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Summary

This brief argues that macroeconomic policies and targets laid 
out in Kenya’s recent IMF program, the Poverty Reduction and 
Growth Facility (PRGF), were overly restrictive, limiting the 
government’s options for fighting health crises like HIV/AIDS and 
tuberculosis, addressing the massive health worker shortage 
faced by the country, and having the flexibility to respond to the 
current economic crisis. Kenya’s PRGF closed in January 2009. In 
May, the government signed a new U.S.$209 million loan agree-
ment through the IMF’s Exogenous Shocks Facility (ESF) to help 
plug budget holes caused by declining revenues and previous 
increases in the cost of food, fuel, and fertilizer. This ESF loan 
includes no new conditions, but past policies have resulted in 
insufficient availability of resources to invest in the health system 
and to finance development. An examination of policies under the 
PRGF shows:

•	 Targets for reducing inflation to below 5% and deficit spend-
ing to 3% undermined the country’s ability to respond to the 
financial crisis by restricting options for stimulus.

•	 The “wage bill ceiling” required in past IMF programs remains 
government policy and continues to lead to health worker 
shortages. A 2005 survey found that 20% of the public health 
workers needed could not be hired directly because of the 
embargo put in place to meet IMF benchmarks. Kenya’s As-
sistant Minister of Health has said the country needs 10,000 
additional health workers to address the shortage.

•	 In order to meet IMF program targets, foreign assistance has 
not been fully spent and absorbed. When aid surged from 
2000 to 2004, only 22% of aid was spent and only 33% was 
absorbed during that period.

•	 Kenyans have little say in these critically important poli-
cies, as the policymaking process between the IMF and the 
government (Ministry of Finance) excludes input from other 
ministries such as health and education, parliamentarians, 
civil society, and other stakeholders. 

The brief concludes with recommendations to allow for a range 
of feasible, alternative policy options to be considered through a 
more participatory, transparent, and accountable process.
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Confronted with the enormous tasks of alleviating poverty 
and pursuing development, since the 1970s the 
Government of Kenya (GoK) has shaped its macroeco-

nomic policies through programs with the International Monetary 
Fund (IMF) and World Bank. Poor countries are required to imple-
ment an IMF program in order to access external resources, such 
as World Bank development loans, bilateral official development 
assistance (ODA) from donor governments, or multilateral debt 
relief, giving the IMF considerable influence over macroeconomic 
policy choices.

IMF programs include a variety of macroeconomic policy condi-
tions, including targets for reducing deficit spending, inflation, and 
access to domestic credit, which together determine the size of 
the national budget. By influencing the size of the national budget, 
IMF programs indirectly impact the sizes of sector budgets, 

including for health and education. The amount of resources 
available to invest in these areas impacts the ability of Kenya to 
achieve the Millennium Development Goals (MDGs) and other 
national development goals.

A main concern with Kenya’s PRGF is that its macroeconomic 
framework was too focused on maintaining narrowly defined 
macroeconomic “stability,” while not sufficiently allowing for a 
“scaling up” of public investment needed to achieve the MDGs. 
At a time when the G20 is calling for, and most rich countries 
are adopting, policies to stimulate their economies in the face of 
global recession, the PRGF included restrictive policies that could 
deepen and prolong the downturn.

Moreover, these policies are typically set in consultation between
the IMF, the Ministry of Finance, and the central bank.  
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This process excludes input from other ministries such as health 
and education, key parliamentary committees, civil society, and 
other stakeholders. Only after the IMF program targets have 
pre-determined the size of the overall national budget are other 
stakeholders able to input on how much of that total should be 
spent on health, education, and other areas. 

IMF Involvement in a Closed Budget Process
The budget process in Kenya begins with the Macroeconomic 
Working Group (MWG), which includes representatives from the 
Ministry of Finance, Ministry of Planning and National Develop-
ment, the Kenya Revenue Authority, the Central Bank of Kenya, 
and the Kenya Institute for Public Policy Research and Analysis, 
with the advice of the IMF. This group sets the country’s macro-
economic policies (see below) and projects how much revenue 
will be available from taxes, external sources, and borrowing. 
Projected revenue is called the “resource envelope.” Based on the 
resource envelope, the IMF works with the government to develop 
a target for total spending, called the “budget ceiling.” The Budget 
Outlook Paper 
(BOPA) then sets 
budget ceilings for 
each sector, includ-
ing health. Those 
ceilings are passed 
down to Sector 
Working Groups 
who set allocations 
for each ministry, 
without prior con-
sultation with those 
ministries. For example, the Ministries of Public Health and Sani-
tation and Preventive Services are limited by how much money is 
allocated by the BOPA, but they are not involved in determining 
that allocation.

When questioned as part of an independent survey, key officials 
working for the GoK suggested that the IMF continues to play a 
dominant role in setting the country’s macroeconomic framework 
alongside a small number of GoK officials. Meaningful participation 
in the budget process is undermined by the fact that the parameters 
of the national budget size are predetermined by decisions made by 
a small group of officials and the IMF. Although the GoK improved 
transparency and opened consultation to develop Kenya’s Poverty 
Reduction and Strategy Paper in 2003, that process invites input 
on priorities within the budget — not on macroeconomic policies 
that affect the budget’s size. This process limits the opportunity for 
stakeholders, including officials within key ministries and Parlia-
ment, to input on macroeconomic policy and suggest alternatives to 
the IMF model, restricting input to later in the process.

The specifics of the macroeconomic framework that determine the 
budget’s size are known only to the MWG and IMF. This situation 

is not unique to Kenya, as most finance ministries do not share 
information on such policy decisions with other government 
stakeholders. Moreover, until 2001 the IMF had no official policy 
on publishing its proceedings, and crucial documents are still 
not required to be disclosed by the IMF’s Information Disclosure 
Policy. Significant gaps remain between the IMF’s disclosure 
policy and the Global Transparency Initiative’s Transparency 
Charter, which provides best practices for information disclosure 
at the IMF and World Bank.

Overly Restrictive Fiscal and Monetary Policies
The IMF is primarily concerned with maintaining narrowly defined 
macroeconomic “stability.” While having a stable economy is 
critical, focusing on too narrow a definition of stability can 
eliminate options for “scaling up” public investment and spending 
needed to achieve the MDGs, including effectively fighting HIV/
AIDS and TB. The economic framework championed by the IMF 
is therefore at odds with established development goals. Some of 
the overly restrictive targets set by the PRGF are described below. 

Wage Bill Ceilings: The 
“wage bill” limits how 
much the government 
can spend on total civil 
service wages. Kenya’s 
1993 IMF program 
reduced the wage bill 
as a strategy to reduce 
spending. Although 
Kenya’s last PRGF no 
longer included a wage 

bill ceiling, the GoK continued to implement its own, restricting 
wages to 6.5% of GDP to achieve the program’s other macro-
economic targets. The wage bill ceiling and other restrictions on 
“recurrent expenditures” (including wages) exacerbate the health 
worker shortage. In FY2006/07, the GoK directed 52% of recur-
rent health expenditures to wages. This might seem high, but the 
public health sector continues to experience a shortage of human 
resources due to the restricted total recurrent expenditure. The de 
facto wage bill constraint not only hinders the government’s ability 
to administer programs, but also to create jobs.

Unnecessarily Low Inflation Targeting: A central requirement of the 
PRGF was to keep overall inflation under 5%, with a goal of 
reducing it further to 3.5%, despite no empirical evidence nor 
consensus among economists that it is necessary or even desir-
able to drive inflation to such low levels.1,2 Such low targets, 
when prioritized over other economic goals, come with costs to 
economic growth, as spending is restricted and interest rates 
are kept high, increasing the cost of credit. This limits both the 
government’s and the private sector’s ability to borrow and invest 
and thereby build a future revenue base. This is not to say that 
inflation should be left unchecked, but “policies that are overly 
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“Policies overly concerned with 
macroeconomic stability may 
lower economic growth and 
impede poverty reduction.”



concerned with macroeconomic stability may turn out to be too 
austere, lowering economic growth from its optimal level and 
impeding progress on poverty reduction.”3

Unnecessarily Low Budget Deficit Targeting and Low Government 
Spending: Kenya’s PRGF stipulated that deficit spending should 
be less than 3% of GDP. This deficit target was primarily intended 
to make sure the government did not default on its loans
(including to the IMF) and to meet the inflation target. Limiting the 
GoK’s budget, though, means restricting options for stimulating 
the economy through properly managed deficit spending, limiting 
the resources that could otherwise be allocated to key develop-
ment sectors, such as health and education. During the current 
financial crisis, when Kenya may well receive less ODA, remit-
tances, and export revenue, the PRGF granted no meaningful 
flexibility for the GoK to explore more deficit financing to maintain 
spending — the opposite of what many developed countries are 
doing to boost economic 
activity and fight off 
recession. Conditions 
attached to Kenya’s 
ESF loan will help 
determine the extent 
to which deficit spend-
ing is flexible over the 
medium term.

Strict Cash Budgeting 
and Restrictions on 
Domestic Financing of 
the Deficit: The IMF dis-
courages the GoK from 
borrowing money from 
domestic banks to keep 
from going further into debt and to keep from “crowding out” the 
private sector from borrowing this money. This is despite research 
published by IMF staff and other studies that demonstrate some 
government expenditure can actually have a “crowding in” effect, 
creating new opportunities for private investment and growth. The 
IMF’s restrictions unduly limit the flexibility the GoK needs to bor-
row the resources required to finance economic activity and invest 
in development. Kenya must pay high market rates for domestic 
borrowing due to perceived risk, but international financial institu-
tions, banks, and bilateral donors could provide guarantees that 
would allow Kenya to, as appropriate, increase and sustain deficit 
financing needed for development.

Development Aid Used to Stockpile Foreign Exchange Reserves: 
The IMF often requires countries to increase their foreign 
exchange reserves in order to keep inflation down and to provide 
a buffer for external shocks. Kenya’s PRGF targeted an increase 
in reserve levels over the next several years, from U.S.$4.1 billion 
in 2009/10 to U.S.$5.78 billion in 2012/13. While maintaining 

currency reserves is important, it can also mean diverting aid into 
reserves instead of spending and absorbing it. Economists at the 
International Centre for Inclusive Growth examined Kenya’s use of 
aid from 2000 to 2004, a period when aid was rapidly increasing, 
and found, “Much of the aid was used to settle domestic debt and 
build up reserves.” A shockingly low 22% of aid was spent (i.e., 
transferred into local currency and used to purchase goods and 
services domestically), while only 33% of aid was absorbed (i.e., 
used as foreign currency to purchase imports).4

Declining, Inadequate Health Budget Allocations: Regardless of 
the macro policies laid out in the PRGF, it is the GoK’s commit-
ment and responsibility to increase health sector allocations as a 
percent of the total budget. The health sector is one of the core 
areas targeted in Kenya’s Poverty Reduction Strategy Paper 
(PRSP), which proposes that health expenditure increase at a 
faster rate than total government spending. The overall health 

sector ceiling rose only 
slightly from 
approximately KSH 
35 billion in 2006/7 to 
39 billion in 2007/8, 
but then dropped to 
37 billion in 2008/9. In 
addition, public health 
spending as a percent-
age of total government 
spending fell from 
8.23% in 2001/02 to 
6.29% in 2005/2006, far 
short of the 15% target 
Kenya agreed to in the 
Abuja Declaration. 

Implications for the Health Sector
The GoK’s chronically insufficient funding of the health sector di-
rectly impacts its ability to fight HIV/AIDS, TB, and other diseases 
effectively, as well as to hire adequate numbers of health workers. 
For example, to meet Kenya’s National HIV and AIDS Strategy 
Plan (KNASP), Kenya needed to spend over KSH 40 billion in 
2006/2007, but actually spent only 23 billion, a funding shortfall 
of 17 billion or over 42.5%. The GoK is contributing less than 2% 
of total spending on HIV and AIDS, a proportion that has declined 
over time as Kenya increasingly relies on donors for support. 

Healthcare Workforce Crisis: As a result of inadequate funding, 
coupled with the wage bill ceiling and employment freeze, Kenya 
is experiencing a health workforce crisis. Cutting health workers 
was a part of a civil service reform program that began in 1993, 
as a condition of Kenya’s IMF loan, with a freeze on public sector 
employment. A 2005 survey found that 20% of the public health 
workers needed could not be hired because of an embargo 
implemented to meet IMF benchmarks. This created a situa-
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Periods compared Amount of aid
absorbed

Amount of aid
spent

Before aid surge (2001–03)
vs. aid surge period (2004–06) 39% 22%

Relevant aggregates Relevant periods
Inflation Before aid surge 6.4

Aid surge period 4.5
Real effective exchange tate Before aid surge 69.9

Aid surge period 72.6
Average reserves level 

(U.S.$ millions)
Before aid surge 735

Aid surge period 1,244

Kenya Aid Spending (Ratio expressed as a share of GDP)

Reprinted from Hailu & Singh, 2009.



• Work with other donors, banks, and the IFIs to explore more 
flexible options for spending and borrowing on more favor-
able and sustainable terms, which would allow for significant 
increases in public investment. More affordable and sustain-

able borrowing arrange-
ments from domestic 
sources could also 
enable Kenya to better 
withstand the global 
economic recession.

• Explore more 
expansionary fiscal 
and monetary policies 

geared towards stimulating the economy and building the 
future revenue base of the country. 

•	 Engage a wider spectrum of stakeholders in the formulation 
and review of IMF program policies, particularly other 

       government ministries and departments apart from MoF, as 
well as parliamentary and civil society representatives. More 
transparent and participatory civic engagement would allow 
for broader input into macroeconomic policy options and 
should happen much earlier in the policymaking process — 
before macroeconomic targets are set. The policymaking 
process should be more transparent and better ensure 

       accountability. The government should release ESF loan 
agreement documents.
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tion where thousands of health workers remained unemployed, 
despite health worker shortages across the country. The Assistant 
Minister of Health recently stated that Kenya urgently needs at 
least 10,000 new health workers to meet the severe shortages in 
the country. 

Gaps in Service 
Delivery:  Chronic 
inadequate funding for 
health has exacerbated 
the health-worker short-
age and harmed the 
health sector’s abil-
ity to absorb available 
resources and provide quality services. Access to comprehensive 
HIV and AIDS related services, especially in rural areas, remains 
inadequate. Gaps in HIV care and treatment include insufficient 
access to condoms, youth-friendly support services, drugs for 
opportunistic infections, food and nutritional supplements, and test 
kits in health facilities. Kenya’s fight against TB has also suffered 
due to shortfalls in funding and human resources. Staff at Kenya’s 
Division of TB and Leprosy in Kenya identified the shortage of 
technicians as one reason Kenya is not sufficiently diagnosing TB 
cases. Chronic under-funding of the health sector and the related 
health worker shortage directly impact Kenya’s ability to sustain-
ably implement HIV/AIDS, TB, and other programs. 

Recommendations to the IMF and the Government of Kenya, 
particularly the Ministry of Finance
PRGF policy, especially in the context of the global financial crisis, 
constrained the government’s ability to borrow and spend money. 
This has had harmful consequences for priority development 
investments, social safety nets, and the most vulnerable Ke-
nyans. Exploring alternative and more flexible fiscal and monetary 
policies would provide more options to increase investments in 
health, education, and other critical social sectors. This would 
help the GoK reduce poverty and promote growth and employ-
ment. Toward this end, the IMF and Kenya’s MoF should:

•	 Fully spend and absorb ODA. This would give the govern-
ment more space to spend aid to upgrade the health system’s 

       infrastructure, expand human resources, and improve service 
delivery and quality, thereby improving health outcomes.

“Much of Kenya’s aid has been 
used to settle domestic debts and 

build foreign currency reserves.”
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