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PRELIMINARIES

ESTABLISHMENT AND MANDATE OF THE COMMITTEE

Article 124 (1) of the Constitution of Kenya provides that each house of Parliament may
establish committees and shall make Standing Orders for the orderly conduct of its

proceedings, including the proceedings of its committees.

Parliamentary Committees consider policy issues, scrutinize the workings and
expenditures of the national and county governments, and examine proposals for
legislation. The end result of any process in Committees is a report, which is tabled in the

House for consideration.

The Senate Standing Committees on Finance and Budget is established pursuant to section
8 (1) of the Public Finance Management Act, Cap.412A and standing order 228 of the
Senate Standing Orders. The Fourth Schedule to the Senate Standing Orders outlines the
subject matter assigned to each specific Committee. The Standing Committee on Finance
and Budget is mandated to-

a) Investigate, inquire into and report on all matters relating to coordination, control,

and monitoring of the county budgets and examine -
i.  the Budget Policy Statement presented to the Senate;

ii.  the report on the budget allocated to constitutional Commissions and
independent offices;

iii.  the Division of Revenue Bill, the County Allocation of Revenue Bill, the
County Governments Additional Allocations Bill, and the cash
disbursement schedule for county governments;

iv.  all matters related to resolutions and Bills for appropriations, the share of
national revenue amongst the counties, matters concerning the national
budget, including public finance and monetary policies and public debt,
planning, and development policy; and

b. Pursuant to Article 228 (6) of the Constitution, to examine the report of the
Controller of Budget on the implementation of the budgets of county

governments.
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MEMBERSHIP OF THE COMMITTEE

The Standing Committee on Finance and Budget was constituted by the Senate of the

Thirteenth (13") Parliament on Thursday, 13" October, 2022 during the First Session. The

Committee was later reconstituted on Wednesday, 12" February, 2025, during the Fourth

Session. The Committee as currently constituted is comprised of the following Members-
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CHAIRPERSON’S FOREWORD

The Medium-Term Debt Management Strategy (MTDS) provides a framework for
informed decision-making on public borrowing and debt management. It guides the
national government in structuring the public debt portfolio to minimize costs and risks

while ensuring sustainability and supporting the development of the domestic debt market.

The 2025 MTDS has been prepared pursuant to section 33 of the Public Finance
Management Act, Cap. 412A. It was tabled in Parliament on February 13, 2025, and

subsequently committed to the Standing Committee on Finance and Budget for

consideration.

The submission of the MTDS aligns with section 33(1) of the Public Finance Management
Act (2012), which mandates the Cabinet Secretary responsible for Finance to submit to

Parliament a statement outlining the National Government’s debt management strategy.

Accordingly, this report adheres to the provisions set out under section 33(3) of the Act
and encompasses the following key elements-
a) the stock of public debt as at the date of the tabling of the statement;
b) the sources of loans acquired by the national government and the nature of
guarantees issued by the national government;
¢) principal risks associated with these loans and guarantees;
d) assumptions underpinning the debt management strategy; and

e¢) an analysis of the sustainability of both actual and potential public debt.

The resolution of the House on the report on the Medium-Term Debt Management Strategy
shall serve as the foundation for determining the appropriate limits on proposed domestic
and external borrowing. Additionally, it shall inform the approval of the Budget Policy

Statement Report.

The 2025 MTDS outlines the following financing strategy-
a) a gross financing ratio of 25:75 for external and domestic borrowing, respectively;

and

b) a net financing strategy of 35:65 for external and domestic financing, respectively.
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This underscores the continued reliance on the domestic market as the primary source of

financing for fiscal deficits over the medium term.

As of the end of January 2025, the total stock of public and publicly guaranteed debt stood
at Ksh. 11.02 trillion (65.7% of GDP), up from Ksh. 10.58 trillion (65.7% of GDP) in June
2024. This figure is projected to rise further to Ksh. 13 trillion by June 2027.

Consequently, debt servicing costs are expected to increase to Ksh. 1.97 trillion by June
2025 and further to Ksh. 2.4 trillion by June 2027. Additionally, debt service payments-
including interest and redemption payments-are projected to remain elevated, averaging
60% of total revenue. This underscores the tightening fiscal space and highlights the urgent
need for a robust Debt Management Strategy aimed at minimizing costs and mitigating the

risks associated with high debt distress levels.
Examination of the 2025 Medium-Term Debt Management Strategy

In reviewing the 2025 MTDS, the Committee engaged with key stakeholders, including
Commission on Revenue Allocation, the Institute of Certified Public Accountants of Kenya,
the Council of Governors, the County Assembly Forum, Bajeti Hub, the Institute of Public
Finance, the Institute of Social Accountability, Office of the Auditor-General, Okoa
Uchumi, Mr. Kelvin Ronyo and the Institute of Economic Affairs. The Committee held a
total of 10 sittings while processing the 2025 MTDS-(4nnex 1: Minutes of Committee

proceedings attached)

Additionally, in adherence to Article 201(a) of the Constitution, the Senate conducted

public participation on the 2025 MTDS through a call for submission of memoranda.

Committee Key Recommendations

Arising from consultative engagements, the Committee made several recommendations
including-

a) Noting that as of June 2024, Kenya’s public debt stood at Kshs. 10.58 trillion,

equivalent to 63% in Present Value (PV) terms, exceeding the Public Finance

Management Act (PFMA) framework’s PV-to-GDP threshold of 55% by 8
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b)

d)

percentage points, the National Treasury should submit quarterly reports to
Parliament detailing the progress made towards compliance with the set threshold
in PFMA.

That, the National Treasury, Central Bank of Kenya, and Controller of Budget
should fully automate the withdrawal of debt service payments from the
Consolidated Fund by 31% May, 2025. Additionally, an interagency report on the
implementation status of this recommendations should be submitted to Parliament
15 days after the 31% May, 2025.

That, to enhance financial controls, improve the accuracy and timeliness of public
debt statistics, and strengthen decision-making for greater transparency and
accountability, the National Treasury should integrate the Public Debt Management
System with the Integrated Financial Management System (IFMIS) by May 31,
2025, and submit a report to Parliament within 15 days of implementation.

That, to enhance transparency and accountability in the anticipated increase in
domestic borrowing, the National Treasury should, within 60 days-

i.  Establish a working committee to develop criteria for assessing the effective
utilization of borrowed funds by Ministries, Departments, and Agencies
(MDASs) and establish the Registrar of Government Securities in accordance
with Section 55 of the Public Finance Management PFMA Act.

ii.  Ensure that the debt register records comprehensive details on the utilization
of borrowed funds, including a specific breakdown of projects financed
through the proceeds of Infrastructure Bonds.

That, the National Treasury should establish a multi-agency committee comprising
representatives from the National Treasury, the Central Bank of Kenya, and the
Controller of Budget to review the public debt procurement process and assess the
utilization of borrowed funds. The committee should submit a report to the Senate
within 60 days.

To mitigate the impact of high debt service costs, the National Treasury should
ensure efficient resource utilization, prioritize investments in high-impact sectors,

and enhance the timely implementation of projects and programs

SCF&B Report on the 2025 Medium Term Debt Management Strategy



Financial Recommendations

g) That, the fiscal deficit target for the medium term is approved and set at 4.6% of
GDP for the FY 2025/26; 3.8% of GDP for FY 2026/27 and 3.5% of GDP for
2027/28, in line with the fiscal consolidation path; and

h) That, the country’s borrowing strategy is approved at 35% for net external
borrowing and 65% for net domestic borrowing as contained in the 2025 Medium

Term Debt Management Strategy.
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CHAPTER ONE
OVERVIEW OF MEDIUM-TERM DEBT MANAGEMENT STRATEGY

1.0 Introduction

Article 201 of the Constitution read together with Section 62(3)(c) of the Public Finance
Management (PFM) Act, Cap 412A gives the basis for prudent and responsible use of
public finances. Particularly, the law requires that the burdens and benefits of the use
of resources and public borrowing shall be shared equitably between present and future
generations. Prudent and responsible use of public resources entails management of

debt levels and borrowing as well as minimization of the cost of debt.

The Medium-Term Debt Management Strategy is submitted to Parliament pursuant to
section 33(1) of the PFM Act, Cap 412A on or before the 15th February in each year.
The document sets out the debt management strategy of the National Government over
the medium term with respect to its actual and potential liability in respect of loans and

guarantees and its plans for managing liabilities.

The Debt Management Strategy is submitted alongside the Budget Policy Statement
(BPS) hence the law requires that the medium-term debt management strategy be
aligned to the broad strategic priorities and policy goals as set out in the Budget Policy
Statement. Section 64(2)(a) of the PFM Act, Cap 412A requires the Medium-Term
Debt Strategy (MTDS) to be consistent with the Budget Policy Statement (BPS).

The Cabinet Secretary responsible for matters relating to finance is required to include
the following information in the MTDS-
a) The stock of public debt as at the date of the statement.
b) The sources of loans made to the national government and the nature of
guarantees given by the national government.
¢) Principal risks associated with these loans and guarantees,
d) Assumptions underlying the debt management strategy.

¢) An analysis of the sustainability of the amount of debt, both actual and potential.
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5. Section 62 of the PFM Act, Cap 412A provides for the establishment of a Public Debt
Management Office (PDMO) domiciled within the National Treasury. The core
objective of the office is to ensure minimization of the cost of public debt management
and borrowing over the long-term taking account of risk; to promote the development
of the market institutions for Government debt securities and to ensure the sharing of

the benefits and costs of public debt between the current and future generations.

6. The PDMO is also mandated to assist county governments in debt management and
borrowing. Consequently, county treasuries are required to furnish the PDMO with any
information that shall enable it to execute its mandate efficiently. This points to the role

of the county governments in the management of public debts.
1.1 Macro-economic Assumptions

7. The 2025 MTDS is anchored on the macroeconomic assumptions outlined in the 2025
Budget Policy Statement (BPS). The key assumptions underpinning the selection of the
optimal borrowing strategy for FY 2025/26, as outlined in the 2025 Budget Policy
Statement, include a real GDP growth rate of 5.3%, an inflation rate of 5.0%, projected
revenue at 17.6% of GDP, expenditure at 22.1% of GDP, and a fiscal deficit of 4.3%
of GDP.

1.2 The Fiscal Framework

8. Total revenue, including Appropriation-in-Aid (A-i-A), is projected at Ksh. 3,385.8
billion (17.6% of GDP) in FY 2025/26, while total expenditure and net lending are
projected at Ksh. 4,263.1 billion (22.1% of GDP), resulting in a fiscal deficit of Ksh.
831.1 billion (4.3% of GDP).

1.3 The Projected 2025 MTDS borrowing strategy

9. The Medium-Term Debt Strategy (MTDS) for financing the fiscal deficit in FY
2025/26 includes a gross borrowing ratio of 75% domestic and 25% external financing,
with a net borrowing mix of 65% domestic and 35% external. Over the medium term,

the targeted public debt composition aims for a net borrowing ratio of 55% domestic
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