Ksh 6,326.0--$illion representing53.S%oof total debt

o External Debt: Ksh 5,488.5 billion representing 46.5% of total debt

(^l n r'l (.r n (1

6. During the implementation period, the National Treasury will continue to monitor

and assess macroeconomic and market developments both domestic and global,

exploring opportunities for diversiffing sources of borrowing over the medium

term without compromising the debt management objectives.

11. Hon. Members, the fiscal deficit including grants for the financial year 2026127

is projected at Ksh l,ll5.8 billion of which net external borrowing is Ksh 225.5

billion and net domestic financing is Ksh 890.4 billion.



The 2026 MTDS analysis has indicated that costs and risks of funding the deficit
will be minimized through gross borrowing mix of 18 percent extemal and 82

percent Domestic.

12. Hon. Members, to finance the projected deficit, the Government will raise

funds from the domestic market through issuance of Treasury bonds and from
external sources through concessional borrowing from bilateral and multilateral
partners as well as commercial borrowing such as international bond issuances.

The Government will also explore innovative financing options such as

Sustainability-Linked Bonds (SLBs), Diaspora Bonds, Domestic Retail Digital
Bonds via Mobile Money, debt swaps, Samurai and Panda bonds to fund budget

deficit and manage public debt redemptions.

13. Hon. Members, Kenya's public debt in present value terms is projected to
decline gradually from 65.6 percent to 62.1 percent by 2030. However, the

Government aims to sustain fiscal consolidation efforts over the medium term to
create fiscal space and reduce debt related risks.

III. A copv of Liabilitv Manasement Policy as reguired bv lhe House resolution.

14. Hon. Members, the National Assembly through House Resolution directed the

National Treasury to develop Liability Management Policy within 60 days. The

National Treasury has prepared Draft Liability Management Operations Policy.

However, due to austerity measures, the National Treasury has called for

comments online through posting of the Draft Policy on the National Treasury

website. Further, the National Treasury has engaged the work of an expert to

review the draft policy with the objective of finalizing before end of financial year

2025/26. The draft Policy can be accessed on the National Treasury Website:

https: //www.treasurv. so.ke/sites/default/ti les/Latest%20update s/Req u e sto/o20 f orYo

20Conrnrentsoh2}on%o2}LMo%2DPol icr pdf

rt n (l (^l n



IV. Evidence of public oarticioution undertaken in the preparotion of the FY
2026/27 - 2028/29 Medium-Term Debt Manasem ent Stratesv. in accordance

with National Assemb lv resolutions and Article 201 of the Constitution

clemonstratins that Dublic debt manasement is conducted in a consultative.

trunsparent, ond occountable munner.

15. Hon Member, in line with the provisions of Article 201 of the Constitution and

the National Assembly resolutions, the National Treasury prepared the FY

2026127 - 2028129 MTDS. However, due to ongoing austerity measures,

comments from stakeholders and engagement with the public were solicited online

through posting of the 2026 MTDS in the National Treasury website:

flCEg'o2OFOR%202026%20M fDS%20COMMEN'fS.pdt. The comments and

inputs have been consolidated into a matrix (matrix attached) summarizing the

comments received on the 2026 MTDS and have been used to inform finalization

of the MTDS.

CONCLUSION

16. Hon. Members, maintaining debt sustainability calls for collective national

responsibility requiring sustained fiscal consolidation. Therefore, I call upon Hon.

Members to support expenditure rationalization and revenue mobilization

measures that I will be bringing to the house from time to time.

(1 (1 rr (^| rt

https://www.treasury.eo.ke/sites/detault/files/Latesto/o2Oupdates/PUBLIC%20NO

l7 . We as a country, have to sustain fiscal consolidation to reduce the rate of public

debt accumulation, the goal, for which we seek support of the Senate so as to

reduce public debt burden relative to GDP over the coming years.

I thank you once again, Hon. Chairperson and Hon. Members for giving me this

opportunity to engage you on the FY 2026127 - 2028129 MTDS. We remain available

to support the Commitge whenever called upon.

DR. CERIS K. KIPTOO, CBS
PRINCIPAL SECRETARY. THE NATIONAL TREASURY



REPUBLIC OF KENYA
THE NATIONAL TREASURY AND ECONOMIC PLANNING

COMMENTS ON THE DRAFT 2026 MEDIUM TERM DEBT MANAGEMENT
STRATEGY

Section 33 (2) of the Public Finance Management (PfM) Act. Cap 4l24 requires that the
National Treasury prepares the Medium-'ferm Debt Managernent Strategy (M1'DS) and
submit to Parliament by lSth February in each year. Prior to submission of the MTDS it is
required that the MTDS be subjected to stakeholders and public consultations.

'l'o comply with the law, Public Debt Management Oftice has prepared a draft 2026 Medium
Term Debt Management Strategy (MTDS) and uploaded onto the National Treasury website
soliciting for comments from stakeholders and the general public. Thereafter, the draft 2026
MTDS will be submitted to Cabinet alongside the draft 2026 Budget Policy Statement and
to Parliament for approval.

Please share your comments with the National Treasury by close of business, 25th January
2026 through the email address: pdmo ri'treasurv.go.ke ; and copied to
dpsnn, ii treasun'. go.ke

HON. FCPA JOHN MBADI NG'ONGO, EGH
CABINET SECRETARY

(1al (1 n (".|
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Mf'IENT ON'.THE DRAFT 2026 MEDIUM TERM DEBT MANAGEMENT STRATEGY

S/]rlo. Page Chapter Paragraph Issue/Comments Action Taken
I t II. Public Debt

Stock
Table l/Paragraph
2

Inconsistent totals -
Table shows
TOTAL DEBT Included
in MTDS: I1,553.81,
but earlier text says
I 1,533.81. Please
harmonize

flannon ized

., It.
Guaranteed
Debt

Table 2 Currency units missing -

Amounts appear in KSh
millions but are not
labeled. Add column
header: Amount (KSh
million) to prevent
misinterpretation

Incorporated

3 5 ll. Debt Stock Table2 No USD equivalent
provided for guarantees

though rest ofdocument
uses dual currency.
USD conversion
methodology missing
Add USD equivalent

column using same
exchange rate for
consistency.

Noted

4 7 Ill. Cost and Risk
(Maturity Profile)

Table 4 Conversion of domestic
securities to
USD should specifo rate
used. IMF and Treasury
normally use end-period
rate, Add footnote.

Noted

5 l0 V. Debt
Sustainability

Para 'l Threshold explanation
missing - DSA
thresholds (40%, 180%,
18%) originate from
IMF LIC.DSF
composite indicator
(Cl). Explicitly state

Kenya's Cl classification

Medium Capacity to
justifo thresholds.

Noted

6 l6 VIII. Strategy Executive
summary para
4ldebt
management
strategy (4)

Gross vs net borrowing
inconsistency
- Earlier sections
mention l60Z extemal,
later lSYo external.
Harmonize percentages

across the document to
avoid queries.
(executive summary and
page 16)

Harmonized

8 IV.
Performance
Review

Table 5 Deviations shown but
policy implications not
discussed- Add
paragraph explaining
fiscal and market impact

Noted

age o
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cf fi.rancing miy-

deviation.
Tabi-: i I

Incorporated

lncorporated

l5 Strategy labels 52 best
but trade-offs not clearly
articulated- Add brief
comparative explanation
ofwhy Sl, 53, 54
reiected.

9 Annexes Ceneral Annex tables lack
source notes and
valuation assumptions-
data source, labels.

Noted

Noted

10. lx Foreword I " line should be revised
as follows:
'The Government will
continuously assess and
monilor....'

ll. Acknowledgement 2 5th Line: Delete
The' submitted.lts
repetitive
1'r Line: Indicate the
DSA was done jointly
with which
organization/institution
or delete the word
' jointly' .

13. 2 I't Line: Revise as

follows; 'public debt
excluded KSh. 260.64
billion....'
2nd Line: ' 'replace the
word ' includes' with '

comprise"

lncorporated

I

I 4 2 lndicate the Chapter
numbers

Incorporated

t2 xii

Chapter I

Chapter I

6

7

Executive
Summary

15. Table 2 Heading under amount
column should be
Revised to indicate
'Amount (KSh. billion)'
for clarity.

5

l6 l0

Chapter Ii

Chapter V I Consider a brief
discussion on the latest
Moody's Ratings
upgrading the Country's
ratings to 83 and the
change of the outlook to
stable status indicating a

decline in Kenya's near-
term default risk.

lncorporated

17. l0 Chapter V 3 l'r and 2nd Line: delete '
it is recommended that'

Review to read: ' the
Government will adopt
targeted.

Incorporated

18. il Chapter V 4 l't Line: delete the word
'should and replace with
'will'

Page 2 of 6

I Vlli. Strategy

J Noted

x

2 lncorporated

Incorporated

r.i



19. ll 4 Incorporated

20. ll Chapter V 5 Line 5: delete the word
'should and replace with
'will'

lncorporated

21. ll 6 I sr and 2nd Line: Delete
' it is recommended that'
Revise to read: " the
Government will
I ower.......by reducing

fiscal deficits in line
with thefiscal
consolidation path.'
5m Line: delete the word
'can' replace with 'will

Incorporated

22. l3 Chapter Vl 5 Consider risks
associated with the
electioneering period
(run-up to and after the
2027 G eneral E lections)

Noted

23. l8 Chapter Vlll Part (g) Provide and
introduction and proper
numbering.

Noted

24. xii Executive
Summary

2 The debt statistics in the
chapter and the rest of
the document should be

updated to reflect
December position. This
is the case in paragraph
3.

The2025 DSA was
undertaken jointly by
the National Treasury
"and the Central Bank
of Kenya", the text
"Central bank of Kenya
is missing"

lncorporated

25. I I-lntroduction I The introductory part
could be enhanced by
including recent
macroeconomic
developments including
economic growth,
inflation, and fiscal
developments to provide
a basis for the
altemative scenarios
being considered.

Not
incorporated

26. I IV- Review of
Perlormance of the
2024 MTDS

5 The statistics on the
average grace period in
paragraph 5 and table 7

differ
for year 2025

Harmonized

Revise to read: "the
Government will
maximize ...

Page 3 of 5

Chapter V 4th Line: Delete 'it ri
recommended lhat'

Chapter V



27 V-(-enya Debt
Sustainability

l0
ll

2 and Table 9 Incorporated

28. t2 VI.
Macroeconom ic
Assumptions and
Key Risks

Table l0 Update GDP with the
latest data by KNBS.

Updated

29 VIi -Assessment
of Potential
Sources of
Financing

I

)

The MTDS proposes
that extemal borrowing
will be majorly through
concessional loans.
CBK welcomes the
proposal but recognizes
the shrinking space for
concessional loans for
the country. Alternatives
like debt swaps are

more likely to reduce
pressure on external
interest payments.

Noted

30. l6 VIII-Debt
Management
Strategy

The four strategies
should be described
clearly for better
understanding of the
objectives, instruments,
currency and maturity
profiles proposed in
each.

On table I l, strategy 54
is highlighted as the

Noted

Noted

Page 4 of 6

Paragraph 2 states that
PV of pubtic debt is
projected to fall back to
the 55%o benchmark
which is contrary to
Table 9. There is need
for consistency between
paragraph 2 and Table
9.

l4 The MTDS does not
explicitly incorporate
investor relations and
stakeholder engagement
as strategic enablers.
Such engagement would
inform the assessment
offinancing options by
incorporating market
feedback on instrument
design, tenor
preferences, currency
composition, and
sustainability-l inked
features, thereby
contributing to more
resilient and cost-
effective funding
outcomes.

a.

2.



r
preferred Strategy' \
compared't6 the othln
strategies in terms of
nominal debt/GDP, PV
of debt/GDP, interest
payment/CDP and
implied interest rate
(percent). However,
there is no discussion of
other better perform ing
strategies as compared
to preferred strategy
(S2) under the metrices
of refinancing risk,
interest rate risk.

The Paragraph refers to
3 core pillars of public
debt management but
only two are provided:
Risk Exposure, and
strategic feasibi lity and
market realism.

In the description ofthe
pillars above, only two
are explained. In
addition, the second
pillar is different from
the one mentioned in

h6

!

6

)rf'..
'l,rir r

Incorporated

lncorporated

3l VIII-Debt
Management
Strategy

Need for greater
alignment between
MTDS and BPS on
deficit financing
strategy. BPS relies
heavily on domestic
borrowing (91 percent)

Noted

32. VIll-Debt
Management
Strategy

CBK proposes a focus
on a dedicated liability
management plan to
reduce debt refinancing
risks in line with market
conditions as well as

ensuring that the

Government remain on
course with growth-
friendly fiscal
consolidation.

Incorporated

33. xll Executive
Summary &
Chapter VIll

4 In the executive
summary, 160/o and 84Yo

of gross bonowing is
sourced from extemal
and domestic sources
respectively. However,
paragraph 4 ofchapter
VIII indicates external
and domestic borrowing

Incorporated

Page 5 of 5

d.

l6

c)ll



*----T"f tebi"ev.%,
respectively. This
should be updated
a riatelJpl ul-

34 l9 IX- Public Debt
management
initiatives

The MTDS does not
capture key refoims in
the domestic market that
are in progress including
market makers, retail
bond program, netting
law review to support
efficient financial
markets.

CBK proposes a

leverage on the
DhowCSD
infrastructure to
strengthen liquidity
forecasting, deepen
interbank and repo
markets, and smoothen
domestic borrowing
requirements as well as

fasrtrack of the
implementation of the
Treasury Single
Account to enhance
management and
prevent buildup of
pending bills.

Incorporated

Noted
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14.051.77E.501
0l -Jan-2018

l0-Oct-2022
I l -Jul-2017

ll-Jul-2017
FXDI/2017/010

FXDt/2017/010
l9-Jul-2027

l9-Jul-2027

5,t72.450.000

14.257.650.000
l0 0

t0 0
12.966vo

17.9660h

7 ,46t .359 ,3367.689.200.000
-) l-Jul-2017t0 0FXDt/20l7l010l9-Jul-2027

8.679,852.8518.853.650.00020-Fcb-2021llJul-2017l0 0FXDt/2017/010l9-Jul-2027 I L000%t9 ,52s ,776,t 50

4.898.804.913
2 r.089.450.000

6.004.150.000
24-Sep-2012

20-Jun-2016
FXDI/2012/015

FXDI/2012/015

06-Scp-2027 I I 000%
24-Sep-2012

24-Sep-2012

l5 0

t5.0

I 1.000%

2l,158,2?3,90921.841.500.000l7-Jun-201924-Sep-2012l5 0FXDI/2012/01506-Scp-2027
8.71t,471..2108,721,250,000l4-D€c-202024-Sep-2012t5 0FXDI /2012i01506-Sep-2027 I I 000%2.509,600.7562,564.900,00028-Dcc-202024-Sep-201215.006-Sep-2027 I I 000%30 -07 6 ,642.68?30.716.650.000l9-Jul-202124-Scp-2012t5 0FXDI/2012/01506-Sep-2027 t5 837vo5l.183,445.05951.180,384.000l9-Jun-20237.0tFB l/2021/007 12.5000/o16.467.789.62716.473.920,00029-Jan-2018l5 0IFBI /2018/015l7-Jan-2028 l2.5000/ot9.891.864.61620.260.260.000l8-Aug-2025l5 0IFB l /2018/015 t2 500vo52.107,360,000

5.875,700,000

25-Feb-2011

15 0

l5 0

t50
ITlt+iET''B

07-Feb-2028

oEilM
t t 250Yo

IIEETEA
tffi

25-Au8-2025

25-Fcb-201l

29-Jul-2013

24-Feb-2014

lFBt/2018/015

FXDI /2013/015

51.165.154.716

14,43r,264.050

4.986.659.185

6.686.702.E01

25-Feb-2013

25-Feb-201l

?5-Feb-2013
FXDI/2011/015

FXD l/2013/015

FXDI /20 r3/015

07-Feb-2028

07-Feb-2028

tEiilrnm

IIE%

I 1.250olo

I I 250o/o

l1.910.586,791

6.974.028.750
22-Dec-2014

08-Fcb-2021 7.152.850.000

15.0

l5 0

l5 0

9.648.r 00.000

23.513.850,000

17.385.850.000

9.6r5.400.000

9.t86,600,000

1.6E8.750.000

22-Fcb-2021

05-Mar-2018

I lOct-2021

26-Fcb-2018

29-Apr-2013

?l-Mar-2016

t5.0

l5 0

l5 0

t 5.0

lJ0
l5 0

07-Feb-2028

79 20tl

l5-Feb-2011

25-Fcb-2013

29"Apr-2013

29-Apr-2011

29-Apr-2011

t | 250.h

12.0000/0

12.0000/o

l2.0000/o

12.000%

FXDr /2013/015

FXD2/2011/015

FXD2/2013/015

FXD2/201l/015

9.406.110.t67

3,501,124.613

x2,87 5 ,990,942

8.719.489,939

15.560.859.J58

8.014.876.908

t3.7 50vo

13.7 50i'o

lmtilavA
IEEM

10,878,059,146

1 .t97 -8't7 .061

2l-Nov-2020

28-Dec-2009

25-tul-2022

29-Jun-2009

30-Jun-2008

l5 0

20.0

t5 0

200

25.515.300,000

10.814,800,000

5.467.850,000

7.6t 3.900.000

1.912.250.000

rc*f, trd[n

ItrEI mm
rr iiEli'Ii
rr i:Erif,r3
t ltiErm

FXD2/2013/015

FXDI/2008/020

FXD2/201l/015

FXDI /2008/020

FXDI/2008/020

29-A 20ll

30-Jun-2008

l0-Jun-2008

l0-Jun-2008

-20132

9,100,180,8139.683.350,00025-Jul-201630-Jun-2008200FXDI /2008/02005-Jun-2028

@l@t

@

@

@@ @t@t@
@
@

@@@ @
@ @
tri@@
@ 11 7 500/o

r! CT n (1 at (^l

Ilsuc Drl.

FXDI/2023/003

l5.O19Yo
l0 0

t0 0

579.047,391

10.001,466,651

l4-Mar.2O22

l5-Nov-2021

3.0

FXDr/2024/001

l5-Mar-2027
l3-Nov-2023

I l-Dec-2023

620,801,872

17.9660/0

l3-Dec-2027

l7-Jan-2028

FXDr/2012/015

29-Jan-2018

29-Jan-2018

25-Fcb-2013

l3-Fcb-2023

I 1.000%

FXDI/2011/015

FXDI/2013/015

FXD2/201l/015

200

7,507,100,000

15,582.800,000

13.172,850.000

26 ,204 .347,099

5 ,204 ,207 .257

1,791.167,495

13.150.h



Externalas at 31st Jan2026
Central Government

Bilateral
Buyers Credit

Commerciol funk
Export Credit
Finonciol lnstitution
Multilateral
Suppliers Credits

I nte r not i onol Sove r ei gn Bond

Guaranteed

Bilateral
Commerciol Bonk (KQ)

Sub-Total External
Domestic

T-bonds As ot 16th Feb 2026

T-bills As at 16th Feb 2026

Loons os ot 31st Dec 2025

Overdraft 31st Dec 2025

Pre-1997 31st Dec 2025

lhlF On-lent to GoK 3lst Dec 2025

Sub-Total Domestic

TotalPublic Debt

Amounts Kshs

5,675,026,553,529
1 ,069,fr3 ,294,030

42,549,284,410

162,107,350,402

151,V6,259,077

1,271,014,514

3,099,520,123,771

14,657,U5,295

1,133,541,582,030

74,525,797,777
u,851,501,949
9,674,295,828

5,749,552,351,306

5,738,927,379,847

1,143,729,000,N0

172,180,716,686
78,231,348,449

15,568,755,686

78,380,612,552

7,054,837,096,533

12,804,389,447,840

(.| n (1 CI (^l (
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REPUBLIC OF KENYA
THE NATIONAL TREASURY AND ECONOMIC PLANNING

REQUEST FOR COMMENTS ON THE DRAFT LIABILITY MANAGEMENT
OPERATIONS POLICY

Public debt management is a critical component of macroeconomic policy and fiscal

sustainability. In Kenya, the Government borrows to finance budget deficits and debt

repayment expenditures as enshrined in the Public Finance Management Act, Cap. 4l2A
and the attendant regulations. Effective public debt management ensures that the

Government's financing needs and obligations are met at the lowest possible cost over the

medium term with a prudent degree of risk.

Growth in public debt has elevated refinancing, interest rate, and exchange rate risks,

thereby exerting pressure on fiscal sustainability. To resolve these, proactive public policy

is necessary and therefore Liability Management Operations (LMOs) are essential tools in

optimizing the cost-risk trade-offand ensuring long-term public debt sustainabilify. To this

end the National Treasury and Economic Planning has prepared a draft Liability
Management Operations Policy to provide guidelines aimed at enhancing fiscal space

through liability management transactions.

The National Treasury and Economic Planning therefore invites members of the public to

submit comments, inputs or memoranda they may have on the draft Policy. The comments

or inputs or memoranda may be forwarded to: The Principal Secretary, the National

Treasury, P.O. Box 30007-00100, Nairobi; or hand delivered to the Office of the Principal

Secretary, the National Treasury Building, Nairobi; or emailed to p,.irrr,',,i',.'rt .rrr-. ,','ll'i
and copied to tlp'rrrr ,r trqi,.!r-l-\,-r(,.kr: by close of business, 25h January 2026.

accessed on the National Treasury websiteThe

lrttl'.
draft Policy can be
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FOREWORD

ln 2020, the Cabinet approved the Public Debt and Borrowing Policy. The Policy

address a wide spectrum of aspects of public debt including liability management.

However, it was not very elaborate on borrowing to repay debt before maturity to

reduce refinancing risks. This Policy is meant to fill in that gap.

Over the years, public debt has played a central role in financing national development

priorities, including infrastructure, social services, and economic transformation

programmes. However, evolving global financial conditions, heightened refinancing

pressures, and domestic fiscal constraints have increased the complexity of public debt

management.

The Liability Management Operations Policy (LMOP) represents a major milestone in

strengthening and institutionalizing proactive public debt management practices. By

establishing a comprehensive and formal framework for liability management

operations, this Policy guides the Public Debt Management Office (PDMO) to

optimize the public debt portfolio maturity profile, mitigate refinancing and market

risks, and safeguard macroeconomic stability.

Anchored in Kenya's Public Finance Management Act, Cap 412A, the Medium-Term

Debt Management Strategy (MTDS), and intemational best practices, the LMOP

provides clear guidance for debt buybacks, debt switches, debt re-profiling, and debt

exchanges. It enhances transparency, accountability, and investor confidence while

supporting the nation's broader fiscal and development agenda. Its effective

implementation will be central to ensuring a sustainable, transparent, and forward-

looking debt management framework for Kenya.

(l ('l (^l rr(r

HON. FCPA JOHN MBADI NG'ONGO, EGH

CABINET SECRETARY/THE NATIONAL TREASURY &ECONOMIC PLANNING
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PREFACE

Preparation of the Liability Management Operations Policy (LMOP) marks a

significant step in strengthening Kenya's public debt management framework.

Although Kenya has made progress under existing legal and strategic instruments, the

absence of a dedicated LMO policy has uncertainties on the processes of liability

management operations.

This Policy fills that critical gap by establishing standardized procedures, clear

institutional mandates, robust analytical requirements, and predictable govemance

structures for executing LMOs. It ensures that actions such as debt switches, buybacks,

and exchanges are not reactive or ad hoc, but instead are grounded in sound analysis,

fiscal sustainability objectives, and market realities.

The LMOP outlines ten strategic policy directions that address institutional capacity,

legal reforms, stakeholder engagement, and fiscal risk mitigation. It embeds

monitoring, evaluation, and learning mechanisms to support continuous improvement.

Furthermore, it ensures that liability management operations are fully integrated into

national fiscal framework, planning, and reporting.

Its successful implementation will require strong collaboration among the National

Treasury, Controller of Budget, Parliament, investors, the public, among other

interested parties. The National Treasury remains committed to providing the

leadership, resources, and oversight necessary to deliver improvements in public debt

sustainability and operational efficiency.

I extend my appreciation to the technical teams and partner institutions whose

expertise and dedication made this Policy possible. The LMOP will serve as a central

reference point for strengthening Kenya's public financial management architecture.

ll
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ABP

AfDB

CBK

CoB

CS-Meridian

DSA

IMF

LMOs

LMOP

LMU

MTEF

MTDS

MTFF

MEFMI

ABBREVIATIONS AND ACRONYMS

Annual Borrowing Plan

African Development Bank

Central Bank of Kenya

Controller of Budget

Commonwealth Secretariat-Meridian Debt Management System

Debt Sustainability Analysis

International Monetary Fund

Liability Management Operations

Liability Management Operations Policy

Liability Management Unit

Medium-Term Expenditure Framework

Medium-Term Debt Management Strategy

Medium-Term Fiscal Framework

Macroeconomic and Financial Management Institute of Eastern

and Southern Africa

Office of the Auditor-General

Public Debt Management Office

Public Finance Management Act

National Treasury

OAG

PDMO

PFM Act
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CHAPTER ONE

INTRODUCTION

1.1 Background

Public debt management is a critical component of macroeconomic policy and fiscal

sustainability. In Kenya, the Government borrows to finance budget deficits and debt

repayment expenditures as enshrined in the Public Finance Management Act, Cap.

4l2A and the attendant regulations. Effective public debt management ensures that the

Government's financing needs and obligations are met at the lowest possible cost over

the medium term with a prudent degree of risk.

High budget deficits and depreciation of Kenya Shilling have been the key drivers of

public debt accumulation in Kenya. Growth in public debt has elevated refinancing,

interest rate, and exchange rate risks, thereby exerting pressure on fiscal sustainability.

To resolve these, proactive public policy is necessary.

Liability Management Operations (LMOs), therefore, are essential tools in optimizing

the cost-risk trade-off and ensuring long-term public debt sustainability. LMOs is a set

of strategic financial actions undertaken by a govemment to optimize the debts

structure, cost, and risks profiles of its existing public debt portfolio. Managing the

composition, cost, and risk profile of public debt is important in safeguarding fiscal

sustainability.

A public debt Liability Management Operations Policy (LMOP) will guide repayment

of public debt before maturity to minimize risks, costs, and ensure fiscal sustainability.

The LMOP is a set of rules, strategies, and procedures used to manage the public debt

portfolio taking into account risk and cost over time.

1.2 Problem Statement

Despite public debt being a first charge to the Consolidated Fund, in many occasions

it has exerted pressure on public resources due to challenges experienced by the

Govemment including liquidity and irregular flow of public revenue. As a result,

liquidity challenges arise whereby revenues do not match the maturity profile of the

public debt servicing. This necessitates undertaking LMOs to ease pressure from

I
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public debt service. Well-structured LMOs have the potential to generate short term

fiscal space, avoiding debt distress and enabling increased spending in other priority

areas

However, due to lack of an LMO Policy, LMOs have been undertaken on an ad hoc

basis without standardized procedures, and budgetary provisions. Absence of a

comprehensive policy framework for LMOs limits the Government's ability to

respond effectively to changing market conditions and management of refinancing

risks proactively. The LMOP articulates guidelines and targets aimed at smoothening

debt service costs and enhancing fiscal space.

1.3 Rationale of the Policy

2
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Even though the PFM Act, Cap. 4l2A and the PFM (National Government)

Regulations, 2015 provides for debt LMOs, the 2020 Public Debt and Borrowing

Policy does not address LMO issues adequately. Despite these frameworks, Kenya

does not have a Liability Management Operations Policy to guide proactive public

debt liability management operations except provisions in the Medium-Term Debt

Management Strategies. Consequently, LMOs have been implemented on an ad hoc

basis lacking budgetary provisions.

Kenya's public debt has grown significantly over the past decade, driven by high

fiscal deficits and periodic macroeconomic shocks such as exchange rate depreciation.

The Government has borrowed to finance budgetary needs. However, groMh in

public debt has elevated refinancing, interest rate, and exchange rate risks, thereby

exerting pressure on fiscal policy. The absence of an LMO policy framework limits

Kenya's capacity to manage refinancing risks effectively, optimize the debt portfolio's

cost-risk trade-off, and align LMOs with the MTDS and the Public Debt and

Borrowing Policy.

This Policy provides a structured framework for the conduct of LMOs including

buybacks, switches, and debt re-profiling/exchanges. It serves as an operational guide

to ensure that LMO activities fully budgeted for and are executed prudently and in line

with the Medium-Term Debt Management Strategy (MTDS). Budgeting for LMOs

has been challenging without a formal LMO policy.
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1.4 Policy Objectives

The main objective of the Policy is to provide strategic guidelines for undertaking

LMOs in a manner that supports cost and risk minimization, optimizes the debt

portfolio structure, and enhances public debt sustainability. The Policy aims to

institutionalize best practices, enhance fiscal resilience, and ensure that public debt

remains on a sustainable trajectory, consistent with Kenya's long-term development

and macroeconomic goals. Specifically, the Policy aims to: -

(l)Provide for standardized procedures for planning, executing, and reporting

liability management operations.

(2) strengthen the institutional and policy framework of the National Treasury to

proactively manage public debt.

(3) support the development of domestic debt market through predictable

operations.

(4) enhance coordination between the National Treasury and other relevant

institutions.

(5) promote transparency, accountability, and stakeholder confidence in public

debt management; and

(6) align liability management operations with international best practices.

1.5 Scope of Policy

This policy will apply to all LMOs undertaken by the National Treasury in line with

the provisions of the Public Finance Management Act, Cap 4l2A and the attendant

Regulations. It covers both domestic and external debt, including Treasury bills and

bonds, Eurobonds, syndicated loans, bilateral, multilateral debt, as well as other public

debt instruments with implications on public debt sustainability.

The implementation of this Policy shall be guided by the following principles: -

3
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1.6 Guiding Principles
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ii) Cousisterrl:y with the Governmeni': :i(,;'t srrstainabiliff and fiscal responsibility

objectives.

(ii) Transparency and accountability ensui:Jrg that all operations are conducted in a

ciear, documented, and auditable rnanner, with appropriate disclosure to

sta.kehoiders.

(iii) Costs efficiency and risks prudency ensuring optimal balance between

mirrimizing debt service costs and mi'-igating exposure to risks.

iiv) Predictability and consistency through aligning operations with Kenya's

ertaL.l istred publ ic debt managernent s trlrre gies.

(v) Stabiliil in the domestic debt rnrr-et through regular, predictable, and

tlansparent operations.

{vi) institutionai cooi'dination to pronr;:e effective collaboration within the

Ilati<rnal Treasuqr and other agcrcies i:i,,.iiveci in domestic Cebt market.

1.1 Qrgaoization of the Policy

'fl:e re:;t .:'i this Pclicy is orgar,ized as foil:vrs: Chapter two presents the Situation

.An.z';r:::,, wtrile Chapter thrce outlines the Policy Statements. Chapter Four highlights

the In:titutional and Implementation Framework. Finally, Chapter Five provide details

cn i{onitoring, Evaluation and Leaming.

4
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CHAPTER TWO

SITUATION ANALYSIS

2.1 Introduction

This Chapter describes the prevailing conditions, identi| key internal and external

factors affecting public debt management and highlight the existing gaps, and

challenges that inform the formulation of policy statements and strategies.

2.2 Overview of Public Debt Management

Public debt management in Kenya is anchored on {he Constitution, the Public Finance

Management (PFM) Act, Cap 4l2A and attendant regulations. Management of public

debt is also informed by Public Debt and Borrowing Policy (2020), Kenya Exlernal

Resource Policy and the Medium-Term Debt Management Strategy.

This section, therefore, examines Kenya's internal strengths and'weaknesses; as well

as external opportunities and tlreats, that define the status of public debt managJment

and inform the development of the LMO Policy

2.3 Internal Environment

The internal environment focuses on institutional, operational, and systemic factors

within Kenya's public debt management framework.

2.3.1 Strengths

l Strong Legal Framework

The Public debt management framework is anchored in the Constitution, PFM

Act Cap. 4l2A and attendant regulations, which outline borrowing authority,

reporting obligations, and oversight mechanisms. This provides a sound legal

basis for prudent debt management.

2. Institutional Framework

5
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The National Treasury, through the PDMO, has a dedicated structure for public

debt management, supported by clear mandates for Parliament, Office of the

Controller of Budget, Office of the Auditor-General, Office of the Attomey

General and the Central Bank of Kenya (CBK) as a fiscal agent.

3. Skilled Personnel

The PDMO has gained practical experience in managing public debt portfolios

including analysis, negotiation, contracting, and debt servicing.

4. Transparency and reporting

The government regularly publish the Annual Public Debt Management Report,

Debt Statistic Bulletins, Annual Borrowing Plan, Annual Performance Report,

MTDS and Debt Sustainability Analysis (DSA), promoting transparency and

accountability in public debt management.

5. Integration with Fiscal Policy Frameworks

The MTDS provides guidance for aligning debt management decisions with

Kenya's fiscal and monetary policies, ensuring that borrowing remains

consistent with overall macroeconomic objectives.

6. Share ofpublic debt in fixed interest rates is larger than ofvariable interest rate.

2.3.2 Weaknesses

L Absence of an LMO Policy framework

Kenya lacks a policy framework to guide LMOs and this has resulted to

uncoordinated and reactive operations without predefined criteria or objectives.

CT (\ (1 (-l rl (\ rl (-l (')

2. Limited Institutional and Technical Capacity

PDMO has inadequate expertise in executing market-based LMOs and

advanced tools for modelling cost-risk trade-offs, interest rate, and curency

exposures.

3. Lack of budgetary Provisions for LMOs

There have been no specific budget allocations for liability management

activities. LMOs have been processed through Article 223 due to lack of

budgetary provision.

6



4. Weak Coordination Mechanisms

Coordination within the National Treasury and other agencies in fiscal and

monetary policies is fragmented leading to inefficiencies.

5. Data Gaps and Weak Systems Integration

Limited integration of debt databases and systems hinder real-time monitoring,

risk analysis, and timely reporting.

6. Limited Stakeholder Engagement

Engagement with investors, credit rating agencies, and development partn[rs

on debt market operations remains minimal, reducing transparency and

predictability.

7. Limited Fiscal Space

High debt service obligations and other budgetary expenditure constrain

resources available for LMOs, reducing the government's ability to refina4ce

or restructure costly debt.

2.4 External Environment

Kenya's public debt management operates within a dynamic extemal environfnent

characterized by changing global financial conditions, geo-political conflicts,

economic shocks, and evolving investor sentiments.

Potential for portfolio optimization

Kenya's diversified public debt portfolio offers opportunities to smoothen

maturities profile through LMOs hence lowering refinancing and liquidity fisks

Deepening of Domestic Debt Market

Existence of a domestic debt market that support liquidity and reduce

refinancing risk.

Support from Intemational Development Partners

Multilateral institutions such as the International Monetary Fund (IMF), World

Bank, African Development Bank (AfDB), and Macro economic and Finarpial

Management Institute of Eastem and Southern Africa (MEFMI) continue tJ

2
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offer technical assistance, capacity building, and analytical support for public

debt management and reforms in Kenya.

4. Ongoing Fiscal and Regulatory Reforms

Implementation of the PFM Acq the Public Debt and Borrowing Policy and

fiscal consolidation efforts create an enabling environment for structured debt

operations.

5. Technological Advancements

Modem public debt management systems such as Commonwealth Secretariat-

Meridian offer tools for portfolio analysis, risk simulation, and public debt data

management.

2.4.2 Threats

l. Macroeconomic Volatility including Exchange rate depreciation, inflationary

pressures, and high domestic interest rates.

2. Limited access to concessional financing owing to exchange rate instabilities

arnidst high global interest rates on commercial facilities such as Eurobonds

and syndicated loans.

3. Reduced access to concessional finance increases refinancing risk.

4. Credit Rating Vulnerability including downgrades in Kenya's sovereign credit

rating have heightened investor risk perceptions, increasing borrowing costs.

5. Extemal and Geopolitical Shocks including global conflicts, commodity price

volatility, pandemics, and climate-related disasters continue to threaten fiscal

and debt stability.

6. Policy and Political Risks including shifts in political priorities or fiscal policy

direction may disrupt continuity in public debt management planning and

execution.

2.5 Gaps and Challenges

The analysis of Kenya's public debt management landscape reveals the following

critical gaps and challenges relevant to the formulation LMO Policy:

8
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l. Absence of a LMO Policy

There is no policy to guide the execution, oversight, and budgeting of LMOs,

resulting in fragmented and ad hoc liability management operations.

2. Inadequate technical capacity

The PDMO has inadequate staffing and integration tools necessary to plarl and

implement complex LMO transactions.

3. Weak inter-agency coordination

There is weak coordination between budgeting and public debt operationl

leading to non-provisioning of budget resources as LMOs are not embedded in

the fiscal framework, limiting operational readiness and financial transparpncy.

4. Incomplete integration of public debt management systems

The National securities depository system deployed at the CBK for issuanpe

and depository is not integrated with the CS-Meridian public debt managgment

system at the National Treasury. Fragmented data systems and weak

surveillance tools undermine information and timely decision-making.

5. Limited market stakeholder engagement

There is inadequate engagement with investors, and the public on LMO

intentions and outcomes, reducing confidence and participation.

6. Overlapping legal mandates between CBK Act and PFM Act (Function, [f rf,.
PDMO) in regards to delineation of mandate.

7. Fiscal and macroeconomic shocks such as exchange rate depreciation,

inflationary pressures, and high domestic interest rates increase the cost

servicing which has an impact on fiscal sustainability.

8. Low public Limited public understanding of LMOs and their

of debt

implications reduces stakeholder support and accountability for

management initiatives.

fiscal

debt

9
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CHAPTER THREE

POLICY STATEMENTS

3.1 Introduction

This chapter outlines the policy statements, and corresponding strategies to guide

implementation of LMOs. The policy statements respond to the gaps and challenges

identified in the preceding Chapter and are designed to strengthen relevant

govemment institutional capacity to manage LMOs in a systemic cost-effective,

transparent, and impactful manner.

3.2 Policy Statements

The following policy statements and strategies are formulated to address the key gaps

and challenges as identified in Chapter Two.

3.2.1 Policy Statement l: Establish LMO Policy and Legal Framework

Policy Direction:

The Government shall institutionalize a policy and legal framework to guide the

planning, execution, and reporting of LMOs in accordance with the Public Finance

Management Act, Cap 4l24 and international best practices.

Strategies:

l. Deploy a comprehensive Liability Management Operations Policy anchored in

law.

2. Review and amend relevant provisions of the Public Finance Management Act

Cap.4l2A to incorporate LMOs where required.

3. Establish clear governance structures for undertaking LMOs, including

approval procedures, accountability, and reporting and documentation

standards.

l0
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3.2.2Policy Statement 2: Strengthen Institutional and Technical Capacity

Policy Direction:

The Government shall provide requisite resources to strengthen institutional capacity

for effective planning, analysis, and execution of LMOs within the PDMO.

Strategies:

l. Establish a Liability Management Unit (LMU) within the Debt Policy, Strdtegy

and Risk Management Department to analyse debt portfolios, planningl and

inform budgeting for LMOs.

2. Provide continuous training for public debt managers on LMOs pricin5j and

market operations.

3. Acquire and deploy requisite analytical and risk modelling tools for debt

portfolio simulation and forecasting.

4. Develop internal operational manuals for LMO planning, execution, and post-

operation evaluation.

5. Learn from other PDMOs undertaking successful LMOs.

3.2.3 Policy Statement 3: Enhance Inter-Agency Coordination

Policy Direction:

The Govemment shall promote structured coordination between fiscal, budgetingl

monetary, and market actors to ensure coherence in public debt management.

Strategies:

l. Establish an LMO Committee within PDMO, with representation from relbvant

key units.

2. Develop an annual LMO Calendar of activities aligned with fiscal and nlarket

cycles.

3. Strengthen communication between the National Treasury, CBK, and nlarket

participants to enhance operational effi ciency.

ll
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4. Institutionalize LMO transactions in National budget estimates/fiscal

framework.

3.2.4 Policy Statement 4: Budgetary Provision for LMOs

Policy Direction:

The National Treasury shall budget for liability management operations within the

national budget and fiscal framework.

Strategies:

3.2.5 Policy Statement 5: Strengthen Data Management and Analytical Systems

Policy Direction:

The Govemment shall establish and maintain accurate debt service projections,

integrate, and deploy analytical capability to support evidence based LMO decision-

making.

Strategies:

l. Upgrade and integrate debt recording and management systems including

related debt maturity operations in the PDMO.

2. Establish a centralized public debt data warehouse in the PDMO to consolidate

domestic and extemal debt information.

rt () n rt ('l

l. A specific LMO vote line in the Annual Budget Estimates under the public

debt management shall be provisioned with adequate estimates every year.

2. Establish a LMO Account under the DG/PDMO at the Central Bank of Kenya

to handle proceeds and payments related to LMOs.

3. Integrate LMO financial requirements into the Annual Borrowing Plan (ABP)

and Medium-Term Expenditure Framework (MTEF).

4. Ensure all LMO-related expenditures and proceeds are ring-fenced and

reported transparently in public debt reports.

5. Align all LMO operations with public debt maturity profiles indicators and cost

characteristics of debt instruments.

t2



3. Automate risk analysis and debt sustainability assessments in PDMO.

4. Develop standardized templates for LMO reporting and monitoring.

I Institutionalize regular portfolio reviews and stress testing in the PDMO

3.2.6 Policy Statement 6: Strengthen Legal and Regulatory Framework

Policy Direction:

The Govemment shall ensure that the legal and regulatory framework adequately

supports public debt management and execution and oversight of LMOs.

Strategies:

l. Review existing public debt management laws to provide clear delineatibn of

functions between PDMO and fiscal agents.

2. Provide for funding of LMOs

3. Align LMO framework with intemational debt management standards and

practices.

3.2.7 Policy Statement 7: Enhance Stakeholder and Market Engagement

Policy Direction:

The Government shall promote regular engagement with investors, credit rating

agencies, and the public to improve market confidence and transparency.

Strategies:

l. Conduct regular consultations and forums with domestic and intemapional

investors.

2. Publish periodic LMO plans, progress reports, and post-operation summaiies.

3. Develop a Public Debt Market Communication Strategy to guide dissemination

of LMO information.

4. Maintain active engagement with debt market participants to dnsure

transparency is demonstrated in LMOs.

3.2.8 Policy Statement 8: Institutionalize Monitoring, Evaluation, and Learding

l3
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Policy Direction:

The Govemment shall establish a framework for monitoring and evaluating LMO

performance to ensure accountability, transparency, and continuous improvement

Strategies:

l. Develop Key Performance Indicators (KPIs) for evaluating cost and risk

outcomes of LMOs.

2. Publish evaluation findings in the Annual Public Debt Management Report and

Debt Statistics Bulletin.

3. Institutionalize post-operation reviews to capture lessons learned.

4. Build a knowledge repository within PDMO for future reference and leaming.

3.2.9 Policy Statement 9: Promote Public Awareness and Transparency

Policy Direction:

The Govemment shall enhance public understanding and support for LMOs through

proactive disclosure of information and communication.

Strategies:

l. Publish simplified summaries of debt management and LMO outcomes for

public dissemination.

2. Update the relevant debt related website with timely information on LMOs.

3. Engage the media, civil society organizations, and the general public to

improve fiscal literacy on debt operations.

4. Ensure all LMO activities are reported to Parliament and other public debt

oversight institutions.

14
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CHAPTER FOUR

LIABILITY MANAGEMENT OPERATIONS GUIDELINES

4.1 Introduction

This Chapter presents liability operations guidelines to ensure proper balance b

costs and risks of public debt maturity profile management.

etw

e
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4.2 Risk Management

PDMO will conduct regular DSA and update the MTDS regularly to ensur

overall borrowing for LMOs are within sustainability limits.

4.3 Liability Management Tools

The PDMO will employ liability management tools as per best practice to re-profile

public debt maturity structure including the following tools and techniqu"r, l*ong

others:

(a) Maturity restructuring including debt securities buy backs, switch

exchanges;

(b) Swapping fixed rate to floating rate debt and vice versa;

(c) Currency swapping;

(d) Use of a LMO account;

(e) Debt pre-payments; and

(f) Diversiffing currency liability of public debt.

4.4 Annual Borrowing Programme

The Annual Borrowing Programme will take into account the following in res

conducting LMOs:

(a) The maturity profile of the existing debt to avoid bunching up of maturi

(b) An assessment of the ability to refinance debt at a reasonable cost and

(c) The currency composition of existing debt;

eb and
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(d) The interest rate composition and interest rate composition for proposed debt;

and

(e) The need to avoid concentration risks.

16
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CHAPTER FIVE

INSTITUTIONAL AND IMPLEMENTATION FRAMEWORK

5.1 Introduction

This Chapter presents the institutional and implementation framework for the Policy

5.2 The National Treasury

The implementation of this Policy will be funded by the National Treasury in

collaboration with other relevant government agencies. The Policy will

be implemented through a Liability Management Unit and a LMO Committee tl,ithin

the PDMO.

5.3 Public Debt Management Office (PDMO)

The PDMO shall provide technical leadership in planning, executing, and monitoring

liability management operations. It shall develop strategies and operational guidelines

aligned with this Policy, the fiscal framework and the Medium-Term Debt

Management Strategy (MTDS).

5.4 Fiscal Agents

The Fiscal Agents of the Govemment will facilitate execution of LMOs

5.5 Parliament

The Parliament will provide oversight on the implementation of liability management

operations to ensure alignment with public debt management objectives.

5.6 Controller of Budget (CoB)

The Controller of Budget shall authorize withdrawals related to liability managpment

funding and ensure compliance with budgetary allocations and legal provisions.

t7
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5.7 Office of the Auditor-General (OAG)

The OAG shall Audit and report on all liability management operations undertaken to

ensure compliance with the Constitution, the PFM Act, and other applicable laws and

assess the efficiency and effectiveness of LMO transactions.

5.8 Office of the Attorney General and the Department of Justice

The Office of the Attomey General shall provide legal advisory services to the

National Treasury on all matters relating to liability management operations, including

compliance with national and international laws, and contractual terms governing

public debt.

5.9 Operational Procedures

The Public Debt Management Cffice shall establish a Liability Management

operations procedures.

(a) Parliament may enact any legislation necessary to enforce this Policy or

amendments to existing legisiation to align to this Policy.

(b) The National Treasury will review existing Regulations to ensure compliance

with the Policy.

(c) Where new rules and regulaticns are necessary to give force to the Policy, the

National Treasury will initiate the drafting of such rules and regulations in

accordance with the relevant laws.

5.11 Resources

The successful implementation of this policy will require adequate financial, human

capital and technical resources. This will ensure effective and efficient

implementation for desired policy outcomes. PDMO will mainstream the

implementation of this Poticy into the annual work plans and budget.

l8
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CHAPTER SIX

MONITORING, EVALUATION AND LEARNING

6.1 Introduction

Monitoring, Evaluation and Learning (MEL) are fundamental to the efbctive

implementation of Liability Management Operations (LMOs). The MEL framlwork

ensures that all activities undertaken under this policy are tracked, assessei, and

continuously improved, thereby reinforcing transparency, accountability, and public

trust in Kenya's public debt management. Through systematic monitorin! and

evaluation, the framework supports evidence-based decision-making and enabfes the

National Treasury and its partners to adapt to evolving challenges and opportunities.

6.2 Scope and Objectives

The MEL framework applies to all LMOs conducted under this policy, encofrryassing

the Public Debt Management Office (PDMO), the Liability Management Unit (LMU),

the standing Inter-Agency LMO Committee, and other relevant stakeholdeis. ' 
]

Its objectives are to: ]

. Monitor the implementation of LMOs against established targets and standards.

Evaluate the effectiveness, effrciency, and impact of LMOs on.public debt

sustainability.

Facilitate leaming and adaptation by systematically capturing and applying

lessons learned. 
l

Ensure timely, accurate, and transparent reporting to all stakeholders. 
i

l
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6.3 Institutional Arrangements

To ensure clarity and accountability, the MEL framework assigns distinct roles and

responsibilities to key institutions involved in the execution and oversight of LMOs.

The following matrix summarises these roles:

Principal

Secretary/TNT

6.4 Monitoring Framework

Monitoring is a continuous process, underpinned by a set of Key Performance

Indicators (KPIs) that reflect the objectives of the policy. These indicators include, but

are not limited to, average time to maturity, foreign exchange debt share, interest

savings, debt service reduction, and operational timeliness. Data for monitoring will

be collected from internal systems, transaction records, and extemal sources as

appropriate, and maintained in a centralised repository managed by the PDMO.

Automated dashboards and reporting tools will be utilised to track progress against

KPIs, flag deviations, and support timely management action. Regular reviews, at

Institution Role Key Responsibilities

RMD

Office)

(Front Transaction

Execution

Engages market participants, executes LMOs,

and provides operational data for monitoring.

DPSRM (Middle

Office)

Planning & Risk

Oversight

Designs and monitors LMOs, conducts risk

and cost modelling, and leads evaluation

processes.

DR&S

Office)

(Back Settlement

Compiiance

dt Verifies and reconciles transactions,

maintains records, and supports compliance

checks.

Executive

Oversight

Authorises LMOs, ensures strategic

alignment, and reviews MEL findings.

Cabinet

Secretary/TNT

Polici, APPro'ral Aporoves MTDS, LMOs, and policy changes,

and receives MEL reports.

Parliament

OAG

& Oversight Reviews MEL reports,

accountability and transparency.

ensunng
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least quarterly, will ensure that any emerging issues are identified and addressed

promptly.

6.5 Evaluation Framework

Evaluation provides an evidence-based assessment of whether LMOs are achieving

their intended outcomes efficiently, effectively, and sustainably. The MEL framelvork

incorporates internal self-assessments, external independent evaluations, and

participatory reviews involving key stakeholders. Evaluations will consider crflteria

such as relevance, effectiveness, efficiency, impact, and sustainability. 
l

Formal evaluations will be conducted annually, with mid-term and end-term reyiews

as appropriate. Independent evaluations will be commissioned at least every five fears,

or in response to significant policy changes. The compliance checklist, as detaiLd in

Annex 2, will be systematically applied to all LMOs, with results reviewed by the

DPSRM and reported to oversight bodies.

6.6 Reporting and Feedback

Timely and transparent reporting is central to the MEL framework. Reports will be

prepared and disseminated as follows:

LMO Transaction Plans and Debt Reports will be produced within 14 ddys of

each transaction and shared with Fiscal Agents, the Cabinet SecretaryA'{a[ional

Treasury & Economic Planning (CSA{TEP), and published online.

Quarterly LMO Reports will be submitted to the Principal SecretaryA'{alional

Treasury @SA{T), CS/NTEP, Parliament, the Office of the Auditor-Goneral

(OAG), and made available to the public.

The Annual Debt Management Report, including a dedicated LMO clapter,

will be presented to Parliament, the OAG, and the public.

Disclosure and dissemination activities will occur quarterly or as nJeded,

targeting market participants, the official website, and media outlets.

2l
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Stakeholder engagement is integral to the MEL process. Feedback from investors, the

public, and other stakeholders will be systematically collected through surveys,

forums, and consultations, and incorporated into MEL activities. Where monitoring or

evaluation identifies underperformance or risks, the PDMO will develop and

implement conective action plans, with progress tracked and reported.

6.7 Learning and Knowledge Management

Leaming is embedded within the MEL framework to ensure that insights and lessons

from LMO activities inform future policy and practice. The PDMO will maintain a

digital knowledge hub to document processes, decisions, evaluations, and lessons

leamed. Regular debriefs, peer exchanges, and technical workshops will foster

continuous leaming and adaptation. Lessons leamed will be integrated into policy

updates, operational manuals, and future LMO planning. The PDMO will also

benchmark MEL practices against international standards and peer countries, adopting

best practices as appropriate.

To maintain relevance and effectiveness, the LMO Policy will undergo

comprehensive review at least every five years, or earlier if triggered by significant

changes in the legal, regulatory, or operational environment. These reviews will be

informed by MEL findings and stakeholder feedback, ensuring that the policy remains

responsive to Kenya's evolving public debt management needs.
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Annex 1: KPI Matrix

Annex 2: Compliance Checklist

ANNEXES

Baseline Target FrequencyIndicator Category

QuarterlyRisk 9 years > l0 yearsAverage Time

to Maturity

QuarterlyRisk 5 years > 6 yearsAverage Time

to Refixing

52% < 45Yo QuarterlyDebtFX

Share

Risk

Per LMOCost Varies Positive

savings

Interest

Savings from

LMOs

AnnualVaries Measured

reduction

Debt Service

Reduction

Fiscal

Per LMO95% 100yi,Settlement

Timeliness

Operational

Compliance

Requirement

YesAIo Comments

Approval from LMU

Risk analysis completed

PS/CS approval obtained

(where required)

rt rt ('l () () (^t
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Compliance

Requirement

Yes/1.{o Comments

Market

conducted

sounding

Operational procedures

followed

Settlement completed on

time

Post-Operation

Evaluation done

Reports submitted

time

on

Annex 3: Definition of Key Terms

Definition

Liability Management

Operations (LMOs)

Strategic financial transactions undertaken by the

Govemment to optimize the cost, risk, and structure of

the existing public debt portfolio. LMOs include

buybacks, switches, re-profiling, and debt exchanges

aimed at improving debt sustainability.

Liability Management

Operations Policy

(LMOP)

A formal government policy framework that outlines

the principles, procedures, and governance structures

for planning, executing, and monitoring LMOs in

alignment with fiscal and debt management strategies

Public Debt All financial obligations incurred by the Government

through borrowing from domestic and extemal sources,

including Treasury bills and bonds, syndicated loans,

bilateral and multilateral loans, and Eurobonds.

24
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Term Definition

Ia tiaUility management operation where the
I

Govemment repurchases its outstanding debt securitips

before maturity to reduce future debt service

obligations.

Debt Buyback

A transaction where holders of existing debt

instruments exchange them for new instruments with

different terms, such as maturity or interest rate, to

manage refinancing risks.

Debt Switch

Debt Exchange A process where existing debt instruments are

exchanged for new ones, often with modified terms,

optimize the debt portfolio's cost-risk profile.

l"

A rolling three-year strategy developed by the Natio

Treasury that guides borrowing decisions to meet

financing needs at the lowest cost and prudent risk

levels.

I

l"

A yearly operational plan that outlines the

Govemment's borrowing activities, instruments, and

timelines, aligned with the MTDS and fiscal

framework.

Annual Borrowing Plan

(ABP)

Debt Sustainability

Analysis (DSA)

A forward-looking assessment of a country's ability to

meet its current and future debt obligations without

requiring debt relief or accumulating arreulrs.

I The schedule of principal repayments on public debt

over time, indicating the timing and magnitude of

refinancing needs.

Debt Redemption Profile

Fiscal Space The budgetary room available to undertake

discretionary spending without compromising fiscal

sustainability or breaching debt thresholds.

A specialized Directorate within the National Treasu/y

responsible for managing Kenya's public debt

Public Debt Management

Office (PDMO)
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Term Definition

portfolio, including planning, execution, and reporting

of LMOs.

Liability Management

unit (LMU)

Debt Instruments Financial contracts through which the Government

borrows funds, including Treasury bills, bonds,

syndicated loans, and multilateral or bilateral credit

iacilities.

Debt Portfolio

Optimization

The process oi adjusting the composition and structure

of public debt to achieve an optimal balance between

cost and risk.

The risk that the Government may not be able to roll

cvei ilaturing debt at reasonable cost or terms due to

market conditions or fiscal constraints.

Refinancing Risk

Debt Service

Consolidated Fund

Cost-Risk Trade-Off

Annex 3: Summary SWOT Table

The balance between minimizing debt service costs and

managing exposure to risks such as interest rate,

exchange rate, and refinancing risks.

The payment of interest and principal on public.debt as

it becomes due.

'Ihe central account into which all revenues are

deposited and from which all public expenditures,

including debt service, are made.

Category Key Factors

Strengths . Robust legal and institutional framework.

. Skilled and experienced PDMO staff.

. Integration with fiscal and monetary policy.

. Established transparency and reporting mechanisms. . Existence of

26
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Category Key Factors

MTDS and borrowing policy frameworks

Weaknesses . No formal LMO policy or operational framework

. Limited technical capacity

. Lack of dedicated LMO budget lines.

. Weak coordination among key institutions.

. Data and analytical limitations.

. Minimal stakeholder engagement.

Opportunities . Scope for debt portfolio optimization.

. Expanding domestic bond market.

. Access to technical support from intemational partners

. Ongoing fiscal and regulatory reforms.

. Availability of modern debt management technologies.

Threats . Macroeconomic instability and global financial volatility.

. Limited fiscal space and high debt servicing costs.

. Credit rating downgrades and investor scepticism.

. External economic shocks and global uncertainty.

. Political risks affecting policy continuity.

Annex 3: Summary Table: Link Between Gaps, Policy Statements, and Stratpgies

Identified Gap Policy Statement Key Strategies

Absence of formal

LMO framework

Establish a formal LMO

policy and legal

framework

Develop LMO Policy, amend f
Act, define governance

approval structures

FM

and

Limited

institutional

capacity

Create LMO Unit, training, 
lools,

and operational manuals

Weak coordination Enhance inter-agency

coordination

Establish LMO Committee, a+nual

calendar, structured communication

Lack of budget

allocations

Provide dedicated

budgetary resources

Introduce LMO budget line, CBK

multi-currency account

t.'
() CI (r () rt

Strengthen institutional

and technical capacity
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Identified Gap Policy Statement Key Strategies

Data and analytical

gaps

Strengthen data

management systems

Integrate systems,

analysis, centralize data

Incomplete legal

coverage

Strengthen legal and

regulatory framework

Update legislation, define LMO

instruments, audit standards

Limited

stakeholder

engagement

Enhance market and

investor engagement

Regular consultations, investor

reports, communication strategy

Fiscal constraints Use LMOs to manage maturities,

align with DSA and MTDS

Weak monitoring

and evaluation

Institutionalize M&E and

learning

KPIs, mid-term and end-term

evaluations, post-operation reviews

Low

awareness

public Promote transparency and

communication

Publish dashboards, summaries,

and engage public stakeholders

28
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February 19,2026

Mr. Samuel Njoroge, CBS

Clerk of the National Assembly
Parliament Buildings
Nairobi, Kenya

a
c-r:'
,9o

.,)

These recommendations are intended to support the Committee's ongoing oversight mandate and
deliberations on debt sustainability, fiscal discipline, and institutional reforms. In particular, we
believe the proposals provide practical, actionable pathways that may enrich the Comrlnittce's
review processes and policy considerations relating to ntediunr-temr debt managenlent.

NDI would welcome the oppornrnity to formally present and elaborate on these proposalp before
the Cornmittee during the hearings on the Medium-Term Debt Managenrent Strategy (MTilSy. We
remain available to engage ftlrther and provide any technical clarification the Conrmit
require.

qee may

Yours Sincerely,

O-e*t

Dear Mr. Njoroge,

RE: bmission f Fiscal Gov rnance P li Reform Pro osal to the Pu ti bt and

The National Democratic Institute respectfully submits the attached Fiscal GovernancJ
Reform Proposals. The proposals are structured along the budget cycle and seek to strp
fiscal transparency, debt govemance, legislative oversight, and accountability mechanisms
with constitutional principles and public finance frarneworks.

Policy

ngthen

in line

Dennis Onrondi

Country Director, NDI Kenya
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Scctiorr I: lirccu tivc Sunrnrarr'
Kenya's fiscal governance challenge extends beyond technical inefticiencies in budgeting
or debt managernent. It reflects a structural failure to ernbed transparency, meaningful
participation ofcitizens and oversight by their representatives, accountability, and
coordination across the entire budget cycle. Despite a robust legal framework anchored in
the constirution of Kenya (Articles 201123) and the Public Finance Management (PFM)
Act (2012), persistent weaknesses in fiscal oversight and institutional independence have
entrenched a cycle ofopacity and fiscal indiscipline. This document synthesizes findings
frorrr the Citizen's Governance and Corntption Diagnostic (wrpublished, forthcoming
2025), The People's Audit: Reclaiming Kenya's Fiscal Sovereignty (Okoa Uchumi
Coalition, 202 5) , analyses of the Political Economy Analysis of Public Debt in Kenya and
the Role of Parliament in Public Debt Oversigh, by the National Democratic Institute
(NDI), the Controller of Budget (CoB) the Office of the Auditor General (OAG) reports,
and the Intemational Monetary Fund (lMF) among other sources. It adopts a budget cycle
approach to diagnose systemic governance gaps and outline actionable reforms that can
realign fiscal management with Kenya's constitutional vision of transparency, equity, and
accountability.

Kenya's fiscal govemance is as much political as it is economic. Beyond weak systems and
capacity gaps, fiscal instirutions have been progressively captured by elite networks that
conflate political authority with control over public resources.r This capture is evident in
the appointment and resourcing of oversight offices, the selective enforcement of audit
findings, and the use ofpublic debt and budget discretion to reward loyalty and entrench
executive dominance. The Citizen's Govemance and Com:ption Diagnostic (2025), The
People's Audit (2025), and NDI's Political Economy Analysis (2025) converge on the
finding that these political distortions, not merely technical inefficiencies, are the root cause
of Kenya's fiscal indiscipline. Any sustainable reform agenda must therefore focus on
redistributing fiscal power, securing institutional autonomy, and neutralizing the incentives
that sustain political capture.

l. Budget Formulation: Weak Transparency and Fiscal Planning
Fiscal policy formulation remains opaque and fragmented. The National Treasury's Budget
Policy Statement (2024) and Medium-Term Debt Management Strategy (2024-2028)
highlight persistent weaknesses in debt planning and limited integration between fiscal and
monetary policy. Kenya's debt stock reached approximately 73 percent of GDP by mid-
2024,well above the 55 percent sustainability threshold under the PFM Regulations and the
East African Contmunity convergence ceiling of 50 percent.2

At the formulation stage, public participation remains perfunctory and inconsistent, with the
absence of a national-level public participation law. The NDI Political Economy Analysis
(2025) finds that fiscal decisions are frequently shaped by short-term political incentives,
with pre-election borrowing and discretiorlary tax exemptions distorting macroeconomic
planning.3 The People's Audit (2025) on the other hand, documents opacity in loan
contracting, sovereign guarantees, and pending bills which are estimated at over KSh 630

l National Democratic Insrilute (NDI). (2025). Kenya's Public Debt Crisis: A Political Economy Analysis.
2 Central Bank of Kenya (CBK). (2024). Quarterly Economic Revierv, June 2024. Nairobi: CBK; Narional
Treasury and Economic Planning. (2024). Medium-Ternl Debt Managemenr Strategy 2024-2028.
3 National Democratic lnstitulc (NDI). (2025). Kenya's Public Debt Crisis: A Political Economy Analysis.
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billion, yet renrain excluded tionr official debt statistics, obscuring Kenya's true fisca
exposure.a

Policy Implications: Strengthen transparency in debt planning by mandating the
publication of pre-budget documents (BROP, BPS, MTDS, DSA) in machine-readablp
fomrats, require and publish the accompanying public participation reports under Seciions
35(2), 207 , and 125(2) of the PFM Act and the cost-benefit analyses for tax incentives
under Section l3(2) of the Incone Tax Act, and instirutionalize structured public
participation and oversight by citizens and their representatives according to the timel
in the PFM Regulations.

Ilcs

2. Budget Approval: Weak Legislative Oversight and Executive Dominance
Parliament's constifutional role in budget approval has been undermined by excesstve

executive discretion and limited technical capacity. The repeated abuse of Article 223 for
supplementary spending has allowed the Executive to reallocate billions without priol
parliamentary authorization, thus weakeningits"porver of the purse.s" The Controllei of
Budget (2024) reports that Article 223 approvals increased by 36 percent inFY 2023124,
largely for recurrent expenditure

The NDI study on the Role of Parliament in Public Debt Oversight (2022) highlights aps

in loan ratification, weak enforcement of Section l5(2Xd) of the PFM Acl, and limited
political economy analysis capacity within the Public Debt Management Office (PDII{O)
and the Parliamentary Budget Office (PBO) to scrutinize borrowing and contingent
liabilities.6

Policy Implications: Arnend Section 7 of the PFM Act and the PFM regulations a0(t) to
require the Budget and Appropriation Committee to consider and approve all consolidated
requests for expenditure by MDAs under Article 223; Amend the PFM Act and Standing
Orders to cap Article 223 expenditures at l0 percent ofthe voted budget and require
ratification within l4 days; provide for corrective mechanisms that kicks in autornatichlly in
case of violations of the l0 percent cap; strengthen DMO's autonomy and grant the body
statutory access to the National Treasury datasets; mandate pre-disbursement parliamfntary
approval for new loan agreements and clarify the implications for loan validity for faifure to
obtain parliamentary approval; and amend Central Bank Act to require issuance of
domestic debt (treasury bills and bonds) through publicly accessible platforms like
teleconrmunications digital platforms and at lowest face value to enhance public
participation in the domestic debt market.

3. Budget Execution: Unpredictable Revenues, Fiscal Indiscipline and Weak Control
Systemi
Most distortions of the budget occur during execution largely as a result of unpredictable
and inconsistent budget financing, fiscal indiscipline and weak controls. The Controller of
Budget's Annual Report (2024) notes persistent cash flow mismatches, accumulation of

a Controller of Budgct (CoB). (202a). Annual Report for the Financial Year 202312024. Nairobi: Offic
Controller of Budget; Okoa Uchumi Coalition. (2025). The People's Audit: Reclaiming Kenya's Fisca

Sovereignty. Nairobi: Okoa Uchumi Coalition.
s Constitution ofKenya (2010), Arricle 223; Controller ofBudget (CoB). (2024). Annual Report.
5 National Democratic Institute (NDI). (2022). The Role of Parlianrent in Public Debt Oversight in Ke
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Policy Implications: Enforce commitment control through the full integration of IFMIS
across all MDAs and SOEs; amend the Public Audit Act (20 t 5) to introduce enforcement
deadlines for audit follow-up; and strengthen the Auditor-General's role in ppp and
privatization audits by inserting a new Section 45A in the privatization Act (2025) to
mandate independent verification ofasset valuations and VfM analyses.

4. Budget Evaluation: Weak Accountability and Learning Mechanisms
The evaluation phase remains the least institutionalized component of Kenya's fiscal
governance framework. The Public Accounts Committee (PAC), the Public Investments
Cornmittee (PIC) and the Public Debt and Privatization Committee (PDPC) lack dedicated
investigative budgets, and their reconrmendations often lapse without any executive
response.l0 In addition, the Auditor-General has no statutory power to compel
implementation of recommendations. The EACC's Asset Recovery Report (2023) confirms
that limited inter-agency coordination and delayed prosecutions undercut deterrence. ll
Moreover, Kenya's engagements with international financial institutions (lFIs) continue to
prioritize fiscal consolidation targets such as revenue mobilization, expenditure
rationalization, and debt service reduction over govemance and accountability reforms. The
IMF's 2024 Article IV Consultatiott and the World Bank's Development Policy Operation
II (2024) contains few binding govemance or transparency benchnrarks beyond standard
debt disclosure clauses. | 2

Further, conditionalities related to public financial management focus largely on
quantitative outcomes rather than institutional integrity, neglecting issues such as audit
follow-up, procurement transparency, and citizen oversight.l3 Consequently,
macroeconomic stabilization has advanced in a governance vacuum, where fiscal balances
improve temporarily while structural weaknesses such as elite capture, opaque borrowing,
and weak enforcenrent still persist. Without integrating govemance conditionality into IFI-
supported programs, Kenya's fiscal reforms risk remaining extemally compliant but
domestically unsustainable.

alrears, and poor conttnitment control.T The Auditor-G eneral (2023) similarly observes that
less than 25 percent of prior-year audit recornmendations are inrplemented, with no
statutory deadlines for compliance or follow-up.8

Govemance failures in State-Owned Enterprises (SOEs) and Public-Private Partnerships
(PPPs) have compounded Kenya's fiscal risk. The people's Autlit (2025) documents the
absence of pre-financial-close value-for-Money (vfM) assessments, as well as off-IFMIS
operations among several SoEs, leading to accumulation of hidden liabilities.e

7 Controller ofBudger (CoB). (2024). Annual Reporr.
8 Office of the Auditor-General (OAG). (2023). Annual Report for the Financial y ear 2022/2023.
9 okoa Uchumi coalition. (2025). The People's Audir: Reclaiming Kenya's Fiscal Sovereignty.
10 Parliament of Kenya - Public Accounts Committee (PAC). (2023). Report on the Examinarion of the
Auditor-General's Reports for National Covernment, Fy 2O2O/2021 .
11 Ethics and Anti-Comrption Commission (EACC). (2023). Performance Report on Asset Recovery and
Return of Comrptly Acquired Assets.
12 lnternalional Monerary Fund (lMF). (2024\. Kenya: 2024 Article IV Consultation-Staff Reporr.
13 World Bank. (2024). Kenya Dcvelopnrent Policy Operation II: Fiscal Sustainability and Service Dclivery

4



Policy Implications: Amend the Public Audit Act to create a centralized digital Audil
Recomnrendation Tracking Framework accessible to all oversight institutions; Arnend
Section 68 of the PFM Act (2012) and insert a new Section 48A into the Public Audit Act
(2015) to cont'er expanded enforcement powers; allocate funding to oversight institutlons
(OAG, CoB and EACC) as a direct charge on the Consolidated Fund to enhance
independence and insulate against instigated instability, interference, capture and
weaponization; and embed Govemance Performance Indicators (GPIs) for instance tlle
World Bank's Worldwide Governance Indicatorsra in fuhrre IMF and World Bank
progranls, with early inclusion of civil society and parliamentary actors in their progrpnl
design.

conclusion l

Across the stages of the budget cycle, Kenya's fiscal governance deficits are mutualljr
reinforcing: opacity in formulation, weak legislative control in approval, fiscal indisclpline
in execution, and inadequate accountability in evaluation. The reform agenda outlineh in
this document calls for structural realignment of fiscal authority, legally enforceable 

l

transparency, and institutional autonomy. Only through coordinated legislative, 
l

institutional, and citizen-led oversight can Kenya achieve fiscal sustainability groun(ed in
constitutional integrity and public trust

Section ll: Problenr Stateurent nnd Gaps
Kenya's fiscal govemance challenges manifest throughout the public finance rnanagement
cycle, from planning and formulation to execution and audit. While the country's
constitutional and statutory frameworks establish strong principles of transparency,
accountability, and fiscal responsibility, persistent implementation gaps and weak in
institutional coordination have produced a structurally fragile fiscal ecosystem. The
cumulative effect is a governance architecture that privileges executive discretion,
dirninishes parliamentary oversight, and limits citizen accountability.

t

l. Budget Formulation: Fragmented Planning and Limited Transparency
Budget formulation remains characterized by fragmented fiscal planning, opaque debt
management, and limited citizen participation. The National Treasury's Budget Poliby
Statement (BPS 2024) and Medium-Tenn Debt Management Strategy (MTDS 202412028)
identify persistent nrisalignments between fiscal and monetary policy, weak integration of
debt data, a-nd inadequate linkages between borrowing decisions and development
outcomes.l5 The absence of a centralized, single, verifiablc public debt and liability jregister

inclusive of all levels of government and SOEs fronr domestic and foreign sources
continues to obscure Kenya's true fiscal exposure.

The Controller of Budget (2024) estimates pending bills at over KSh 630 billion by June

er-

732024, while the IMF 2024 Arlicle IV Consultation places total public debt at roughl
percent of GDP, exceeding national and regional thresholdsr6. Despite this, debt
accumulation and loan contracting renrain largely executive-driven, with linrited ex

I
allte

scnrtiny or cost-benefi t evaluation

1a https://www.worldbank.orglen/publication/rvorklwide-governance-indicators
15 National Treasury and Economic PIanning. (2024). Meclium-Term Debt Management Strategy 2q24-2028
16 Controller of Budget (CoB). (2024). Annual Reporl for the Financial Year 2023/2024. Nairobi: doB;
International Monetary Fund (lMF). (2024). Kenya: 2024 Article IV Consultation Report (lMF Couhtry
Report No. 241156).



Public participation in fiscal policy rernains perfunctory. The NDI Political Econonry
Analysis (2025) finds that pre-budget consultations are often conducted post-factum, with
limited feedback integration and weak representation of marginalized groupslT. Similarly,
Tlre People's Audit (Okoa Uchumi Coalition, 2025) documents that fiscal transparency
tools such as the Budget Review and Outlook Paper (BROP) and County Fiscal Strategy
Papers are frequently published without public commentary periods, thus undermining
constitutional requirements for inclusivity.ls

The NDI study on Parliament's role in debt oversight (2022) reveals that legislators often
receive incomplete or delayed information on loan agreements, limiting nreaningful debate
or amendrnent.20 Parliament's failure to enforce Section l5(2)(d) of the PFM Act (20t 2),
which requires ceilings on public debt, further weakens fiscal discipline. Additionally, the
Parliamentary Budget Office (PBO) remains under-resourced and lacks statutory access to
detailed Treasury datasets, thus constraining their evidence-based analysis.

3. Budget Execution: Fiscal Indiscipline, Procurement Irregularities, and Weak
Control Systems
Fiscal execution is harnpered by weak expenditure controls, procurement opacity, and poor
enforcement of audit findings. The Controller of Budget's Annual Report (2024) notes
repeated deviations between approved and actual expenditures, including irregular
virements 

-unauthorized 
reallocations of funds across budget lines, persistent cashflow

mistnatches, and accumulation of arrears2l. Similarly, the Auditor-General's Annual Report
(2023) indicates that fewer than 25 percent of prior-year recommendations were fully
implemented, with no statutory timelines or sanctions for non-compliance.22

Procurement and SOE governance remain high-risk areas. The People's Audit (2025)
identifies widespread non-disclosure ofPublic-Private Partnership (PPP) contracts and
Value-for-Money (VfM) assessments, while the EACC (2023) documents persistent audit
irregularities and weak enforcement of the Public Procurement and Asset Disposal Act
(2015).21 These failures reinforce fiscal indiscipline and encourage accumulation of
contingent liabilities outside the national accounts.

4. Budget Evaluation: Weak Accountability, Learning, and Enforcement Mechanisms

17 National Democratic Institute (NDl). (2025). Kenya's Public Debt Crisis: A Political Economy Analysis
18 Okoa Uchumi Coalition. (2025). The People's Audir: Reclaiming Kenya's Fiscal Sovereignty.
19 Controller of Budget (CoB). (202a). Annual Report.
20 National Democratic Inslitute (NDI). (2022). The Role of Parliament in Public Debt Oversight in Kenya.
21 Controller of Budget (CoB). (2024i1. Annual Report.
22 Office of the Auditor-Ceneral (OAG). (2023). Annual Report for the Financial Year 202212023.
23 Ethics and Anti-Conuption Comnrission (EACC). (2023). Performance Report on Asser Recovery and
Rcrurn of Comrptly Acquired Assets. Nairobi: EACC; Okoa Uchumi Coalition (2025). The People's Audit.
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2. Budget Approval: Executive Dominance and Weakened Legislative Oversight
The approval stage has been progressively undennined by excessive executive discretion,
particularly through misuse of Article 223 of lhe Constitution, which allows for post-
expenditure regularization of supplementary spending. The Controller of Budget (2024)
reports that Article 223 expenditures rose by 36 percent inFY 202312{ mostly for recurrent
items, reflecting systemic bypass of parliamentary authority.le



The evaluation phase, which is intended to close the accountability loop. remains the least
institutionalized component of the budget cycle. The Public Accounts Committee (Pab)
and Public lnvestments Comurittee (PIC) face chronic underfunding and Iack of
investigative capacity, resulting in limited tbllow-up on audit reports.2a The Auditor-
General has no statutory power to compe[ implementation of recommendations, while the
ODPP and EACC face coordination bottlenecks that delay prosecution of fiscal offenc;s.25

At the intemational level, IMF and World Bank programs continue to emphasize macro-
fiscal consolidation without binding govemance conditions. The IMF 2024 Anicle IV
Report and World Bank DPO Il (2024) both note progress on fiscal consolidation targcts
but linrited traction on transparency refomrs.26 As a result, Kenya's stabilization progr{ms
often tail to address the underlying governance deficits that drive tiscal vulnerabilities.

(jross-(lu tting'l'hcrncs
Kenya's fiscal governance deficits stem from four structural dynamics that cut across qll
stages ofthe budget cycle, from formulation and approval to execution and evaluation.

At the center lies the concentration of fiscal power within the Executive, which has

produced a budget system heavily driven by administrative discretion rather than rule-based
oversight. This inrbalance enables recurrent deviations from approved budgets and limi]ts
Parliament's capacity to exercise its constirutional control over public tjnances.

Institutional asymmetry compounds the problem: oversight bodies such as the Office of
the Auditor-General(OAG), Controller of Budget (CoB), and the Ethics and Anti-
Comrption Commission (EACC) operate under resource constraints and intermittent
funding releases from the very institutions they are mandated to monitor. The resulting
dependency undermines their operational independence and weakens enforcement ofarfOit
findings and fiscal discipline.

Persistent information opacity further erodes accountability. Fiscal data across the
National Treasury, OAG, CoB, Central Bank of Kenya (CBK), and the Public Procurenpent

Regulatory Authority (PPRA) remain fragmented and non-interoperable, producing
inconsistencies between reported debt, expenditure, and procurement data. The Controller
of Btrdget's Annual Report 2023/24 and the OAG's Auclit Report 2023 bothhighlight g{ps
in data sharing that impede real-time rnonitoring and public disclosure of fiscal risks.27

Finally, political capture of fiscal institutions remains the underlying driver of these
governance failures. The National Democratic Institute's Political Economy Analysig
(2025) shows that fiscal decisions, including borrowing, spending reallocations, and prdject
prioritization are routinely shaped by short-term political incentives rather than evidencg-
based policy or constitutional principles2s. This capture extends to appointments in key

24 Parliament of Kenya - Public Accounts Committce (PAC). (2023). Report on the Examination of the

Auditor-Ceneral's Reports for National Government, FY 2020/2021 .

2s Office ofthe Director of Public Prosecutions (ODPP). (2023). Annual Perfornrancc Report.
26 lntemational Monetary Funcl (lMF). (2024). Kenya:2024 Article IV Consultation Report (lMF Cor.rnt

Report No. 241156); World Bank. (2024). Kenya Development Policy Operation II: Program Document.
27 Office olthe Controller ofBudget (2024). Annual Reporl for the Financial Year 2023/24.

"l

d
28 National Denrocratic Institutc (NDI) (2025). Kenya's Public Debt Crisis: A Political Econorny Analysi
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fiscal and procurement institutions and selective enforcement ofoversight reports,
reinforcing a system ofelite-driven fiscal control.

Together, these dynamics form a mutually reintbrcing cycle of opacity, weakened
oversight, and fiscal indiscipline. Breaking this cycle requires more than procedural
reforms; it demands a political recalibration of Kenya's fiscal govemance architecture that
embeds transparency, autonomy, and accountability throughout the budget process.

Scctiorr I I l: l'olic1' Rclbrnrs ln<l Reco nr rtrcn rtutions
Kenya's fiscal reform agenda must move beyond fragmented interventions toward a
systernic recalibration of the public finance management architecture. The overriding
objective being to restore constitutional fiscal balance by embedding transparency,
accountability, and citizen participation across every stage ofthe budget cycle. Achieving
this requires more than technical adjustments; it demands the insulation of fiscal institutions
from political interference and the rebalancing of power among the Executive, Parliament,
and independent oversight bodies. Unless the structural incentives that sustain capture are
addressed, technical reforms will remain superficial.

The policy nleasures outlined below therefore target both the institutional and political
detemrinants of Kenya's fiscal govemance deficits, translating diagnostic findings into
actionable and enforceable reforms.

1.2. Introduce a Tax Incentive Governance Framework. Amend sectiort l3(2) of the
Income Tax Act (Cap. 470) to require parliamentary ratification and publication of all
tax exemptions, supported by annual Tax Expentliture Reviews by the National Treasury
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1. Budget Formulation: Strengthening Fiscal Transparency, planning, and
Participation

Kenya's fiscal planning and debt management processes require a shift from executive-
centered discretion to a transparent, data-driven, and participatory model.

Policy Reform Actions
l.l. Establish a National Debt and Liability Register. Amend the pFM (National

Government) Regulations (2015) to mandate 30-day public disclosure of all loan
contracts, guarantees, and pending bills of national and subnational governments and
SoEs. The register should provide information regarding: the lender identity; the
amount of loan (currency and drawdown schedule); the beneficiary; the use of
proceeds; guarantee and guarantor; interest payable (including any formula); method of
repayment (including currency); fees payable and to whom (management, comnritment,
arrangement, etc.); rnaturity; structure; amount and details of any collateral; evcnts of
default (particularly government (EoD); termination clauses including any formulas for
calculating termination payments; confidentiality clauses details; goveming law of the
agreement; the extent of the waiver of sovereign immunity; dispute resolution
mechanisms; all conditions precedent to the loan (any legal opinions, parliamentary
approval, etc.), and other relevant data.The register should be in a digital format,
searchable, and interoperable with IFMIS and the Treasury's Debt Management office
systems.



in consultation with the Kenya Revenue Authority.2e

1.3. Institutionalize Public Participation. Enact a Public Participation Act to
operationalize Article l0 and Section 207 of the Constitution by defining minimurlr
standards, timelines, and feedback obligations for all stages ofthe fiscal policy cycle.
The Act should require the National Treasury and Parliament to publish consultatibn
notices and post-feedback reports for key budget documents, including the Budget
Poliq' $1a1s1,rent (BPS), Mediunr-Ternt Debt Managenent Strateg, (MTDS), and
Budget Review, Outlook Paper (BROP), Progranme Based Budget, Division of
Reventre Bitt/Act ancl Finance Acl to el'lsure nreaningful citizen engagement and
accountability.

1.4. Integrate Debt Sustainability Analysis (DSA) with Development Planning. Afign
the MTDS and Mediwn-Tern Expendilure Franrcwork (MTEF) processes to ensurb

borrowing is explicitly linked to programmatic outcomes and the Public Investrnept
Management framework.

2. Budget Approval: Restoring Legislative Oversight and Fiscal Accountability
The balance of fiscal power nlust be restored to Parliament to reinforce the constitutidnal
"power of the purse" and strengthen pre-disbursenrent accountability.

Policy Reform Actions
2.1. Limit Executive Discretion under Article 223. Amend Section 7 of the PFM A[t and

the PFM regulations 40(2) to require BAC to consider and approve all consolidatgd
requests for expenditure by MDAs under Article 223. Amend the PFM Act (2012) and
Parliament's Standing Orders to cap Article 223 expenditures at l0 percent of the
approved budget and require ratification within l4 days. Finally, Amend Sections 44
and 135 of the PFM Act to provide for corrective mechanisms that kickstn
automatically in case of violations of the llYo cap

2.2. Strengthen Debt Management Office (DMO) and Parliamentary Budget Ofllce
(PBO) capacities. Enact Public Debt Management law to strengthen independen(e of
DMO. Enact PBO (Amendtnent) Regulatiorr.s granting the PBO statutory access to
Treasury's debt and expenditure data. Expand staffing and budgetary allocation fdr both
institutions for fiscal analysis, debt modelling, and risk assessnlent.

2.3. Mandate Pre-disbursement Loan Ratification. Operationalize Article 2l I of tfe
Constitution through a legislative amendment requiring parliamentary approval piior to
loan signing or guarantee issuance, supported by a public disclosure requirement pn the
Treasury website detailing all relevant loan information as provided in policy reform
action l.l above.

2.4. Build Fiscal Policy Literacy in Parliament. Establish a dedicated Parliamentary
Fiscal Institute under the Parliamentary Service Commission (PSC) to train MPs and

courmittee staff on debt sustainability, fiscal risk, and PFM oversight.

29 Section l3(2) ofthe Income Tax Act (Cap.470) empowers the Cabinet Secretary for the National Tlearury
lo grant tax exernptions by Gazette notice. This discretion, while intended to facilitate investment, has led to
inconsistent application and significant revenue losses. The proposed amendment inlroduces a rule-ba$ed
approval and revierv mcchanism aligncd with OECD and IMF best practices on tax expendilure govcTancc,
cnsuring transparcncy, parliamentary ovcrsight, and equity in incentive administration.

I



3. Budget Execution: Enforcing Fiscal Discipline and Institutional Integrit-v
Execution reforms should focus on closing leakages, strengthening commitment controls,
and ensuring that every shilling spent delivers measurable value for money.

Policy Reform Actions:
3.1. Strengthen audit enforcement. Amend Sectiott 68 of the PFM Act (2012) and insert a

new Sectiott 48A inthe Public Audit Act (2015) to provide statutory deadlines and
sanctions for failure to implement audit recommendations. Develop a public digital
audit-tracking dashboard managed by the Office of the Auditor-General.

3.2. lntegrate SOEs and PPPs into fiscal reporting. Enforce IFMIS and TSA compliance
across all SOEs; amend the Public-Pt'ivate Partnerships Act (202 l) and Prit,atizatiott
Act (2025) to require pre-financial-close Value-for-Money
(VfM) assessments by the Auditor-General for all projects
>KSh 5 billion.3o

4. Budget Evaluation: Institutionalizing Accountability, Learning, and IFI
Governance Reforms

Fiscal evaluation needs to evolve from ad-hoc reporting to a continuous, data-driven
accountability mechanism that infonns future policy cycles.

30 The proposed KSh 5 billion disclosurc threshold reflects a calibrated transparency benchmark consistent
with Kcnya's cvolving fiscal exposurc profile. The PPP Directorate currently applies an administrative KSh
l0 billion threshold for classifring "large-scale" projects (PPP Regulations, 2014). However, recent fiscal risk
analyses, including the IMF's Kenya Debt Sustainability Analysis (2024), have identified marerial contingent
liabilities arising from medium-sized PPPs belorv this threshold, particularly in the energy, roads, and warcr
sectors. Reducing the reporting threshold to KSh 5 billion expands oversrght to capture these exposures,
enhances fiscal transparency, and aligns with Article 201(c) ofthe Constitution, which clemands openness and
accountability in public financial management.
31 https://infrastructuretransparency.orglnews/cost-kaduna-oc4ids-portal/
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2.5. Enhance Public Participation in Budget Deficit Financing. Amend section 45 of the
CBK Act to put mechanisnrs for inclusive participation of the public in governnrenr
securities for the domestic nrarket.

3.3. Guarantee funding autonomy for oversight institutions. Amend the pFM Act to
provide direct charges on the consolidated Fund for oAG, coB, and EACC---each not
less than 0. I percent of the national budget-to secure operational independence.

3.4. Standardize procurement data disclosure. Implement the Open Contracting Data
Standard (OCDS)31 across all procuring entities via the Public Procurement Rigulatory
Authority's portal, enabling public verification ofcontract values and perfonnance.

3.5 Depoliticize appointments: Require open, merit-based, and publicly vetted
appointments for heads and commissioners of independent offices and commissions,
and for boards of SoEs, to curb political patronage in fiscal decision-making and
enterprise management. Strengthen appointment panels and board selection processes
under the State Corporations Act and related statutes to ensure transparency and public
disclosure of shortlists.



Policy Reform Actions
4.1. Create a statutor), Audit Recommendation Follorv-Up Framework. Require a

governnlent MDAs to subnrit quarterly implenrentatioll stahls reports to the Audi
General and PAC, published online fbr citizen review.

4.2. Strengthen inter-agency coordination. Establish a Fiscal Governance Coordina
Council (FGCC) comprising Treasury, OAG, CoB, EACC, ODPP, and CSO
representatives to monitor implementation of fiscal goventance refomts.

4.3. Embed Governance Performance Indicators (GPIs) in IFI Programs. Negotia
inclusion of transparency and audit-inrplenrentation benchnrarks in IMF and Worl
Bank lending operations, with tranche releases tied to progress.

4.4. Institutionalize civil-society participation in IFI engagement. Form a Kenya-l
Civil Society Advisory Platfomr (K-IFf-CAP) co-chaired by the National Treasury
Okoa Uchumi Coalition (CSOs) to ensure early non-state actor involvernent in De
Sustainability Analyses and program reviews.

r-
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POLI CY RIiltORr\I IvIA'f Rt X
Budget
Phase

Issue Identified Gap Policy Reform Action Reform Pathway /
Implementation Steps

Lead & Responsible
Actors

Budget
Formulation

l. Debt Opacity
and Incomplete
Registers

Absence of a single
verified national debt
and liability register;
pending bills and
guarantees excluded
from official figures.

Amend PFM (National
Govenun ent) Regulat io tts,
201 5 to mandate 30-day
publication ofall loan
contracts, guarantees, and
pending bills; digitize
historical debt records.

National Treasury
(Debt Management
Office), Office of the
Auditor-General
(OAG), Parliament
(PIC/PAC),
Information and
Communications
Technology Authority
of Ken (ICTA)

2. Discretionary
Tax Incentives and
Revenue Inequity

Cabinet Secretary for
Treasury grants
exemptions without
cost-benefit
evaluation; revenue
base narrow and
regressive.

Amend Sectiott l3(2) of
the Income Tax Act (Cap.
470) lo require
parliamentary ratifi cation
of tax incentives and
annual Tnax Expenditure
Reviews.

Draft Finance Bill clauses:
KRA to publish beneficiary
registry; annual review by
Parliament (Finance
Committee).

Kenya Revenue
Authority (KRA),
National Treasury,
Parliament (Finance
Committee).

3. Weak Public
Participation in
Fiscal Planning

Enact a Public
Participation Bill to
operationalize Article l0
and Section 207 ofthe
Constitution, establishing
minimum standards and
feedback mechanisms.

Amend Sections 35(2),
207 , and 125(2) of the
PFM Act to require public

Draft amendments to
Sections 35(2), 207, and
125(2) of the PFM Act to

Draft and table Bill via
Ministry of Public Service;
define participation
procedures, timelines, and
feedback publication
requirements.

Ministry of Public
Service, National
Assembly (PIC,PAC,
BAC, PDPC,
Govemance
Committees, Justice
& LegalAffairs
Committee), Council
of Governors (CoG).
CSOs.
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Establish a National Debt
and Liability Register,
digitally accessible to the
public.

Public consultations in
the BPS/BROP
process are
perfunctory and
unstructured.



Identified Gap Reform Pathway /
Implementation Steps

Lead & Responsible
Actors

participation reports to be
published.

require public participation
reports to be published.

4. Weak Debt-
Development
Linkages

Borrowing decisions
not aligned with
programmatic
outcomes or Public
lnvestment
Management (PIM)
framework.

Integrate Debt
Sustainabili(v An alysis
(DSA) into the Medium-
Term Expenditure
Framework (MTEF) and
project appraisal system.

National Treasury,
DMO, PBO, Planning
Directorate.

Budget
Approval

5. Executive Fiscal
Discretion / Article
223 Abuse

Article 223 frequently
used to reallocate
funds post-approval,
bypassing Parliament.

Amend Section 7 of the
PFM Act and the
PFM regulations 40(2) to
require Budget and
Appropriation Committee
to
consider and approve all
consolidated requests for
expenditure by MDAs
under
Article 223

Draft amendments to
Section 7 of the PFM Act
and the
PFM regulations 40(2) to
require Budget and
Appropriation Committee
to
consider and approve all
consol idated rerluests for
expenditure by MDAs
under

Budget
Phase

Issue Policy Reform Action

Align MTDS and MTEF
processes; require ex-ante
DSA clearance before new
borrowing approval.

Parliament (BAC,
Justice & Legal
Affairs Commiftee),
Controller of Budget,
Council of Govemors
(CoG), CSOs.
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Budget
Phase

Issue Identified Gap Policy Reform Action Reform Pathway /
Implementation Steps

Lead & Responsible
Actors

Amend PFM Act (2012)
and Parliament Standing
Orders to cap Article 223
expenditures at l0o/o of
voted budget; require
ratification within l4
days.

Amend Sections 44 and
135 of the PFM Act to
provide for corrective
mechanisms that kicks in
automatically in case of
violations ofthe l0% cap

Arlicle 223

Draft Finance Bill
amendment; public
consultation; adopt before
FY 2025126 Budget Cycle

Draft amcndments to
Sections 44 and I 35 of the
PFM Act to provide for
corrective mechanism that
may include; automatic
sequestration (automatic,
across the board cuts to
non-exempt expenditures
(but would require clear
defi nitions of exemptions,
like social safety nets)),
preemptive measures to
apply to the next budget
(such as limiting wage
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indexation), etc.



Budget
Phase

lssue Policy Reform Action Reform Pathway /
Implementation Steps

6. Weak Public
Debt Oversight due
to the Lack of
Institutional
Independence and
Capacity Gaps.

DMO lacks
independence and is
under-resourced. PBO
is under-resourced and
lacks direct access to
Treasury data; as a

result, oversight is
limited.

Enact Public Debt
Management law to
strengthen independence
of DMO.

Strengthen PBO
mandate through PBO
(Amendntent) Regul a tions
to expand staffing and
data access.

Enact Public Debt
Management law to
provide for the
independence of DMO

Draft amendments to the
regulations to provide for a
data-sharing framework
between PBO and
Treasury; donor-supported
technical trainin g program

Parliament (BAC,
Justice & Legal
Affairs Committee.
PBO), National
Treasury.

7. Weak Loan
Ratification
Framework

Parliament ratifies
loans post-signature;
oversight delayed.

Operationalize Article
2l I through pre-
disbursement
ratification and
mandatory public
disclosure of new loans
and guarantees.

Table legislative
amendment and clarify the
implications for loan
validity for failure to obtain
parliamentary approval;
update Treasury website
with loan registry; enforce
beforc loan signlng

Parliament, National
Treasury, Attomey-
General.

8. Performative
public participation
in budget deficit
financing

Govemment securities
are issued at higher
denominations and do
not optimize
technology to ensure
budget deficit
financing through
domestic instruments
ir inclusive

Amend section 45 of the
CBK Act to reduce the
minimum face value of
Treasury bonds and bills
and optimize digital
platforms to broaden
public access to these
securities

Table legislative
amendment.

Parliament, National
Treasury, Attorney-
General.
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ldentified Gap Lead & Responsible
Actors



Budget
Phase

Issue Identified Gap Policy Reform Action Reform Pathway /
Implementation Steps

Budget
Execu tion

9. Weak Audit
En[orcement and
Follow-Up

Audit
recommendations not
enforced; no legal
sanctions or timelines

Amend Section 68 of the
PFM Act (2012) and
inserl Sectiott 48A in the
Public Audit Act (2015) to
include sanctions for non-
compliance.

Draft and pass legislative
amendments,
operationalize digital audit-
tracking platform under
OAG.

Office of the Auditor-
Gcneral, Parliament
(PAC), EACC.

10. SOE and PPP
Fiscal Risk
Exposure

Latelmissing audits;
limited VfM
assessments; off-
IFMIS operations.

Amend PPP Act (2021)
and, Privatizalion Acl
(2025) to require
Auditor-General,
VfM verification
for projects 2 KSh
5 biIlion.

Draft disclosure
regulations; establish an
independent VfM Audit
Panel under OAG.

PPP Directorate.
OAG, Parliament
(PIC). Treasury.

ll. Underfunded
and Politically
Constrained
Oversight
Institutions

Executive-controlled
budget releases
undermine institutional
independence.

Introduce direct charges
on Consolidated Fund
for 0AG. CoB. and
EACC->0.I% of
national budSet
each.

Amend PFM Act (2012)
and Appropriation Bill;
implement by FY 2025/26

Parliament, Treasury,
EACC, Judiciary
Fund Secretariat.

12. Procurement
and Data Opacitv

Fragmented systems
between Treasury,
CoB, PPRA, and
OAG.

Adopt Open Contracting
Data Standard (OCDS)
for all public procurement
data.

Develop interoperable
portal linking IFMIS, PPIP,
and CoB dashboards;

Eazette compliance
requirement.

ICTA, Treasury,
PPRA, CoB.
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Lead & Responsible
Actors



Budget
Phase

Issue Identified Gap Policy Reform Action Reform Pathway i
Implementation Steps

Lead & Responsible
Actors

Budget
Evaluation

Audit follow-up
rcports ad hoc; no
public visibility of
corTective actions.

Establish a Digital Audit
Recommendation
Tracking System and
require quarterly
compliance reports from
MDAs.

OAG to develop and host
tracking portal; require
PAC/PIC to table
compliance reports.

Office of the Auditor-
General, Parliament
(PAC/PrC).

There's no legal
follow-up mechanism
for implementing
OAG
recommendations.

Amend Section 68 of the
PFM Act (2012) and
insert a new Section 48A
into the Public Audit Act
(2015) to confcr expanded
enforcement powers and
sanctions for non-
implementation of audit
recommendations;
establish a public digital
Audit Recommendation
Tracking Dashboard
managed by OAG.

Draft and pass legislative
amendments;
operationalize digital audit-
tracking platform under
OAG.

Auditor-General,
Parliament (PAC,
Justice & Legal
Affairs), EACC,
National Treasury,
Attomey General

15. Limited Inter-
Agency
Coordination

Overlaps among
Treasury, OAG, CoB,
ODPP, and EACC; no
strucfured mechanism
for enforcement.

Establish a Fiscal
Governance
Coordination Council
(FGCC) to oversee
reform implementation
and inter-agency
collaboration.

Cabinet approval; gazettc
Council membership;
quarterly coordination
reports.

National Treasury,
OAG, CoB, EACC,
ODPP. CSOs.
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13. Weak Audit
Follow-Up and
Learning
Mechanisms

14. Weak Audit
Enforcement



Budget
Phase

Issue Identified Gap Policy Reform Action Reform Pathway /
Implementation Steps

Lead & Responsible
Actors

16. Weak
Governa nce
Conditionality in
IFI Programs

IMFAVB programs
lack binding
governance metrics;
non-state actors
excluded from review

Embed Governance
Performance Indicators
(GPIs) in allIFI
programs and
institutionalize civil-
society participation.

Negotiate GPI integration
in2025IMFAVB program
reviews; establish Kenya-
IFI Civil Society Advisory
Platform (K-IFI-CAP) co-
chaired by Treasury and
Okoa Uchumi Coalition.

National Treasury.
IMF, World Bank,
Okoa Uchumi
Coalition/CSOs.

1q '


