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FOREWORD

The importance of countries to pay serious attention to
management of public debt is evident from the serious
consequences on the global economy arising from the
Eurozone debt crisis. Many African countries also went
through a similar experience about ten years ago and they had
to be rescued under the Highly Indebted Poor Countries (HIPC)
initiative. Fortunately, for Kenya, Public debt has been
managed prudently over the years and this trend should be
maintained.

The Constitution and the Public Finance Management Act,
2012 provide the needed framework to ensure our country
continues with prudent debt management. The PFM Act, 2012
has provision for the National Treasury to establish a Debt
Management Office (DMO). Strict procedures, accountability
and reporting requirements have been laid down for both
National and County Government on public debt management.

The Medium Term Debt Management Strategy (MTDS) is one
of the important deliverables of the National Treasury as
provided under the PFM Act, 2012. It provides guidance to the
National Government on the amount and type of borrowing to
undertake over the medium term. It evaluates the costs and
risks of various scenarios and recommends an optimal strategy
for implementation. The 2014 MTDS is aligned to the broad
strategic priorities and policy goals set out in the Budget Policy
Statement to be tabled in Parliament in February 2014.

As the County Governments become more established, caution
is required before they consider borrowing. Many of them have
inherited substantial liabilities. It should be underscored that
even if the National Government takes over to write off the
debts, this will require Kenyans to forego other critical
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services. It is therefore important to avoid this trend and
contract loans for projects which are beneficial to the counties
and which are able to generate income for servicing.

The National Treasury will develop guidelines for engagement
between the Development Partners, Counties and the National
Government to ensure proper co-ordination not only on the area
of loans but also in grants and on other forms of Aid. The staff
in the DMO will carry out workshops and visit the counties to
assist in the preparation of the county MTDS as required by the
law.

HENRY ROTICH
CABINET SECRETARY
THE NATIONAL TREASURY
FEBRUARY 2014
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This is the sixth Medium Term Debt Management Strategy
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The MTDS sets out the debt management strategy of the
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the fact that the document is technical, a brief non-technical
summary will also be distributed and posted on the website.
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Debt Management Department, National Treasury who were
involved in the preparation of the 2014 MTDS. Specifically, the
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Legal Basis for the Publication of the Debt Management Strategy

The Debt Management Strategy is published in accordance with
Section 33 of the Public Finance Management Act, 2012. The law
states that:

1)  On or before 15" February in each year, the Cabinet Secretary
shall submit to Parliament a statement setting out the debt
management strategy of the national government over the medium
term with respect to its actual liability in respect of loans and
guarantees and its plans for dealing with those liabilities.

2) The Cabinet Secretary shall ensure that the medium term debt
management strategy is aligned to the broad strategic priorities and
policy goals set out in the Budget Policy Statement.

3) The Cabinet Secretary shall include in the statement the
following information:-

a) The total stock of 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,

c) The principal risks associated with those loans and
guarantees;

d) The assumptions underlying the debt management
strategy; and

e) An analysis of the sustainability of the amount of debt,
both actual and potential.

4)  Within fourteen days after the debt strategy paper is submitted

to Parliament under this section, the Cabinet Secretary shall submit
the statement to the Commission on Revenue Allocation and the
Intergovernmental Budget and Economic Council and publish and
publicize the statement.
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EXECUTIVE SUMMARY

The key drivers for the 2013 MTDS were a desire to minimize overall
cost by issuing medium term domestic debt to reduce cost associated
with longer dated securities and to further develop and deepen the
domestic debt market. In contrast, 20/4 MTDS envisages an increased
uptake of domestic debt than in previous years to meet the Central
Government budget-financing requirement.

In 2013, the Government also highlighted the need to minimize the
degree of foreign exchange rate risk exposure associated with the
external debt portfolio by borrowing more concessional debt, while
maintaining a limited window for borrowing on commercial terms to
minimize costs and refinancing risks. The 20714 MTDS emphasizes that
financing on non-concessional window will be limited to projects with
high-expected risk-adjusted rates of return including critical
infrastructure that would otherwise not be undertaken due to lack of
concessional financing.

The 2013 MTDS reaffirmed Government’s commitment in realizing its
objective of development of the domestic debt market. Arising from
expenditure pressures, the original borrowing target of Ksh 106.7 billion
was raised to Ksh 135.7 billion. The performance of the market has
demonstrated the depth of the market with over-subscriptions for most
of the government securities offered.

While the thrust of the 20/3 MTDS remained unchanged, the increased
level of domestic borrowing led to increased refinancing risk. The
average time to maturity remained constant at 4.9 years and the
proportion of domestic debt to be refinanced within 12 months increased
to 20 percent at end June 2014 from 18 percent the previous year.

Managing refinancing risk remains a priority for the 2014 MTDS. Active
debt management operations to smooth the refinancing profile, along
with efforts to maintain a wider investor base have been instrumental in
mitigating potential fiscal shocks, such as, impact of drought on food
security, realization of contingent liabilities, or shortfall in revenues, the
country continues to face.
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