
1

Opportunities to Strengthen 
Kenya’s Post Covid Debt Recovery 

Background
This Policy brief is based on the findings from a study 
commissioned by Okoa Uchumi Debt Campaign, a civil society 
platform, to redress Kenyas public debt crisis and determine 
whether the enlarging public debt has been directed towards 
prudent fiscal management. 

The campaign seeks to push for political accountability and 
bolster constitutional safeguards in public debt management.

The study considered the following objectives: 

1  Evaluation of Kenya’s debt composition, cost and 
sustainability; 

2  An assessment of public expenditure trends and 
their role on national debt crisis in Kenya;

3  Analysis and review of monetary policy and its role 
on national debt crisis in Kenya; 

4  Review and analysis of International Monetary 
Fund’s proposals.  

HOW THE STUDY WAS CONDUCTED
The study was based on a descriptive research design that 
involved the use of quantitative and qualitative approaches 
in collecting and analysing data. The data collection method 
involved a desk review. The following documents were analyzed 
to provide a view of the external debts composition and the 
trend from the year 2013 to 2020: Policy documents, Economic 
Surveys, Annual public debt reports, Medium Term Debt 
Management Strategy, Kenya Revenue Authority Reports on 
Revenue Administration Reforms in Kenya, Joint World Bank-
IMF Debt Sustainability Analysis for Kenya and World Bank 
Reports.

Study Findings
1  Kenya’s public debt situation is at high risk owing to 

consistent fiscal deficits. 

2  Debt situation is made worse by the fact that larger 
proportion of the debt is foreign debt and accounts 
for 51.2 percent of the total public debt with 
commercial debts on the rise.

3  Debt situation is worsening owing to the fact that 55 
percent of revenue every fiscal year is dedicated to 
debt payment.

4  Kenya is not earning foreign currency, while the 
demand for it is on the rise owing to import of most 
items.

5  Domestic currency is overvalued and is making 
domestic goods uncompetitive both domestically, 
regionally, and internationally.

6  The country should not expect to tax itself out of 
the debt problem.

 Borrowing should be in domestic 
currency.  National Treasury together with 
IMF should review the domestic-foreign 
debt mix policy such that more public 
debt is denominated in domestic currency 
that promotes domestic productivity. The 
study has shown that foreign borrowing 
is required due to increased need for 
imports. The government need to promote 
domestic production by consuming more of 
domestically  borrowed resources.
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 Monetary policy should be revised: 
The study calls for a move of the country’s 
exchange rate closer to its equilibrium. 
With this, the country can reduce taxes on 
imported inputs and upgrade its productive 
capacity. 
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 If external borrowing is a must, 
government should avoid commercial 
loans. The guiding principle of borrowing 
as espoused in section 50(1) of the PFMA 
should be observed. This stipulates that in 
guaranteeing and borrowing money, the 
national government shall ensure that its 
financing needs and payment obligations 
are met at the lowest possible cost in the 
market, which is consistent with a prudent 
degree of risk, while ensuring that level of 
public debt is sustainable. 
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 In financing recurrent expenditure, 
avoid external debt. National Treasury 
should provide a justification beyond 
reasonable doubt why recurrent balance is 
financed through external debt. This should 
be allowed only if the financing is critical in 
maintaining or protecting valuable aspects 
of life. The government should adhere to 
the Public Finance Management Act 2012 
which stipulates that over the medium term 
a minimum of 30 per cent of the national 
and county government’s budget shall be 
allocated to the development expenditure. 
This should be enforced by Parliament.
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STUDY RECOMMENDATIONS
To tame the beckoning debt crisis, the study recommends the 
following: 
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 Borrow only for development 
expenditure not recurrent 
expenditure (See section 15(2)(c)) of the 
PFMA. This law needs to be enforced by 
the Parliament. 
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 Follow the law, maintain public 
debt at sustainable levels. A resolution 
should be duly moved and passed by 
Parliament as provided for in Section 
15(2)(d) of PFMA to set the national 
indebtedness limits and be pegged to real 
economic performance. This is to ensure 
that the public debt limits are maintained 
at sustainable levels. 
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 Only commit loans when 
programs are ready for take-off. This 
will reduce wastage incurred through 
commitment fees thus eliminate the gap 
between budgeted and actual public debt.
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 Tax burden can be reduced through 
prudent financial management.  This is 
through spearheading prudent spending 
and cutting on wasteful and non-priority 
expenditures. The purpose and principles 
of good taxation need to be reassessed in 
Kenya to address their productivity. 

10

For further information contact:  info@tisa.or.ke/ 
+254 (020) 4443676 / 757 129700

Jihusishe short code:
Dial *821*100# to subscribe to Okoa Uchumi database

The Institute for Social Accountability (TISA) 
Westlands Avenue, Wendy Court, Hse no. 1 
David Osieli Rd, Westlands 
P.O. Box 48353, 00100 
www.tisa.or.ke

CONCLUSION AND WAY FORWARD
  Kenya is increasingly getting into a debt crisis. This is 

because of persistent fiscal deficits largely driven by 
growth in foreign borrowing and expanding imports. 

  With constrained access to concessional loans, increase 
in commercial debt is being used to support government 
budget and finance infrastructural projects. 

  The country is equally running a current account deficit 
that is largely financed by capital inflows mainly from 
borrowings. 

  Moving forward, Kenya must earn enough foreign income 
from exports and remittances and other sources if it is 
to manage its import bill, debt repayments and interest 
payments.

  Further, reducing fiscal deficit and proper use of monetary 
policy remains key to stemming debt accumulation and 
maintaining debt at sustainable levels. The government 
need to reduce the fiscal deficit to levels consistent with 
the GDP growth rate. 

  In absence of this, as it is currently, the country risks 
getting into a debt trap. That is to borrow even more as 
the only avenue to increase access to foreign resources.

  This trend does not only magnify the external debt 
problem in the long run but also raise vulnerabilities 
leading to a debt crisis. 

 Parliament should not allow more 
than one supplementary budget.  
Parliament needs to cap the number of 
supplementary budgets to a maximum 
of one, to occur at the mid or end of the 
financial year. This will reverse the regular 
overshooting of actual expenditure.  

 The budgetary overshooting is a sign that 
the National Treasury does not observe the 
prerequisites for management of financial 
resources that include having a realistic 
budget, clear procedures for the release 
of appropriations, strict observance of the 
budget execution rules, experienced and 
skilled personnel to prepare and monitor 
the cash plans and clear and transparent 
borrowing procedures and rules. 
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 Tighten oversight, scrutinize 
National Treasury data. There should 
be regular authentication of the National 
Treasury data by an independent body. 
This is provided for in the law. Government 
equally needs to be more consistent in the 
way it reports the public finance data and 
should make it easier to track the planned 
versus actual data. In addition, there is 
need to ensure consistency of data across 
various government documents/sources.
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