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FOREWORD
The Medium-Term Debt Management Strategy (MTDS) is a central instrument for
guiding Government borrowing decisions and shaping the structure of Kenya's public
debt portfolio. It provides a framework for balancing cost minimisation with prudent risk

management. while ensuring debt sustainability in line with fiscal policy objectives.

The Revised 2025 MTDS has been prepared against a backdrop of heightened financing
needs. evolving global capital market conditions. and the imperative to align borrowing
with updated national priorities. It reflects the Government’s commitment to fiscal
discipline. transparency. and intergenerational equity in the management of public

resources.

Kenya's debt stock has expanded in recent years. underscoring the importance of a
deliberate strategy to lengthen maturities. reduce refinancing pressures. and deepen the
domestic debt market. The Strategy emphasises liability management operations.
prioritisation of concessional borrowing, and reforms to strengthen the secondary market
for government securities. These measures are designed to lower borrowing costs,

mitigate foreign exchange risks. and enhance liquidity.

At the external level. the Strategy seeks to diversity financing sources by tapping
innovative instruments such as Diaspora Bonds. Samurai. Sukuk. Panda. and ESG-
linked debt. This diversification will broaden Kenya's investor base and reduce reliance

on traditional commercial borrowing.

The Revised MTDS provides a firm foundation for sustaining fiscal stability, supporting
the Bottom-Up Economic Transformation Agenda (BETA). and safeguarding Kenya's
debt sustainability profile. The National Treasury remains committed to implementing
this Strategy with discipline. transparency. and responsiveness to both domestic and

international market dynamics.

HON. FCPA JOHN MBADI NG’ONGO, E.G.H.
CABINET SECRETARY/THE NATIONAL TREASURY
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EXECUTIVE SUMMARY

The Revised 2025 Medium-Term Debt Management Strategy (MTDS) sets out
Kenya’s policy framework for borrowing and public debt management for the period
FY 2025/26 to 2027/28. Anchored in the 2025 Budget Policy Statement the strategy
seeks to balance cost and risk in the debt portfolio while supporting fiscal
consolidation and intergenerational equity. As at June 2024, total public debt stood
at Ksh 10.58 trillion, equivalent to 65.7 percent of GDP, with domestic debt
accounting for Ksh 5.41 trillion and external debt Ksh 5.17 trillion. The debt portfolio
is dominated by Treasury bonds on the domestic side and concessional multilateral
and bilateral loans externally, reflecting the government’s preference for long-term

and low-cost financing.

The analysis shows that while the debt-to-GDP ratio has declined from 72 percent in
2023 to 63.7 percent in 2024, risks remain elevated. Domestic interest costs have
risen sharply, refinancing risks are high due to reliance on short-term instruments,
and foreign exchange exposure, though reduced, continues to pose vulnerabilities.
Debt sustainability assessments confirm that public debt is sustainable but at high
risk of distress, with the present value of debt projected to remain above the 55

percent benchmark through 2030.

To address these challenges, the MTDS proposes a borrowing mix of 25 percent
external and 75 percent domestic financing, with emphasis on lengthening maturities,
reducing reliance on Treasury bills, and optimizing concessional borrowing.
Innovative instruments such as diaspora bonds, ESG-linked bonds, Sukuk, Samurai,
and Panda bonds will be explored to diversify financing sources. Among the
alternative strategies analyzed, S2 targets a net deficit financing at 80 percent
domestic and 20 percent external for FY 2025/26-2027/28. By end of the strategy
period, outstanding debt composition will be 56.6 percent domestic and 43.4 percent

external.

By FY 2027/28, the implementation of the revised strategy is expected to reduce
nominal debt-to-GDP to 63.3 percent, lower interest payments to 5.1 percent of GDP,
and strengthen the resilience of the debt portfolio. However, risks such as auction
failures, widening fiscal deficits, limited access to concessional financing, revenue
underperformance, shilling depreciation, contingent liabilities from state-owned
enterprises, and potential credit rating downgrades could undermine full
implementation. To mitigate these risks, the strategy calls for liability management
operations, improved cash management to reduce reliance on overdrafts, and
sustained fiscal consolidation to slow debt accumulation.

ix



I. INTRODUCTION

1. The Medium-Term Debt Management Strategy (MTDS) is the policy framework that
guides government borrowing and public debt management in Kenya. The
framework guides the Government in pursuing a desired structure of the public debt
portfolio which reflects costs and risks trade-oft, to support the fiscal deficit path
outlined in the Budget Policy Statement (BPS).

2. The preparation and submission of the Revised 2025 MTDS to Parliament for the
period FY 2025/26 to 2027/28 is in accordance with Supplementary I Budget for
FY2025/26 and parliamentary resolutions.

3. The National Treasury is mandated to manage the levels and composition of public
debt, including guarantees and other financial obligations as provided for in sections
12 (1) (b) and 62(b) of the Public Finance Management (PFM) Act, 2012.

a) Objectives of the Revised 2025 Medium Term Debt Management Strategy
4. The Revised 2025 Medium-Term Debt Management Strategy aims at:

a) Reducing refinancing risks by reducing short maturities debt while
lengthening the total portfolio Average Time to Maturity (ATM) by deepening
the domestic bond market through issuance of more medium to long term
instruments as the main source of domestic financing.

b) Reducing the interest rate risk by increasing the Average Time to Refixing
and reducing the amount of debt with variable interest rates;

c) Reducing the foreign exchange risk through currency diversification; and
d) Promoting intergenerational equity.

b) Scope of the MTDS

5. The MTDS analysis takes into account outstanding public debt and projected
borrowing and debt service in the context of current and future macroeconomic
environment and the conditions in the international and domestic capital markets.
Performing guaranteed debt and other local debts and overdraft are excluded from
the proposed debt management strategies. Debts excluded amounts to Ksh. 263.74
billion which includes Ksh. 100.17 billion uncalled guaranteed debts, Ksh. 61.03
billion Government overdraft at CBK, Ksh. 13.54 billion Suppliers credit, Ksh. 83.54
billion IMF SDR Allocation and Ksh. 5.47 billion Bank advances.

¢) Organisation of the document

6. The succeeding sections comprise: Review of the Existing Public Debt Portfolio;
Analysis of Costs and Risks of Existing Public Debt; Kenya’s Debt Sustainability;
Macroeconomic Assumptions and Key Risks; Potential Sources of Financing; Debt
Management Strategy and Annexes.



II. REVIEW OF THE EXISTING PUBLIC DEBT STOCK

1. As at end June 2024, the stock of public and publicly guaranteed debt was Ksh
10,581.98 billion (65.7 percent of GDP), equivalent to USD 81.70 billion in nominal
terms, of which domestic debt was Ksh 5,410.28 billion while external debt was Ksh

5,171.70 billion (Table 1).

2. The revised 2025 MTDS analysis takes into account debt stock of Ksh 10,318.25
billion or USD 79.66 billion excluding the performing guarantees debts, IMF SDR
Allocation, Government overdraft at Central Bank of Kenya (CBK), Suppliers
credit and Bank advances.

Table 1: Public and Publicly Guaranteed Debt in the Revised MTDS end June 2024

Ksh billions ~ USD billions*

A. Domestic Debt (included in MTDS)

Treasury Bills 615.89 4.75
Treasury Bonds 4,627.12 35.72
Pre-1997 Government Debt 17.23 0.13
Sub Total 5,260.25 40.61
B. External debt (included in MTDS)
IDA/IBRD 1,786.03 13.79
ADF/AfDB 508.50 393
Bilateral 1,092.69 8.44
Multilateral 492.42 3.80
Commercial Banks 323.49 2.50
International Sovereign Bond 854.88 6.60
Sub Total 5,058.00 39.05
C. Excluded from MTDS
Suppliers Credit (external) 13.54 0.10
CBK Overdraft (domestic) 61.03 0.47
IMF SDR Allocation (domestic) 83.54 0.64
Performing Guarantees (external) 100.17 0.77
Bank advances (domestic) 5.47 0.04
Sub Total 263.74 2.04
TOTAL DEBT Included in MTDS (A+B) 10,318.25 79.66
TOTAL DEBT (A+B+C) 10,581.98 81.70
Domestic 5,410.28 41.77
External 5,171.70 39.93

Source: The National Treasury and Central Bank of Kenya
*Exchange Rate (USD/Ksh.) is 129.527

3. External public debt comprises multilateral, bilateral and commercial creditors while
the domestic debt comprises Treasury bonds and bills. As a proportion of total
external debt, multilateral debt accounted for 53.9 percent (Figure 1). The high
proportion of multilateral and bilateral debt reflects the Government's deliberate
strategy of maximizing the use of concessional financing and minimizing the use of

commercial loans.



Figure 1: Composition of External Debt as at the end of June 2024
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Source: The National Treasury

4. As at end June 2024, Treasury bonds accounted for 85.5 percent of total domestic
public debt, while Treasury bills accounted for 11.4 percent of total domestic public
debt. The other domestic public debt categories accounted for 3.1 percent of the

total domestic debt (Figure 2).
Figure 2: Composition of Domestic Debt as at the end of June 2024
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Source: The National Treasury



5. Government guaranteed debt as at end June 2024 amounted to Ksh100.2 billion.
The debts are held by Kenya Ports Authority (KPA), Kenya Electricity

Generation Company (KenGen) and Kenya Airways (KQ) (Table 2).
Table 2: Outstanding Government Guaranteed Debt (End of June 2024)

Kenya Electricity Generating
Company

Kenya Ports Authority

Kenya Airways
Total
Source: The National Treasury

Mombasa Diesel Generating Power Plant
Sondu Miriu Hydropower Project

Sondu Miriu Hydro Power Il

Sondu - Miriu Hydropower Project Sangoro
Power Plant

Olkaria 1 Unit 4 and 5 Geothermal Power
Project

Rehabilitation and Upgrade of the
Geothermal Plant Olkaria

DSSI Japan For KenGen Loans Phase |
DSSI Japan For KenGen Loans Phase Il
Mombasa Port Development Programme
(Mombasa Port A)

Mombasa Port Development Programme
(Mombasa Port)

Kenya Port Development Project - Phase II
(Principal I)

Kenya Port Development Project - Phase II
(Principal ITA)

DSSI Japan-Kenya Ports Authority (KE-P25)
-Phase |

DSSI Japan-Kenya Ports Authority (KE-P25)
-Phase II

Kenya Airways Guarantee (for Local Banks)

343
819
5,589
2,630
15,528
1,449
709
824
15,422
1393
23,271
2,574
219
256

29,139
100,165






