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Introduction 

 This brief presents analyses of the Kenya’s domestic debt that is held by commercial 
banks, especially the top performing domestic commercial banks in the country. The 
research adopted a desk-top review method where data was extracted from the central 
bank of Kenya’s website and documents and the domestic commercial banks’ website 
and documents.  

      Microsoft excel was used to analyze the data. Some of the information were 
unavailable for the period under review and as such it limited the amount of information 
that could have been presented. For example, the latest Central Bank of Kenya’s Bank 
supervision annual report that is publicly available is that of 2018 which made it 
impossible to calculate the percentage of domestic debt held by commercial banks for 
the �iscal year 2018/19.  

      The research �indings indicated that domestic debt was more expensive that external 
debt, the ratio of total domestic debt: total external debt was approximately at 50:50 and 
that the domestic commercial banks held 50% of the total domestic debt. Further, for the 
years between 2017 to 2019, Kenya Commercial Bank, Equity bank and Cooperative 
bank of Kenya were the largest commercial banks in the country based on asset and 
customer portfolio, yet they were the largest holders of the government’s domestic debt 
held by commercial banks.  

       This implies that the government and citizens are competing for loans from the same 
commercial banks leading to crowding out effect. The brief recommends that the 
government should consider borrowing on concessional terms externally to a larger 
extent as compared to internally and that through the Central bank of Kenya it should 
diversify its domestic debtors by investing in training to citizens to create awareness. 



Discussion 

Kenya’s Domestic Debt held by all commercial banks in the country 

    Kenya’s appetite for debt has increased over the years, reaching slightly about Kes 
6.33 billion in April 2020 according to the latest Statement of actual revenues and 
expenditures (Republic of Kenya, 2020). Publicly available data shows that by the end of 
February 2020, the government had borrowed about Kes 3.04 trillion from the domestic 
market and about Kes 3.12 trillion externally (CBK,2020).  

    Research indicates that domestic borrowing has its own disadvantages which include 
that the government incurs a higher cost of borrowing domestically at 66% as compared 
to the cost it incurs externally at 34% and it has a higher re�inancing risk due to the high 
number of treasury bills issued as compared to treasury bonds (Republic of kenya, 2020).   

    Further, according to the 2020 medium term debt management strategy, the 
government acknowledges that it has over the past years increasingly borrowed from 
the domestic   commercial banks which has led to limited credit being advanced to 
businesses. With regards to this, the paper indicated that the government will pursue a 
mix of debt that minimizes the degree of risk while at the same time ensuring minimal 
cost of borrowing at a ratio of 60:40 from external and domestic market respectively 
(Republic of kenya, 2020). Analysis indicated that about half of the domestic public debt, 
which translates to around 25% of Kenya’s total public debt is owed to domestic 
commercial banks. 



 This is demonstrated in table 1 below: 

Table 1: % of Kenya’s domestic debt held by commercial banks 

FY Domestic Debt (KES Billion)  Held by Commercial Banks (KES 
Billion) 

% 

2002/03 289.4 112.2 39% 
2003/04 306.2 127.9 42% 
2004/05 315.6 116.3 37% 
2005/06 357.8 147.1 41% 
2006/07 404.7 185.8 46% 
2007/08 430.6 182.5 42% 
2008/09 518.5 250.6 48% 
2009/10 660.3 342.7 52% 
2010/11 764.2 376.1 49% 
2011/12 858.8 409.6 48% 
2012/13 1050.6 524.5 50% 
2013/14 1284.3 612.7 48% 
2014/15 1420.4 727.9 51% 
2015/16 1,796.20 901.7 50% 
2016/17 2,112.30 1142.2 54% 
2017/18 2,478.80 1258.9 51% 
2018/19 2,785.48 - - 

Source: Central Bank of Kenya 



Table 1 illustrates the total domestic debt, domestic debt held by domestic commercial 
banks and the percentage of the domestic debt held by commercial banks. The nominal 
value of domestic debt in the �inancial year 2002/03 was Kes 289.4 billion and 39% of 
that which translates to KES 112.2 billion was held by commercial banks. By the �inancial 
year 2017/18, domestic debt grew to Kes 2,478.8 billion out of which about 51% (Kes 
1,258.9 billion) of it is debt from commercial banks (Central Bank of Kenya, 2018)  

    There are approximately 45 licensed commercial banks in Kenya and about 9 of them 
are the biggest lenders to the government. A bank is considered big based on two main 
factors: asset portfolio and/or customer portfolio. According to the Bank supervision 
annual report of 2018, the market share of KCB Ltd based on asset portfolio was the 
largest at 14.1% followed by Equity bank Ltd at 9.9%. On the other hand, the same report 
indicated that the market share of Commercial Bank of Africa Ltd based on customer 
portfolio was the largest at 47.41% followed by Equity bank Ltd at 19.76% then KCB Ltd 
was at 12.97%. The table 2 below illustrates this.  

Kenya’s domestic debt held by the biggest commercial banks in the country 

    Table 2 above gives disaggregated data, both in nominal and percentage terms, of some 
of the biggest, top performing banks on what the national government owes them. It 
further illustrates the market index share (proportion of the market that a bank 
serves/controls in terms of net assets, number of deposit and loan accounts, among 
others) for each of those individual banks. KCB is leading in terms of the in�luence they 
have in the economy measured by the market share index at 14.4% followed by Equity 
Bank and Cooperative Bank at 9.73% and 9.44% respectively (Central Bank of Kenya, 
2018) 



Table 1: % of domestic debt held by the top performing commercial banks in Kenya 
as of the end of the year in 2017, 2018 and 2019. 
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Out of the total domestic debt, Diamond Trust Bank, Kenya Commercial Bank, and Equity 
Bank held the largest share at approximately 5.07% (Kes 112 billion), 4.94% (Kes 109 
billion) and 4.8% (Kes 106 billion) respectively as at the end of 2017. As of the end of 
2018 December, Equity Bank, Kenya Commercial Bank and Diamond Trust Bank of 
Kenya were the largest holders of Kenya’s domestic debt at 5.12% (Kes 130 billion), 
4.71% (Kes 120 billion) and 4.53% (Kes 115 billion) respectively. As of the end of 2019, 
Equity bank held 4.71% (Kes138,572.961 million) of the total domestic debt, DTB held 
4.45% (Kes 130,925.571 million) while Cooperative and KCB held 4% (Kes117,802.680 
million) and 3.97% (Kes116,742.575 million) respectively.  

    Between 2017 and 2018 December, the government had borrowed approximately 
extra Kes 24 billion, Kes 10 billion and Kes 3 billion from Equity bank, Kenya Commercial 
Bank and Diamond Trust Bank respectively. Both the Cooperative Bank of Kenya and the 
National Bank of Kenya also increased their share of loans advanced to the government 
by approximately Kes 10 billion within the same period. On the �lip side, the share of 
loans that the government owed to Standard Chartered Bank, Stanbic Bank and 
Commercial Bank of Africa decreased by approximately Kes 9 billion from Kes 102.8 
billion to Kes 93.7 billion, by approximately Kes 5 billion from about Kes 45.7 billion to 
Kes 40.3 billion and by about Kes 2 billion from about Kes 60.2 billion to Kes about 57.8 
billion respectively.  

    Between 2018 and 2019 December, the government had borrowed additional Kes 
37,529.29 million from Cooperative Bank, Kes 15,665.26 million from Barclays bank, Kes 
15,436.22 million from DTB, Kes 8,136.72 million from Equity banks and Kes 2,799.98 
million from Standard Chartered Bank. Within the same duration, domestic debt held by 
National Bank of Kenya, KCB and Stanbic Bank decreased by Kes 9,225.25 million, Kes 
5,136.35 million and Kes 3,327.43 million respectively. Financial statement for 2019 for 
Commercial Bank of Africa were not publicly available. 



Conclusion 

    Based on the observations above, we can deduce that excessive domestic borrowing   
exposes the country to a higher re�inancing risk. Besides, three of the biggest banks in 
Kenya based on the assets and customer portfolio: KCB, Equity Bank and Cooperative 
Bank of Kenya, are also the biggest lenders to the national government. This simply 
implies that the government is competing for loans with the citizens who bank in those 
three commercial banks.  

    Being a business, commercial banks’ purpose is to maximize their pro�its at the lowest 
possible risk. Due to this fact, the commercial banks prefer to lend to the government 
since they view it as a low-risk investor as compared to the citizens and should the 
commercial banks decide to lend to the citizens, they would do so at exorbitant interest 
rates due to their (citizens) risky nature. This results in what is called the crowding out 
effect which is a situation whereby commercial banks prefer to give loans to the 
government than to citizens. This is likely to reduce private investments, reduce savings 
and ultimately consumption all of which reduce economic growth and development of a 
country.   



                                                               

Recommendation  

1. The National Treasury and Planning to focus on borrowing on concessional 
terms from external lenders 

In order to maintain the external-: domestic -borrowing ratio at 60:40, the National 
treasury should seek more loans from the external market which offer a longer maturity 
repayment period as compared to domestic lenders. Apart from ensuring that domestic 
debt is minimized, this will lower the borrowing cost as well as ensure prudent risk is 
incurred. 

2. Central Bank of Kenya to diversify domestic lenders 

The Central Bank of Kenya should diversify its domestic lenders to include all citizens. 
Although we acknowledge that positive strides towards this direction are being made by 
the introduction of M-Akiba, more can still be done. The Government can do this by 
diversifying its portfolio to attract citizens as it will serve to improve their saving culture 
hence developing the domestic economy and raising awareness of the availability, usage 
and advantage of investing in government securities through training to attract a wider 
sect of the population. 
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