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Abstract 
 

Kenya's ambitious economic development goals face significant challenges related to debt sustainability. This paper explores the complex 
dynamics of Kenya's public debt, focusing on the Ministry of Finance's role in formulating and implementing strategies for achieving long-term 
debt sustainability while supporting economic growth. With public debt exceeding KSh 10 trillion and surpassing 60% of GDP, concerns about 
fiscal stability and the adequacy of government revenues for essential services are critical. The country's reliance on external borrowing, 
combined with vulnerability to global financial fluctuations and exchange rate volatility, further complicates the landscape. Employing a 
qualitative case study approach, this research incorporates textual analysis alongside semi-structured interviews and questionnaires to gather 
insights from 15 experts within the Ministry of Finance. The findings indicate a pressing need for a strategic overhaul in debt management. 
Recommendations include strengthening local revenue generation, enhancing public financial management, and aligning debt strategies with 
long-term economic objectives. Ultimately, the study highlights the importance of a balanced approach that prioritizes transparency, 
accountability, and robust governance to effectively address rising debt levels and foster sustainable economic development 
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INTRODUCTION 
 
Kenya, like many developing nations, has long grappled with 
the challenge of debt sustainability. As the country strives for 
economic growth and development, borrowing has become an 
essential tool for financing infrastructure projects and other 
critical expenditures. However, the rising levels of debt have 
sparked concerns about Kenya's ability to manage and repay its 
obligations. This paper delves into the issue of debt 
sustainability in Kenya, with a particular focus on the role of 
the Ministry of Finance in addressing this challenge. It 
contends that a reevaluation of debt management strategies is 
necessary to ensure that Kenya's debt remains sustainable in 
the long term. This paper is guided by the research question: 
"How can the Ministry of Finance in Kenya develop and 
implement debt management strategies that ensure long-term 
debt sustainability without compromising economic growth?" 
 
The Current Debt Situation in Kenya 
 
Kenya's struggle with debt sustainability is a complex issue 
influenced by both domestic policies and external economic 
pressures. The country has accumulated substantial debt, 
largely driven by major investments in infrastructure projects 
designed to stimulate economic growth. While projects such as 
the Standard Gauge Railway (SGR) and extensive road 
networks aim to foster development, concerns arise about their 
long-term viability, particularly in light of diminishing returns 
from these large-scale endeavors (IMF, 2023). Kenya's heavy 
reliance on external borrowing, particularly from international 
lenders, has increased its vulnerability to global financial 
market fluctuations, thereby raising the risk of debt servicing 
difficulties. This dependence exposes the country to risks 
associated with currency depreciation, rising interest rates, and 
global economic uncertainties (World Bank, 2021).  
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Moreover, while agricultural biotechnology holds promise for 
enhancing food security and addressing some societal 
vulnerabilities exacerbated by debt (Laxman, 2022), its 
integration must also address prevailing socio-economic 
inequalities rooted in historical colonial legacies that continue 
to shape power dynamics and development processes in Kenya 
(Arora, 2021). Kenya’s public debt has surged to over KSh 10 
trillion, surpassing 60% of the nation’s Gross Domestic 
Product (GDP) (IMF, 2023). This rising debt has led to higher 
debt servicing costs, consuming a significant portion of 
government revenues and raising concerns about the country’s 
ability to meet its obligations without undermining its 
development goals. The growing debt burden constrains the 
government’s fiscal space, limiting its ability to finance 
essential services like healthcare, education, and social 
protection. Additionally, high debt levels result in increased 
borrowing costs, as lenders demand higher interest rates to 
mitigate perceived risks. Excessive debt can also erode 
investor confidence, leading to reduced foreign direct 
investment and slowing economic growth (Kinyua, 2022). To 
address these challenges, this paper seeks to answer a critical 
question: How can the Ministry of Finance in Kenya develop 
and implement debt management strategies that ensure long-
term debt sustainability without compromising economic 
growth? The Ministry must adopt a comprehensive approach 
that balances immediate fiscal needs with long-term 
sustainability goals. This includes enhancing local revenue 
generation, improving public financial management, and 
ensuring that debt management strategies align with broader 
economic objectives. 
 
The Role of the Ministry of Finance 
 
The Ministry of Finance in Kenya plays a crucial role in 
managing the country’s public debt, a task that has become 
increasingly complex due to rising debt levels and economic 
challenges. As the central body responsible for fiscal policy 
formulation and implementation, the Ministry is tasked with 



ensuring that Kenya’s borrowing practices are sustainable and 
aligned with the country’s economic goals. One of the 
Ministry’s primary functions is to negotiate and secure loans 
from both domestic and international lenders. This involves 
balancing the need for funds to support development projects, 
such as infrastructure, against the risk of accumulating 
unsustainable debt. Recently, Kenya’s public debt has 
expanded significantly, reaching over 60% of the country’s 
GDP as of 2023 (IMF, 2023). This increase has led to higher 
debt servicing costs, which consume a substantial portion of 
government revenues and limit the fiscal space available for 
essential services like healthcare, education, and social 
protection (Central Bank of Kenya, 2022). The Ministry is also 
responsible for managing Kenya’s debt repayment schedules, 
ensuring timely debt servicing while structuring repayments to 
minimize impact on the national budget. However, the 
Ministry has faced criticism for prioritizing short-term debt 
servicing over long-term fiscal health, occasionally resulting in 
austerity measures that have adversely affected economic 
growth and social welfare (Ndung’u, 2021). This approach has 
raised concerns about the long-term viability of Kenya’s debt 
management strategies, especially given external shocks such 
as the COVID-19 pandemic that have strained government 
finances and increased the need for emergency borrowing 
(World Bank, 2021). 
 
In addition to managing debt repayment, the Ministry of 
Finance formulates policies to ensure debt sustainability. This 
involves developing frameworks that govern borrowing 
practices, setting limits on debt accumulation, and ensuring 
that debt finances projects that generate sufficient economic 
returns to service the debt. However, the Ministry faces 
significant challenges, particularly due to Kenya’s reliance on 
external borrowing, which exposes the country to global 
financial market fluctuations and exchange rate risks (IMF, 
2023). These challenges are further compounded by domestic 
issues such as weak revenue generation and the need for 
structural economic reforms to enhance fiscal resilience 
(Kenya National Bureau of Statistics, 2022). The Ministry of 
Finance’s role in debt management is critical for safeguarding 
Kenya’s economic stability and ensuring that public debt 
remains within sustainable limits. Moving forward, it is 
essential for the Ministry to adopt a more strategic and long-
term approach to debt management. This includes enhancing 
transparency and accountability in debt transactions, 
improving local revenue collection, and integrating debt 
management into broader economic planning to align 
borrowing with the country’s development goals. By doing so, 
the Ministry can help ensure that debt serves as a tool for 
economic growth rather than a burden on future generations 
(Kinyua, 2022). 
 
Challenges and Pitfalls of debt sustainability in Kenya 
 
Kenya’s economic landscape is increasingly shaped by its 
engagement with external debt, which has surged dramatically 
over the past two decades. This trend raises pressing questions 
about the country's debt sustainability as it seeks to balance 
economic growth with fiscal prudence. The interplay between 
public investments in infrastructure and social services and the 
burden of debt obligations creates a complex dynamic where 
the government must navigate multiple competing interests. 
Analyzing key indicators such as the debt-to-GDP ratio and 
foreign exchange reserves reveals the precarious state of 
Kenya’s economic management, threatening long-term 

stability. A high dependency on external financing exposes 
Kenya to significant vulnerabilities, especially in an 
increasingly volatile global financial environment. Fluctuations 
in exchange rates, shifts in international commodity prices, and 
changing lending conditions can all impact the country’s 
repayment capacity. Additionally, rising interest rates on both 
domestic and foreign debt instruments complicate the fiscal 
landscape, necessitating more robust fiscal frameworks and 
prudent borrowing strategies. Effective local revenue 
generation becomes crucial, as reliance on external funding 
can create a cycle of borrowing that undermines debt 
sustainability. Ultimately, the implications of declining debt 
sustainability extend beyond immediate fiscal health, posing 
risks to socioeconomic development and poverty alleviation 
efforts. To address these challenges, Kenya must develop a 
comprehensive strategy that includes ethical borrowing 
practices, enhanced accountability mechanisms, and long-term 
planning. Such a framework is vital for maintaining healthy 
public finances and building resilience against economic 
shocks, enabling Kenya to achieve its goals of inclusive 
growth and socioeconomic transformation. 
 
Debt sustainability in Kenya is profoundly influenced by 
factors such as inflation, exchange rates, and fiscal policies. 
High inflation erodes the value of debt repayments, making it 
difficult for borrowers to meet their obligations and threatening 
the sustainability of both public and private debt. Volatile 
exchange rates exacerbate this issue, especially for debts 
denominated in foreign currencies, as a depreciation of the 
local currency increases the cost of repayment. This challenge 
is compounded by difficulties in accessing financial services, 
particularly for microfinance institutions facing high 
operational costs (Otiende et al., 2015). The complex 
dynamics of rural poverty further emphasize the need for 
strategic fiscal policies that enhance economic stability and 
empower vulnerable populations, supporting a more 
sustainable debt framework (Otiende et al., 2015). Addressing 
these factors is essential for creating a resilient economic 
environment conducive to maintaining debt sustainability. 
Additionally, currency fluctuations can worsen debt 
sustainability issues, particularly when external debt is in 
foreign currencies. A weakening local currency increases the 
cost of debt servicing, straining reserves and fiscal health 
(Kose et al., 2022). Political instability and governance 
challenges also undermine Kenya’s debt sustainability. 
Historical governance issues, characterized by corruption and 
resource mismanagement, have eroded public trust in 
governmental institutions. The centralized state’s failure to 
promote equitable economic and political development has 
resulted in unequal wealth distribution and citizen discontent 
(Franceschi et al., 2014). This dissatisfaction exacerbates risks 
associated with both external and internal borrowing, as 
citizens resist fiscal policies perceived to benefit only a 
political elite. The microfinance sector reflects these 
governance weaknesses, hindering financial inclusion and 
economic growth. Without comprehensive regulatory 
frameworks and effective governance structures, Kenya risks 
worsening its debt challenges and failing to meet its 
developmental needs, threatening long-term economic 
sustainability (Otiende et al., 2015). Rising debt levels in 
Kenya have significant social implications, as high debt 
servicing costs often lead to reductions in public spending on 
essential services such as education and healthcare, 
exacerbating inequalities. Evidence from other contexts shows 
that firms exposed to higher climate risks face increasing debt 
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costs, further entrenching socioeconomic disparities (Trinh, 
2024). Moreover, businesses with strong environmental, social, 
and governance (ESG) scores benefit from lower debt costs, 
suggesting that sustainable practices can mitigate financial 
burdens and promote social equity (He, 2024). Thus, rising 
debt levels not only threaten economic stability but also risk 
deepening social divides, highlighting the need for a critical 
reassessment of debt sustainability strategies in Kenya. 
 
The intricate landscape of debt sustainability in Kenya reveals 
various challenges that threaten the nation’s economic stability 
and growth prospects. Persistent fiscal deficits, coupled with 
heavy reliance on foreign loans, exacerbate vulnerabilities tied 
to external debt servicing. Inefficient resource allocation and 
insufficient domestic revenue generation further complicate 
debt management. As external pressures mount, including 
global economic fluctuations and shifting investor sentiments, 
prioritizing sound fiscal policies is crucial. Kenya must adopt a 
holistic approach that combines prudent debt management 
strategies with comprehensive economic reforms. By fostering 
transparency, enhancing local revenue collection, and 
improving public financial management, Kenya can navigate 
the challenges of debt sustainability and lay the groundwork 
for resilient economic development. A concerted effort from 
policymakers, stakeholders, and civil society is essential to 
ensure that debt serves as a catalyst for growth rather than a 
constraint on the country’s progress. 
 
The Ministry of Finance in Kenya plays a central role in 
managing the country's public debt, including negotiating 
loans, managing debt repayment schedules, and formulating 
policies to ensure sustainability. Despite these efforts, the 
Ministry has been criticized for prioritizing short-term debt 
servicing over long-term economic stability. This approach, 
while meeting immediate debt obligations, has sometimes led 
to austerity measures adversely affecting social welfare and 
economic growth (Ndung’u, 2021). A significant weakness in 
Kenya's current debt management strategy is its over-reliance 
on external borrowing, which exposes the country to external 
shocks and reduces financial autonomy. The Ministry of 
Finance must address these challenges by adopting more 
robust debt management strategies aligned with Kenya’s long-
term development goals (IMF, 2023). This includes improving 
local revenue generation, enhancing public financial 
management, and integrating debt management into broader 
economic planning. Other challenges to Kenya's debt 
sustainability include weak revenue generation, governance 
issues, and external economic pressures. The narrow tax base 
limits the government's ability to generate sufficient revenue to 
service debt (Kinyua, 2022). Corruption, inefficient public 
spending, and lack of transparency in debt transactions 
exacerbate fiscal challenges (Transparency International, 
2022). Addressing these issues is crucial for establishing a 
resilient economic environment that supports debt 
sustainability in Kenya. 
 
Rethinking Debt Sustainability 
 
Kenya's economic growth and development have long been 
closely linked to its approach to debt management. As the 
country works to enhance infrastructure, stimulate economic 
activity, and improve citizens' living standards, borrowing has 
become a crucial tool for financing these ambitious projects. 
However, the rapid accumulation of debt has raised concerns 
about the long-term sustainability of Kenya's economic 

strategy. This paper explores the complexities of debt 
sustainability in Kenya and argues for a strategic rethinking of 
debt management to balance developmental demands with the 
imperative of financial stability. In recent years, Kenya's 
public debt has surged significantly, driven largely by 
extensive borrowing for large-scale infrastructure projects such 
as the Standard Gauge Railway (SGR), road networks, and 
energy initiatives. As of 2023, Kenya's public debt exceeds 
KSh 10 trillion, representing over 60% of the nation's Gross 
Domestic Product (GDP) (IMF, 2023). This substantial debt 
level has sparked concerns about the country's ability to 
manage its financial obligations without jeopardizing its 
economic future. 
 
The reliance on external borrowing has exposed Kenya to 
fluctuations in global financial markets, including changes in 
interest rates and exchange rates, which have complicated debt 
servicing. The COVID-19 pandemic further exacerbated these 
challenges, compelling the government to increase borrowing 
to fund emergency responses and economic recovery efforts 
(World Bank, 2021). Rising debt servicing costs now consume 
a significant portion of government revenues, constraining 
fiscal space for essential services such as healthcare, education, 
and social protection (Central Bank of Kenya, 2022). To 
address these challenges, Kenya must fundamentally rethink its 
debt management strategies. Enhancing local revenue 
generation is one critical approach, which involves broadening 
the tax base, improving tax collection efficiency, and 
combating tax evasion. Additionally, public financial 
management reforms are needed to ensure that borrowed funds 
are utilized effectively and that public spending aligns with the 
country's development priorities (Kinyua, 2022). Another key 
area for reform is integrating debt management into Kenya's 
long-term economic planning. This includes establishing clear 
borrowing guidelines, prioritizing investments that yield 
sufficient economic returns, and developing a comprehensive 
debt sustainability framework that balances short-term needs 
with long-term economic goals (IMF, 2023). Greater 
transparency and accountability in debt management processes 
are also essential. This involves publishing detailed reports on 
debt transactions, engaging in open dialogues with 
stakeholders, and strengthening institutional oversight to 
ensure that borrowing decisions serve the public interest 
(Transparency International, 2022). 
 
Kenya's pursuit of sustainable development is closely tied to its 
approach to managing public debt. As the nation continues to 
secure loans for its development initiatives, the Ministry of 
Finance must adopt a more strategic and sustainable debt 
management framework. This requires a multifaceted 
approach: enhancing local revenue generation, refining public 
financial management practices, and integrating debt 
management within a comprehensive economic planning 
framework. By rethinking and revising its strategies for debt 
sustainability, Kenya can better align its financial practices 
with its developmental objectives, ensuring a stable and 
prosperous economic future. This paper is guided by the 
research question: How can the Ministry of Finance in Kenya 
develop and implement debt management strategies that ensure 
long-term debt sustainability without compromising economic 
growth? Addressing this question is crucial for identifying 
effective strategies that balance the need for immediate fiscal 
resources with the imperative of maintaining long-term 
economic stability. 
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Theoretical framework governing public debt 
sustainability 
 
In recent decades, the interplay between public debt and 
economic stability has become a central focus in both 
academic research and policy-making. Financial crises and 
economic downturns have highlighted the need to understand 
how countries manage fiscal responsibilities while ensuring 
sustainable growth. This complexity necessitates a theoretical 
framework that addresses key components of public debt 
sustainability, including economic growth rates, interest rates, 
and government fiscal policies. By examining these factors 
collectively, one can better understand how nations navigate 
and strategize their debt levels in response to varying 
economic conditions. This paper aims to delineate the 
theoretical constructs underpinning public debt sustainability, 
offering a comprehensive analysis that not only clarifies 
historical contexts but also explores future implications for 
policymakers. Understanding these frameworks is crucial for 
fostering economic resilience and informed decision-making in 
public finance. Public debt sustainability is essential for 
assessing a nation's financial health and planning future 
economic policies. It refers to a government's ability to 
manage its debt responsibly without compromising financial 
stability or the well-being of its citizens. This concept is vital 
to ensure that debt levels remain manageable, thereby 
preventing crises such as defaults or severe inflation. 
Excessive debt can lead governments to implement austerity 
measures, negatively impacting social programs and economic 
growth (Feiyan Peng et al., 2024). Conversely, sustainable 
public debt can create an environment conducive to long-term 
investments, ultimately fostering economic development. 
Studies emphasize that maintaining sound fiscal policies is 
crucial for keeping debt within sustainable bounds, enhancing 
overall economic resilience, and addressing global challenges 
like environmental issues and resource management (Feiyan 
Peng et al., 2024). 
 
The dynamics of public debt sustainability can be analyzed 
through various theoretical perspectives, particularly focusing 
on the interactions between fiscal policies and macroeconomic 
factors. One key aspect is the alignment of primary balances 
with existing debt levels. A positive correlation between 
primary balances and debt levels suggests sustainability, as 
described by Bohn (1995). However, concerns arise with the 
notion of fiscal fatigue, where the responsiveness of primary 
balances diminishes at high debt levels, posing risks for 
countries such as those in Latin America and the Caribbean 
(María José González Jaramillo et al.). Additionally, 
understanding debt dynamics requires considering other 
determinants, as illustrated by Uganda's experience. Factors 
like real interest rates and current account balances 
significantly influence the debt-to-GDP ratio, highlighting the 
complexity of maintaining debt sustainability within varying 
fiscal contexts (Frederick Nsambu Kijjambu et al., 2023). A 
nuanced understanding of these theoretical perspectives is 
crucial for policymakers to ensure effective long-term debt 
management. Classical economic theories provide valuable 
insights into the relationship between investment, 
consumption, and growth. These theories suggest that 
government borrowing can stimulate economic growth if it 
leads to productive investments that enhance future output. 
However, this perspective must account for offsetting effects 
on private savings and public spending. For instance, if higher 
debt levels lead to increased taxes or reduced public 

expenditure, the benefits of borrowing may diminish. Classical 
theory also posits that sustainability depends on the economy's 
ability to generate sufficient returns from investments, as 
indicated by the historical constancy of economy-wide energy 
expenditures relative to income within a sustainable range 
(Igor Bashmakov, 2024). Moreover, investing in human 
capital, especially among lower-income households, can 
mitigate income inequality and stimulate economic vitality, 
emphasizing the importance of strategic borrowing practices 
aligned with growth objectives (Qingjie Zhang &Xinbang Cao, 
2024). This interplay between debt, investment, and economic 
capacity is crucial for informing policies aimed at ensuring 
debt sustainability. Contemporary models of debt sustainability 
often emphasize a multidimensional approach that considers 
economic, social, and environmental factors in evaluating 
fiscal health. Traditional metrics, such as debt-to-GDP ratios, 
are increasingly supplemented by frameworks that account for 
broader societal impacts, reflecting a shift from purely 
quantitative assessments to more qualitative evaluations. For 
instance, innovation governance discussions highlight the need 
for sustainable debt practices that balance public investment in 
social infrastructure with fiscal discipline (Mónica Edwards-
Schachter, 2023). Furthermore, participatory governance 
models underscore how engaging civil society in the 
policymaking process can enhance debt sustainability. Civic 
engagement fosters accountability and transparency, 
addressing socio-political issues that often contribute to 
unsustainable fiscal policies (Haliliuc, 2018). Integrating these 
contemporary frameworks is crucial for adapting sustainability 
models to the complexities of modern economic realities. 
 
Effective debt management relies on the interplay between 
fiscal policy and economic growth, as both significantly 
impact a country's debt sustainability. A well-structured fiscal 
policy can stimulate growth, thereby enhancing the 
government's ability to service its debt while avoiding 
excessive borrowing. The COVID-19 pandemic has 
exacerbated public debt levels globally, highlighting the 
intricate relationship between economic shocks and fiscal 
responses (Dimitra Mitsi, 2023). In Central and Eastern 
European countries, rising sovereign debt servicing costs, 
coupled with factors such as economic governance principles, 
illustrate how crisis-era policy decisions can have long-term 
effects on public finances (Michał Bitner et al., 2023). 
Balancing fiscal responsibility with growth objectives is 
essential; adopting sound economic governance principles can 
mitigate the risks associated with increased debt and foster 
sustainable economic development in the face of external 
shocks. Examining public debt sustainability reveals that the 
relationship between public debt and economic factors 
significantly impacts poverty reduction efforts in developing 
countries. High levels of public debt often correlate with 
increased poverty, underscoring the need for policymakers to 
prioritize debt sustainability to foster economic growth and 
improve human development (Fayzullokh Sattoriy et al., 
2023). Additionally, understanding fiscal rules within the 
European Union, particularly in relation to Ukraine’s future 
economic framework, highlights the importance of effective 
fiscal governance for promoting long-term stability and 
integration with EU standards (Tetiana Bohdan, 2023). 
Establishing robust fiscal regulations that encompass debt 
limits and expenditure controls is crucial for safeguarding 
against macroeconomic instability. These insights underscore 
the necessity for comprehensive fiscal policies that go beyond 
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mere debt management, ultimately fostering economic 
resilience and reducing poverty levels. 
 
RESEARCH METHODOLOGY 
 
This study employed a qualitative case study approach, 
incorporating textual analysis to delve into the complexities of 
debt management and financial policymaking within Kenya's 
Ministry of Finance. To gather in-depth insights, a 
comprehensive data collection strategy was utilized, including 
semi-structured interviews and questionnaires. These 
instruments were meticulously designed to capture nuanced 
perspectives from participants. A linear snowball sampling 
method was employed to identify and select 15 experts within 
the ministry, each with extensive experience and specialized 
knowledge in debt management and fiscal policy. This targeted 
approach ensured that the data collected was both rich and 
highly relevant, offering a well-rounded understanding of the 
subject. 
 
The research was guided by the central question: How can the 
Ministry of Finance in Kenya develop and implement debt 
management strategies that ensure long-term debt 
sustainability without compromising economic growth?By 
addressing this question, the study aimed to uncover effective 
strategies for balancing debt sustainability with the imperative 
of economic development, ultimately providing actionable 
recommendations for policymakers. 
 
FINDINGS 
 
The key findings indicate that Kenya has seen a significant 
surge in debt accumulation, primarily fueled by large-scale 
infrastructure investments. The country's debt has now 
exceeded KSh 10 trillion, placing substantial pressure on 
government revenues. This growing debt burden has led to 
higher debt servicing costs, thereby limiting the fiscal space 
available for critical services such as healthcare and education 
(IMF, 2023). Additionally, Kenya's heavy reliance on external 
borrowing has heightened its vulnerability to global financial 
market fluctuations and volatile exchange rates, further 
complicating debt management (Otiende et al., 2015). A key 
concern, also observed in Greece, is the high debt-to-GDP 
ratio. Kenya’s debt-to-GDP ratio has escalated in recent years, 
raising alarms about the sustainability of its debt (IMF, 2023). 
The high debt levels have constrained government revenues, 
making it difficult to allocate sufficient funds to essential 
services. Greece faces a similar issue, with its debt-to-GDP 
ratio consistently among the highest in the Eurozone, often 
surpassing 170% (OECD, 2022). In both countries, these 
elevated debt levels hinder the ability to invest in projects that 
could stimulate economic growth, thereby slowing economic 
recovery and development. Furthermore, Kenya’s increasing 
reliance on external borrowing, including loans from 
international financial institutions and bilateral partners, has 
left it exposed to global financial market fluctuations and 
exchange rate volatility, which complicates debt servicing 
(Otiende, P. A., et al. , 2015). Greece, too, has become heavily 
dependent on external financing, particularly from the 
European Union and the International Monetary Fund (IMF), 
as a result of its economic crisis. This reliance has led to 
significant external oversight of Greece's economic policies, 
reducing its economic autonomy (European Commission. , 
2021). Both Kenya and Greece face the challenge of managing 

their economies under the stringent conditions imposed by 
external creditors. The sustainability of public debt is further 
threatened by high inflation and exchange rate volatility. In 
Kenya, inflation erodes the real value of debt repayments, 
while the depreciation of the local currency increases the cost 
of servicing foreign-denominated debt. This creates a 
challenging environment for public debt management, where 
the rising costs of debt servicing place a significant strain on 
the country’s financial stability (Kose et al., 2022). 
 
Moreover, political instability and historical governance issues 
have severely compromised Kenya's ability to manage its debt 
sustainably. Persistent corruption and resource 
mismanagement have eroded public trust in governmental 
institutions. The centralized governance system has struggled 
to foster equitable economic development, leading to 
widespread dissatisfaction and resistance to fiscal policies 
perceived as benefiting only a political elite. This growing 
discontent increases the risks associated with both external and 
internal borrowing (Franceschi et al., 2014). 
 
In addition, the rising debt levels have shifted the financial 
burden away from government investments towards social 
welfare. This shift has adversely affected crucial services such 
as education and healthcare, with increasing debt servicing 
costs leading to cuts in public spending. As a result, social 
inequalities have worsened, undermining efforts to reduce rural 
poverty and promote financial inclusion (Trinh, 2024). To 
effectively address these debt sustainability challenges, Kenya 
needs a comprehensive approach that integrates prudent fiscal 
policies, enhanced local revenue generation, and improved 
governance structures. The current focus on short-term debt 
servicing has been criticized for neglecting the long-term 
implications of rising debt levels. A strategic framework is 
required to balance debt sustainability with economic growth 
objectives and ensure that debt management is aligned with 
broader developmental goals (IMF & World Bank, 2007). 
 
Recommendations 
 
In today’s global economy, managing national debt and 
maintaining economic stability present significant challenges 
for many governments. To navigate these issues, countries 
often employ various financial strategies, including debt 
restructuring, debt buybacks, establishing sovereign wealth 
funds, and implementing inflation targeting policies. This 
paper recommends a strategic approach for Kenya, exploring 
the significance, mechanisms, and potential impacts of these 
financial strategies on the nation’s economic stability and 
growth. 
 
Debt Restructuring 
 
Debt restructuring is an essential tool for countries grappling 
with unsustainable debt levels. This process involves 
reorganizing a country's debt obligations by extending 
repayment periods, lowering interest rates, or reducing the 
overall principal owed. The primary aim of debt restructuring 
is to prevent default and restore fiscal stability. Restructuring 
can take multiple forms, such as debt rescheduling, where 
payment deadlines are extended, or debt forgiveness, where a 
portion of the debt is written off. A notable example of 
successful debt restructuring is Greece's financial crisis, during 
which the country negotiated significant restructuring with 
both private investors and international institutions to avert a 
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catastrophic default (Zettelmeyer, Trebesch, & Gulati, 2013). 
The overarching goal of restructuring is to make the debt 
burden more manageable, thereby enabling the country to 
regain economic stability and foster growth. 
 
Debt Buybacks 
 
Debt buybacks are another effective mechanism for managing 
national debt. This strategy involves a country repurchasing its 
debt at a discount from its current market value. Debt 
buybacks are particularly useful when the market value of a 
country's debt is lower than its face value, allowing the nation 
to reduce its outstanding obligations at a lower cost. Such 
buybacks can significantly reduce the total debt burden and 
improve a country’s creditworthiness. For instance, during the 
late 1980s, several Latin American countries, including 
Mexico, used debt buybacks under the Brady Plan to reduce 
their external debt levels (Dooley, 1989). The success of debt 
buybacks largely depends on the availability of resources to 
finance the buyback and the willingness of creditors to sell the 
debt at a discount. 
 
Sovereign Wealth Funds (SWFs) 
 
Sovereign wealth funds (SWFs) are state-owned investment 
funds typically created from surplus revenues, often generated 
from natural resources like oil and gas. These funds are used to 
manage and invest in various global assets, providing a reliable 
source of income for future generations and helping to stabilize 
the economy during periods of economic downturn. Countries 
like Norway and the United Arab Emirates have successfully 
utilized SWFs to manage their wealth and ensure long-term 
economic stability (Al-Hassan et al., 2013). For example, 
Norway’s Government Pension Fund Global, one of the largest 
SWFs globally, invests in a diversified portfolio of assets 
worldwide. SWFs play a crucial role in national financial 
strategies by providing a buffer against economic shocks and 
contributing to the sustainability of public finances. 
 
Inflation Targeting 
 
Inflation targeting is a monetary policy strategy where a 
central bank sets a specific inflation rate as the target and 
manages monetary policy tools to achieve it. This approach is 
designed to anchor inflation expectations and create a stable 
environment conducive to economic growth. Countries that 
have adopted inflation targeting, such as New Zealand, 
Canada, and the United Kingdom, have generally experienced 
more stable inflation rates and improved economic 
performance (Mishkin & Posen, 1997). By maintaining low 
and stable inflation, central banks can reduce uncertainty in the 
economy, thereby fostering investment and promoting long-
term economic growth. Moreover, inflation targeting allows 
for greater transparency and accountability in monetary policy. 
By clearly communicating their goals and actions, central 
banks can better manage public expectations, reducing the risk 
of inflationary or deflationary spirals. 
 

For Kenya, several strategic financial measures should be 
prioritized to enhance economic stability and debt 
sustainability: 
 

1. Enhance Local Revenue Generation: Kenya should focus 
on improving local revenue generation to reduce 
dependency on external borrowing. This can be achieved 
by broadening the tax base, enhancing tax compliance, and 

leveraging technological innovations to improve tax 
administration. By increasing local revenues, the 
government can expand its fiscal space and reduce the 
reliance on external debt, thereby enhancing overall debt 
sustainability. 

2. Comprehensive Debt Management Framework: Kenya 
needs to develop a comprehensive debt management 
framework that integrates economic, social, and 
environmental factors. This framework should prioritize 
balancing debt servicing with investments in critical 
sectors, such as healthcare and education, to ensure 
sustainable development. Engaging civil society in the 
policymaking process can enhance transparency and 
accountability, further supporting effective debt 
management (Haliliuc, 2021). 

3. Diversify Financing Sources: Kenya should explore 
diversifying its financing sources to reduce the risks 
associated with external debt. This includes seeking 
concessional loans, engaging in public-private partnerships, 
and exploring innovative financing mechanisms such as 
green bonds. Diversification can help spread financial risks 
and improve debt sustainability by reducing the reliance on 
external debt. 

 
In conclusion, this paper assert that by adopting these financial 
strategies debt restructuring, debt buybacks, sovereign wealth 
funds, and inflation targeting Kenya can enhance its economic 
stability and ensure sustainable growth. Implementing these 
measures alongside improving local revenue generation and 
diversifying financing sources will position Kenya to better 
manage its debt and promote long-term economic 
development. 
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