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institute .correctiveintervention -measures ‘for female
~ enrolment in ASAL areas, especially at secondary school
and university level; and,

* reduction of the large numbers of untrained prlmary and
secondary school teachers. .

11.9 THE ROLE OF PUBLIC 'SECTOR ‘(Chapter 10)

11.9.1 In addition to macro economic pohcy and the provision of
anoverall. enabllng environment, Government will concentrate its
activities in for main areas: maintenance and extension of social
services; the provision. and maintenance of public infrastructure;

_effucuent administration and justice; and protection of the

enwronment

11.9.2 ~ The public service will be re-oriented to the adherence of
faws and regulations, in particular non-adherence to the Finance
Act, Appropriations Act and procurement procedures will be dealt

with vigorously.

11.9.3  The anti- corrupt:on Pohce squad will be strengthened'
‘and-supported at all leveis to ehmmate any form of mdlscnplme

11.9.4 The functlons and associated staffing levels of the Pubilc
Service will be determined on the baS|s of need and budget
constraints.

11.9.5  Government will reduce Public Services staffing levels by
some 16,000 positions each year up to 1996/97.

11.9.6  Government will review salary scales and monetise

benetits of the Public Service.

11.9.7  Decentralisation of decision making from national level to
the dlstrlcts will continue across all Ministries and Departments

11.9.8 . The Ministries of Finance and OVP&MPND will prepare a
short term action plan to intensify training for key policy analysis.

11,99 The Parastatal Reform Programme will be speeded up.
Non-strategic public enterprises will be privatised or liquidated.
Strategic public enterprises will be restructured to enhance their
efficiency.

11.9.10 Government will ensure a high level of active Kenyan
participation in the future running of divested public enterprises.

11.9.11  Government will implement a corporate governance
system for retained strategic parastatals and wull



11.8.11  The procurement, marketing and pricing of crude oil and
petroleum products will be fully liberalised. The Government will
also conclude a performance contract with the Natronal Oil
Corporation of Kenya :

11.8.12 User charges for water supplres will be adjusted over
trme to rarse at least 70 percen_t of recurrent expenditures.

Socral Servrces

11.8.13 Government is trrmly commltted to a major reform of the"
health sector, focussed on: improved resources mobrhsatron_and._

efficient allocation to cost eﬂectrve publrc health intervention..

11.8.14 User charges for health services will be raised to provrde’_

at least 9 percent of the Sector's recurrent expendrtures

11. 8 15 The Government will maintain a. concerted effort to;_ :
increase public awareness: of the HIV/AIDS, in recognition: of the'
need: for_ rnterventrons that wrll brmg about sexual behavroral;' -

change.

11. 8 16- To maxrmise the. rmpact of scarce budgetary resources
the effort to improve the nutritional status of school-age children will:- .-
be limited to children in disadvantaged districts. Instead of milk; the
intervention will rely on feeding cooked meals, based on maize and’
beans.: The. milk programme will be targeted to reach pre-primary: -
and pre-school children in' arid: and: semi-arid -areas.. Other -
interventions to be déveloped include de- wormmg school chrldren-
~and provrdlng them with Vitamin A prophylactrcs :

11.8. 17 The Governments objectlve for the educa’rlon sector is to"
increase access to, and: the quality of, education while continuingto -~
control-and: rationalise its: own: expendrtures in the sector The_}-‘-“-" e

ISSUGS to be addressed molude

“the. need to re<allocate expendltures towards prrmary and.‘._'.:"
:-:--_secondary educatron by reducrng the share ot unrversrty-‘_-‘-'_'-'_*._ j

”*;pleducaUQn

v -equrpment will be rncreased rr the case ot poor drstrrcts
- and other drsadvanraged areas textbooks'provrsrcn will
___'_.'.--'_:'be rmproved F
”_;'.-.__'ra'_" student-teacher ratros S
f--:.;’determme and correct the causes of dropouts trom"‘
prrmary school e o =
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KAR!
KIBT
KIRDI

KPA
KPTC
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KTMB
KWS
LGLA
NHIF
NDCC
NCPB
NEAP
NES
NFCF
NAFTA

‘NGO

NSE
NSSF
OAU
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TSC
SAP
SSE
VAT

Kenya Agricultural Research Institute
Kenya Institute of Business Training

Kenya Industrial Research Development

Institute
Kenya Ports Authority
Kenya Posts and Telecommunications

~ Corporation 7
Kenya Power and Lighting Company

Kenya Tourism Marketing Board
Kenya Wildlife Service

Local Government Loans Authority
National Hospital Insurance Fund

National Drought Co-ordinating Committee

National Cereals and Produce Board
National Environmentat Action Plan
Nationai Environment Secretariat
Net Fixed Capital Formation

North American Free Trade Area
Non-Govemmental Organisation
Nairobi Stock Exchange

National Social Security Fund
Organisation of African Unity

Public investment Programme
Preferential Trade Area

Rural Trade and Production Centre
Teachers Service GCommission
Structural Adjustment Programme
Small Scale Enterprise

Value Added Tax -

(vi)

11.8.3 Programmes in support ot improving economic
interaction between rural and urban areas will continue to be
funded. Priority will be given 10 areas and small towns with the
largest potential for growth but which are retarded by limited
infrastructure.

11.8.4  Government will continue reforms to expand and
strengthen the fiscal base of Local Authorities coupled with
initiatives to improve financial management and improve revenue
collection.

11.8.5  The Local Government Loans Authority (LGLA) will be
restructured to enable it {0 access commercial capital markets.
Financiai discipline will be reimposed on the repayment of oans {o
the LGLA

11.8.6 The mutual debt problem will be tackled with Central
Government departments taking a leading role in paying promptly
for services rendered by Local Authorities. Existing debts for certain
smaller, revenue deficient authorities will be reviewed and
financing future investment through grants considered.

11.8.7  Local Authorities will be strengthened to enable them to
plan and control physical development within their areas of

~ jurisdiction. Urban renewal and redevelopment will be made part of

the planning process to curb urban degradation and conserve
scarce urban land. Standard criteria will be applied in the extension
of boundaries and upgrading of Local Authorities.

Basic infrastructure

11.8.8 Immediate priority is to rehabilitate existing infrastructure
and satisfy existing demand but the longer term objective is to
expand infrastructure provision to areas that are comparatively

disadvantaged.

11.8.9 The Government will in future provide basic infrastructure
on a cost recovery basis wherever this is feasible. Both the level
and structure of electricity tariffs will be adjusted so as to achieve an
operational profit by KPLC and allow it to raise the local capital 1o
sustain a power sector investment programme. Performance
contracts between the Government and KPLC, the Tana River
Development Company, and the Kenya Power Company will be
completed.

11.8.10 The special levy on motor fusls will be made operational,
initialty- to provide the bulk of funds for roads maintenance but
overtime, levy rates will be raised to provide capital funds.
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11.7.11  Emphasis will continue on the. support ot smaH scaie and
Jua Kali Enterprises through reforming- cumbersome. faws and
_ regulations, increased co-ordination of promotronal institutions,
- improved access to credit, accelerated provision. of trtle deeds and
provision of good commercrai sites for their actrvrtres

11.7.12  Government wil contrnue to provide a posrtrve supportrve
framework to the tourist industry to encourage further growth though
diversification, increased: competitiveness, improved marketing and

“security. While the private sector must take the major responsibility =
for the rndustrys growth, Government erl rnstrtute the toilowrngi '

actrons,

e rmtrate dratogue wrth nerghbourrng countrres to_._
harmonise visa and entry procedures, customs controle :
and forergn exchange regulatrons :

o seek the formation of & Kenya Tourism. Marketrng Board__
- to be financed on a cost shanng basis; : SETEL

.= improve infrastructure servicing major tourrst attracttons

' '_ s 'estabhsh a Tour!st Po!rce Unrt i
'3 'reduce rts drrect rnvestment in the tounst sector

o undertake an analysrs of the |mpact of economrc retorm;
- on the tourist mdus’try, o i __ I

e'adopt policies apprOpnate to product and market.'f-”

- diversification . and the utrhsatlon of approprrate'_-}-_ ”

. technologies; and, : _
e estabhsh a branch of Uta!u Cotlege at the Coast

w '11 8 RURAL AND URBAN SETTLEMENT EERNE S
INFHASTHUCTUHE AND SOC!AL SERVICES (Chapter

i Rural and Urban Setttement

' .._11 81 The Government wrlI pay greater attentron to urban policy™ = oy
and re- onent the rural-urban. balance strategy as laid out in- .
..~ Sessional Paper No 1 of 1986 acccrdrngiy The private sector will =

- be invited to take an active Tole in the functioning.of urban areas, =~ . ¥
- - the provision of infrastructure’ and strengthening: hnks to the rural-* TRy

_.__hmterland and the wrder natlonat and- mternatrona! econom '

1182 A review of the. current Local Authorrtres system will be

B undertaken as'a frrst step rn revrtalrsrng the roie and perto”r'mance of Ci

. Locat Government

CHAPTER 1

THE CHALLENGES OF RECOVERY AND
SUSTA!NABLE DEVELOPMENT

1 1 THE CHALLENGE OF RECOVERY

1.1.1 Thrs Sessional Paper is rntended to complement and
build on Sessrona! Pagoer No.1 of 1986, on Economic Management'
for Renewed Growth. it provides a reaffirmation of our medium to
Iong term strategy to maintain measures for.socio- economrc ‘stability
which will lead to- sustained development.-It is only through
sustdinable. economic growth that the national wealth ‘can be
created to: support measures to allevrate poverty, protect vulnerable

y groups and provide rising’ standards of living-for our peop}e The

Paper makes cross reference fo. recent and forthcomrng papers’ on.

~ environment, agncu!ture forestry, employment-and tourism. The
. Paper also takes into consideration-the Policy’ Framework Paper,
whlch was discussed with the donor community in November 1993.

| 11 2 : Over the period 1985- 89, Kenyas structural ad;ustment '

programme as set out in Sessional Paper No. 1 of 1986,
successfully - generated the "development needed to create

. employment, raise the standard of living of ordinary Kenyans and

reduce the incidence of poverty. This economic performance was a

- dramatic improvement over the period 1982-85. The annual growth'

rate of Gross Domestic Product (GDP) at factor cost, increased from

3.0 percent to 5.1 percent while. GDP at market prices grew at an
“average rate of 5.5 percent: Coricurrently, the fertrhty rate of women .
- dropped- srgmhcantty thereby reducing: ‘the ‘rate ‘of populatron.'

rncreaee andk rmprovrng the growth of per caprta rncomes

"""-'113 However, ‘real growth of the GDP has" stowed'_"-” -

progreserveiy ernce 1989, achre\nng a'rate of 4. 3 peroent in 1990,

2.3 percent in 1991, 0.4 percent in 1992 and only 0.1 in 1993.
" Therefore, the greaiest challenge at this time; is to re-assess the -~

"f;ﬁ‘countrys poficy framework and adopt a strategy for. recovery and__j'- SRR S
.~ rapid restoration of economic development.; While recovery is the. -~ =
- igreatest pnonty ihe strategy adopted must lead to sustained
~development in'the future, 1o avoid the farge fluctuations in growth -~~~
E --'-.-'expenenced in: the recent past The hrgh rnstabrlrty of prlces mterestf__- TR




rates, and the rate of exchange in the course of 1993 must be
counteracted if the long-run problems are to be successfully
addressed.

1.1.4 A combination of factors explain the 1920-93 decline in
our economic performance. Poor weather, together with intermittent
ethnic strife adversely affected agricultural performance, particularly
in 1992. Poor rain also led to power rationing which, together with
declining agricultural production, reduced manufacturing output.
The transition to multi-party democracy and the 1992 general
elections created uncertainty, which reduced investment, tourism
and manufacturing output. The influx of large numbers of refugees
{from neighbouring countries also strained the nation's resources.

1.1.5 The recession that occurred in the developed countries
was another contributing factor to the country's slower growth. This
resulted in lower export earnings from coffee and tourism, which
-reduced Kenya's import capacity and terms of trade in 1991 and
1992, Kenya's economy is heavily dependent upon imports as
imported capital goods are necassary for investment and capitai
formation. Imports are critical links in many chains throughout the
economy, adverse developments in the trade account contributed to
reductions in investment of 14.2 percent in 1992 and in inventory
accumulation, which declined by 74 percent. Kenya's capacity to
import was also sharply reduced by the freezing of donor balance of
‘payments support in November 1991,

1.1.6 Modern sector employment continued to grow in 1991-

92, but the growth rate slowed s:gnlﬁcantiy from an annual average
of-3.4 percent 1987-90 to 2.3 percent in 1991 and 1.4 percent in
1992. As a result, considerable slack has developed in the labour
market, with modern sector employment at 3.7 percent below trend.
Real wages declined steeply by about 8 percent for the second year
in a row and consequently consumption was 7.8 percent lower. The
rise in prices and fall in public spending reduced domestic demand
and, therefore, output in the short run.

1.1.7  The adverse external circumstances of the early 1990s
coincided with domestic policy developments which exacerbated
financial imbalances. Insufficient control over public expendilures
and financial institutions led to a widening fiscal deaticit. The
financing of the budgetary deficits, together iax lending
policies, caused the money supply to rise far ‘Fuu rapidly. The
resulting spiral of inflation, in turn, drove up inierest rates to
extraordinary levels. Further, in real terms, the Sh:llmg depreciated
by some 35 percent against the US dollar between 1880 and 1993.

11.6.15 The development of both surface and ground water
sources will be emphasized. Water harvesting technologies that are
sustainable and friendly to the environment will be given priority. To
achieve these goals, a high level of community participation will be
required as wefll as the use of local resources and materials.

11.7 TRADE AND INDUSTRY (Chapter 8)

11.7.1 The overall policy of Government with regard to the
promotion of trade and industry is one of ensuring that market
incentives are in place together with an enabling environment.

11.7.2  Within the context of multilatera!\“arrangements, Kenya
wilt-adopt a more aggressive approach towards international trade
to counter the protectionist tendencies of trading blocks.

11.7.3 Export incentives- will be continuously monitored to
ensure that they generate a desired export performance and other
benefits accruing from the programmes.

11.7.4 Government will continue its efforts to interest private
banks and insurance houses to set up an export credit and
insurance guarantee facility and will enact any necessary
amendments to existing banking and insurance legistation.

11.7.5 Kenya will continue to emphasise the need for a tota!
removal of tariff and non-tariff barriers and other impediments to the
flow of goods and services within the region.

11.7.6 Government will continue to rationalise and reduce levels
of tariff protection. The medium term target is @ maximum tariff rate
of 30 percent.

11.7.7 To ensure Kenyan exports conform to international
quality standards, the Kenya Bureau of Standards certification
scheme will be implemented at an accelerated rate.

11.7.8  The Government, in collaboration with the private sector,
will strengthen its industrial research and extension programmes to
generate and disseminate research findings and other relevant
information to the trade and industrial sector.

11.7.9 Direct Government management of the Joint Loans
Boards and the Rural Enterprise Fund will be replaced by
arrangements in which a designated commercial banks will operate
the schemes.

11.7.10 Export licensing will be abolished, except for a short list
established lor security, health and environmental reasons.
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11.6.8  The Government will gazette Plant Breeders' Rights and
negotiate membership of relevant mternattonal organlzatrons

11.6.9 A mechanism will be introduced with. which agncultural_
marketing institutions or other organisations will collect commodity:
specific research levies such ag already exist in the’ case of coﬁee
tea and sugar to support research’ programmes NI SRR L

11.6. 10 Goverament will facilitate the prrvatlsatlon ot vetermary’
practrces and ‘divest the importation and dlstnbutlon ot llvestock'_ '

drugs, except those for strategic functions. oo -

11.6.11 . Provision of increased agricultural’ and llvestock credtt- :

will e effected through the estabilshment of the Agrrcultural- o

Development Bank:

Agrlcultural lnputs

11.6. 12 = The Ministry of Agnculture, Lrvestock Development and-_'
Marketing - will liaise - with: relevant institutions to finalise the
preparation of the National Agricultural Mechanization Strategy. -
(NAMS). Through the implementation of NAMS, the Government will -+
‘sUpport the’ development of an: ‘effective farm machrnery.'z-.-
manufacturrng, dlstnbutton and servrce system = B

trr;gatlon and Dramage Devetopment

11.6.13. The Government in line with its cost shanng pollcy wnl;_':_' S
streamline the Smallholder lIrrigation Scheme Development
Organisation for smallholder rrngatton farmers and explore other e
workable credtt systems _ SRl RSP ET

Deve!opment of the And and Semt arsd Lands

11614 To tmprove ltvestock marketmg rn the ASAL areas the'_"_"' |
followrng measures will be undertaken L i S

o establlshment ot a prlce monltortng and tntormatlon'ﬁ‘;.:ﬁ_
]-drssemmatron ‘service: lncludrng mformatron on

. quarantine; R L PR
ke _|mprovement of oads in ASAL drstncts and crushes e

7 loading ramps and water; - Lo
L -'o':'_'prowdtng credrt tmancmg tor the ltvestock'trade in the.

. AsALs;and, . o

'-_:.-:J_“'-encouragmg the productlon ot non-eonventtonal;’_f'_--.i.-._._-'

lwestock rncludtng bee keeplng | e

. and Mdllf e ttat ﬁ;

o tojein the 1
Ct23 e K
A sustatttetzt g
- exercised 1o

S -_-;_fSeconotyt _
. allow over

"~ access e |

e L S

. training. F
' -_-__"ltberaltsed tae_

1.2 A STRATEGY FOR SUSTAINABLE DEVELOPMENT .

121 The goal of this Sessional Paper is to introduce policies
and programmes in order to attain economic recovery, re-establish
economic stability, and then accelerate and sustain development.

The immediate challenge that Kenya must face to attain recovery. is
the restoration of business confidence. This will be achieved by
guaranteeing macroeconomic stability.. Such stablltty will entail the
reduction of inflation and the fiscal deficit. The aim.is to-quickly bring
the rate of inflation to single digit figures and to attain further
reductions in interest rates. This will be done through maintaining
strict budgetary discipline and a balanced budget A restoration of
macroeconomic balance, under conditions of ‘a free 'financial
system and liberalised external flows will be the starting point for
recovery. Specific short term-measures that must be intensified to
restore recovery include: the rmplementatron of the civil service
reform; the enforcement of strict monetary controls; the acceleration
of the dlvestlture of non- strategic parastatals and the abohtlon ot3'
prrce marketrng and productlon controls o RN

1.2.2 There is increasing e\ndence of the type ot polrcy]

'-__tramewont needed tor accelerated and sustarned development.

From 1985 to 1990, income per. caprta in ‘South: Korea, Taiwan,
Hong Kong, and Singapore grew by 6 percent a year or'more,
probably the sastest sustained growth rates in htstory The storles otj g

 become rodels for growth in other developlng countries. In the
- 1970's, Thailarid, Malaysia, and’ lndonesua adopted a series of
policy’ reformas. that resulted in~ similar” rapid: growth and

developmertt Chile and Mexico in Latin' America, Turkey in“Asia,
ica are outstandrng examples ot countries that -

ssentially stagnant economies in recent years T
& most, raptdly growang economres -

dopt a SImllar tramework to generate raptd o
iy, strlct macroeconomtc management wnll be -

have furh

t'ange Th’rrdly, establlsh trade pehcres _whl'ch-:'_-'_ '

L5 ttuman resources through educatton _
10es and labour: allocatron ‘will be: let.

e

__ort blas“'rn the economy, and. stlmulates;_f; Sh

| markets to encourage mobility and capacity for .
-'raptd adgtt [l nally,_rellance wrll be placed on the pnvate.__. >



sector to determine industrial expansion. Government will: minimise
complex interventions and instead concentrats on the provision of a
conducive environment within which the private secior can flourish.”

1.2.4 Physical sustainability requires conscious planning to
husband the environment. Renewable resources that contribute to
the development of the nation must be utilised and managed in a
sustainable fashion. The use of our depietable rescurces will be
budgeted and long-term efforts for their replacement explicitly
addressed.

- 1.2.5 It is only when all citizens are given an egual opportunity
to contribute to and benefit from economic development that the
nation will become committed to the maintenance of stability.
Government will ensure that a positive policy environment is
created and maintained to encourage private investment from both
domestic and foreign sources. However, Government is particularly

concerned that Kenyan citizens should be in a position to fully -

participate in deveioping the nation's enterprises and that we
increasingly rely upon our own resources to build a prosperous
future.

1.2.6 Increased wages and higher rates of employment
creation are dependent upon the achievamant of high rates of
savings and investment. Once stability is secure, business
decisions are less risky hence investment is stimulated and savings
are allocated in productive ways. Budgst deficit control will ensure
that the private sector is not crowded out. Investments will be market
driven with the private sector rasponding to the deregulated regime
where tax reforms and decontrols lower ths risks and costs in
decision making. These policies will further stimulate entrepreneurs

to make greater use of available resources by creating productive .
g

employment for the large numbers of educated job seekers that will
enter the Kenyan labour market between now and 2010.

1.2.7 It is vital that the nation increases is abitity to import.
Imported capital goods are necessary ilo support increased
domestic production in all sectors of the economy. The Government
has restored and strengthened its relaticnship with the donor
community and will seek increased balance of pavments support,
which is particularly needed during the pericd of recovery. In the
long term, the strategy for sustainable develcpmeant wili reduce the
dependency on aid and thereby further contribute to economic
stability.

1.2.8 As stated in Sessional Paper No. 1 of 1986, accelerated
- growth will increase employment opportunitics and act as a catalyst

Commodity Programmes

11.6.5 The following measures will be taken to overcome
constraints in the horticulture sector:
e allocating land to private operators near the two
international airports to tor the construction of structures
for airfreight handling,

e installation of pre-cooling facilities at major international
airports and major horticultural producing areas;

« investigation of the constraints impeding the
development of sea freight and the proposal of possible
solutions by the Horticultural Crops Development

Authority (HCDA);
» maintaining jet fuel prices at a competitive level; and,

s strengthening links between research and extension by
KARI and Ministry of Agriculture, Livestock Development
and Marketing. ' _

11.6.8  KARI will collaborate with the private sector to formulate
policies and strategies to promote oil crops in the country. An
Oilseeds Development Council will be established to oversee the
development of the oilseeds industry.

Agricultural Support Services ,
11.6.7  Agricultural research will be intensified through

- increased allocation of resources. The objective of crop rese,arch
will be to continue the search for more productive and profitable

crop varigties. Increased emphasis will be placed on:

» breeding programmes aimed at continuous increases in
the yields of already established food crops;

s breeding for disease and pest resistance crop varieties; |
« research in integrated pest management systems;.
o efficient fertiliser use,

e agronomic research particularly on smallholder
production systems; and,

. more suitable types of forage crops including more
integrated methods of recycling crop residues for
livaestock production.
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11.5.4 The Government will review and reform where
necessary, the delivery of education at ail levels to improve its
relevance and quality to the needs of a modern economy.

11.5.5  Government will assist and guide unemployed youth in
self. employment ventures through the Youth Development Fund
and Employment Promotion Centres. _

11.6 AGRICULTURE (Chapter 7)

11.6.1 ~ The MALD&M will be reorganlsed and strengthened to
rationalise its role, structure and functions.

11.6.2  In order to accelerate and sustaln growth in the-
agricultural sector, actions will be taken to formulate policy and the

delivery of the basic services. To achieve agricultural recovery, the;

following measures will be |mptemented
e 'pravatlsatron of sugar factories; _ o . .
s Cotton Board- ginneries will- also be pnvatised and: -

legislation will be presented fo Parlrament to- restructure;

. the Cotton Board;:

'« the adoption of a strategy teadrng to a market or;ented'__

oilcrop mdustry,

- selective protectron of the sector under a hberahsed_;.
. environment threugh the use of the vanable zmport duty,

s promotion of agro- mdustrres through mcreased-i_

‘extension and research services;.

e increased funding ot the actrvutres that remarn as core SN

functrons of the Mrnrstry, _

s ensure greater attonomy for marketrng co- operatlvesf_f_'_ o

with’ direct accountabrtrty to members and,

- '.--where necessary. establrshment of revolvrng funds to'_';

X ensure sustainable: service: dellvery

'11 63 - The Iegal and pohcy framework of marketlng co—_'__".
'operatrves will be reviewed and any: resultmg Iegal polrcy or

- rnstltutronal changes will be |mplemented

11.6. 4 The role of the Natronal Cereals and Produce Board wrtl.'-.3-"-.;:'-3-
- be confrned to managing a strategic reserve;. mrtrally setat3 mrlllon_':_':f; S T
S 90kg bags supp!emented bya forergn exchange reserve of US$ 60_:- PRt '
= _._‘mtlllon - S SRR

to reduce poverty. With growth, resources will be available to
enable society to care for those with insufficient means to satisty
their basic needs. The successful implementation of the strategies
in this Sessional Paper will enable a more focused Government to
undertake investments in public infrastructure, provide for the
development of human resources through better health and
education, protectron of envrronment good governance and the
rule of law.




FRAMEWORK FOR DEVELOPMENT
2.1 PHILOSOPHICAL FRAMEWORK

The Philosophical Challenge

2.1.1 This Sessional Paper recognises that development is a
much broader and more complex process than the achievement of
economic growth. For this reason, various dimensions of
development are addressed so that our strategy takes account of
historical experiences, expectations and aspirations, diverse
cultures, values and practices. When Kenya attained
Independence, expectations and aspirations were very clear.
Kenyans expected to determine their destiny in terms of political
processes and governance. Their expectations and aspirations also
centred on better access to economic assets, such as land and
capital, better services in education and health, and an equal
opportunity to participate in the social and cultural processes.
Kenya must strive to establish a tolerant society in which all
Kenyans, regardiess of their ethnic background, colour and creed
are free to practice and profess their customs, cultures, and
religious beliefs. In this regard, we must promote a liberated, secure
and developed Kenya society with faith and confidence in itself. We
must strive for the pursuit of excellence.

2.1.2 In light of the challenges, expectations and aspirations
perceived at Independence, the Government of Kenya published
the Sessional Paper No. 10 of 1965 on African Socialism and Its
Application to Planning in Kenya. Nearly thirty years have passed
since its publication. The basic tenet of the Paper was to establish a
system for political, economic and social progress that is embedded
in pragmatism and a free market economy. Over this period, Kenya
withessed dramatic changes in both international and domestic
political environments, while economic achievements recorded
mixed results. By the mid-1980s, structural dislocations became
apparent, necessitating the introduction of Structural Adjustment
Programmes (SAPs) as espoused in Sessional Paper No. 1 of 1986.
An evaluation of the economic performance since the inception of
this Sessional Paper is reviewed in Chapter 3. In Kenya, as in other

¢ the Capital Markets Authority will work towards
establishing an active secondary market for Government
securities, a second tier Stock Exchange for venture
capital and facilitate the creation of unit trusis as a
vehicle for small investors in the market.

11.4 SAVINGS AND INVESTMENT (Chapter 5)

11.4.1 Government's dis-saving will be eliminated, partially
through continued implementation of Tax Reform and
Modernisation, Civil Service Reform, and Parastatal divestiture.

11.4.2 Policies will be formulated to tap portfolio investment and
encourage foreign equity investment including lifting the restrictions
in the Foreign Investment Protection Act on the repatriation of
capital gains.

11.4.3  Government will initiate an investment Code relating to

both local and foreign investment.

11.4.4  Enabling legislation will be introduced to accord the IPC
all necessary powers in respect of new investments. IPC will:

« set clear application procedures for local and forergn
~ investment; and,

e set clear guidelines on processing of applications and
especially setting deadlines of response from licensing
authorities to the applicants to ensure transparency and
accountability.

11.5 EMPLOYMENT {(Chapter 6)

11.5.1 - The Government will, in cooperation with the Federation
of Kenya Employers and the Central Organisation of Trade Unions,
develop new employment regulations that allow firms autonomy in
hiring and firing employees, combined with more generous
severance allowances or with provision for training for workers
made redundant to discourage unjustified or punitive redundancy.
Emphasis will be given to a b:ndmg procedure to resolve disputed
redundancy cases quickly.

11.5.2. The Government will re-examine existing policies on
Wage Guidelines.

11.5.3 The Government will support the development of an
industrial relations system which encourages the growth of
representative organisations of workers and employers.
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= to project selection, with priority: given to projects in the

-areas  of health,: educatron mtrastructure'and..the.--

. environment: and,

“the' present system of budget monrtorrng and expendlture__'

control will be strengthened to ensure full compliance of
public: officials: with the Government's fiscal ob]ectrves g

and targets

| Monetary Pohcy

1132

undertaken

_through the- more . efficient. market based  policy.

To attarn ratronal monetary polrcy, the followrng will be

the cBK wr!l contrnue to manage domestrc quurdrty .:?:

G

instruments such as the reserve. requirement, Treasury;__j_',r- N =

Bilis and other Government debt instruments; .~~~
“the CBK will promote the development of secondary-{-f';-

. markets in- Treasury Bills- and “other Government-&::a_
- f_'securltles .

. borrowrng by the publrc sector

Frnancral Systems

1133

systems__ R . i
| the Central Bank of Kenya ‘Act will be revrewed and-f- R Tk
. necessary amendments: made to 'grve the CBK more;-_-__.i_.-:-_'- o

. operational mdependence R

-single digit inflation in the medrum term; and,

“'exchange control regulatrons wrll be lrberalrsed turther”_-_. -

and the Kenya Shrllrng made fully convertrble

“'a stable exchange ‘rate will be marntarned through stnct“ |

fiscal and monetary. policy in support of the ob;ectrve of.\, .

the Government will trghtly limit contractmg and'f
guaranteeing of new non- concessronal external o

In support of effrcrent and stabie fmanclal and bankrng

o the CBK will act on the. problems of weak and drstressed_i:”“"

'.:the Govemment wﬂl offer to the public an rncreased’f-':-:'f'__,_._----__. S
“sharsholding of those commercial banks in. whrch the-_j;-_*.--_-_g
__-.__._..Government holds substantral rnterest and R A

'".73_._.‘._.'t|nancral institutions whrle__ strengthemng its supervrsory;' f

. .-_.._':._-'_-econo ;
. ‘Common: Market for Eastern and Southern: Africa (COMESA) should =
- 'be strengthened by member States, Kenya included, with'a viewto: =
- making them the building blocs for African regronal integration. n -
. addition, the emergence of a free non-racial. democratrc South [

developing countries, the 'i'm'plement'ation of the SAPs has led-to
short term, adverse social |mpacts which Kenya has to address. .

2.1.3 Kenya like many other developrng couniries durrng thrs
perrod has experimented with the gemocratic process, moving from

-a multi-party democracy in the first- years: of Independence, to-a
-single party system of government from the latter part of the 1960s.

until 1992, when a multi-party system was re-introduced. However,
the ‘pragmatic - approaches to  governance,: with - all: their

“weaknesses, have ensured that Kenya remained by and large

peaceful and stable. This: in turn, contributed to the posmve

=achrevements that have been accomplrshed in the economy
214 The end of bi- -polar politics has brought with it a new |

world order The most dramatic change has been the collapse ‘of
communism  in the former: Soviet Union and Eastern Europe
However, a negative effect of this change has been the resurgence

“of nationalism which has resulted in conflicts within the region..
 Closely associated with the collapse of communism and the end of
. "bi-polarity is the introduction of multi-party: democracy whrch brings
‘new challenges and: opportunities. As has happened in the former
~ 'Soviet: Union' and Eastern.Europe, narrow nationalism, in the form -
~_of ethnically based political parties; has brought: drsunrty ‘and -
- ~conflict to Africa. With the re-introduction of muiti: -party democracy in:
‘Kenya similar tendancies have emerged whlch requrre concerted'
' 'polrtrcal attentron S i S

}'21 5. lnternatrona! cooperatlon is assummg new drmensrons

with’ emergmg trading blocks, rotably the European Union (EU), the

‘North American Free Trade Area (NAFTA), and the Association of

South East Asian Nations (ASEAN) among others. The advantages :

. ‘or disadvantages that developing countries like Kenya can’ reap.

- from:these developments need to be assessed. However, the new .

“‘developments should encourage African countries: to look inward.

~- for political and economic unity in line with the Charter of the o

. :Organisation of African Unity: (OAU) and the Treaty: estabhshmg the =
~ -African Economic Community (AEC). The dynamics of ‘sub-regional -

groupings such ‘as the East African Co-operation and -

' ""'.:-.-j?:should not |gnore---' v




- Political and Social Stability

2.1.6 The strategies underlying this Sessionai Paper demand
-a-political and social stability if all other intended programmes are
to be successiully implemented. An unstable political and social
environment is not conducive {0 sustained economic growth. The
strategies require the mobilisation of both domestic and foreign
resources. However, no investor will risk long term investment in a
country where poiitical, social and economic stability do not prevail.
An unstable business climate discourages new investment and
encourages disinvesiment, capital flight, speculative investments,
and corruption. To encourage the private sector to play its rightful
role, the Government will ensure that political, social and economic
stability prevait.

21.7 Kenya must therefore, deveiop along all dimensions. We
must strive to develop Kenya in terms of national unity and social
cohesion, in terms of the economy, social justice, cultural and
gpiritual diversity, political stability, system of governance, quality of
lite, national pride and confidence. By year 2010, Kenya should be
a united nation, with a confident, respectful and proud society,
infused by strong morals, beliefs and ethical values. We must
cherish a society that is fully democratic, tolerant, economically just
.and equitable, progressive, dynamic and resilient.. Indeed, our
objective is to build a united nation, capable of social and economic
progress in the modern world, and a Kenya in which men and
women have confidence in the sanctity of human life, individual
rights and liberties and in the proper sateguarding of the interests of
the minorities. A nation at peace with itself, territorially, ethnically
integrated, living in harmony and {ull and fair partnership.

2.1.8 = While political and social stability should be nurtured
through Government actions, it critically. depends upon people of
different ethnic communities, social groups, gender, religious belief
and racial backgrounds teeling mutuaily secure and identifying with
common national interests and aspirations. Although Kenya has
maintained peace and stability over the last thirty years, the
“situation has changed in the lasi three years. This has made it
‘necessary for the country to re-examine the means of strengthening
political stability and of maintaining it in the future. The Government
will put_in place an institutional framework that will ensure that
peace and security improve and are sustained, by : :

s @ncouraging, through constitutional reform, the
development of a political system based on democratic
principles of openness, tolerance, freedom of expression,

are to effectively contribute to, and benefit from, a growing
economy. It is expected that GDP growth will recover {0 5 or 6
percent per annum by 1996. The intreased economic activity will
come from higher private sector investment, export promotion and
efficient access to imported inputs and capital goods.

11.2 GOVERNMENT'S ACTION PROGRAMME

11.2.1  The remainder of this Chapter provides a summary of the
major policies and initiatives requiring direct Government action.
Not ait policies described earlier are included, for example those
that envisage only general affirmative support by Government for
private sector activities. Policies already in effect are mentioned
only to the extent that significant changes are envisaged.

11.2.2 Government is in the process of preparing specific
Sessional Papers and policy documents that will detail future
sectoral policy and actions within the framework provided by this
Sessional Paper. These will be published in the |mmedlate future
and include consideration of:

e tourism;
¢ social dimensions of development; and,
* the national environmental plan of action.

11.3 PUBLIC FINANCE AND MONETARY POLICY
(Chapter 4)

Fiscal Policy

11.3.1 Government's fiscal policy will be focused on the
following medium and long term targets:

» the budgst (including grants) will be balanced, wrth net
repayments of public domestic debt;

e current revenue will be stabilised at around 24 percent of
GDP. The base of taxation will be broadened and
efficiency of collection improved to allow a progressive
reduction in rates, while maintaining the overall revenue
target;

¢ Government expenditure will be restricted to between 24
and 26 percent of GOF;

+ budget rationalisation measures will aim at maximizing
the productivity of Government expenditures. In addition,
objective technical and economic criteria wilt be applied
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CHAPTER 11
SUMMARY OF PRINCIPAL POLICY ACTIONS

11.1_ THE STRATEGIC FRAMEWORK

11.1.1 The overriding goal of this Sessional Paper is to put in-
place a strategy for the recovery and rapid restoration of economic.
development To achreve this goat wrll call for a- renewed.

a clear mutual’ understandlng of the roles of the publrc ‘and prrvate_ -
sectors. This demands a reorrentatron and redeﬂmtlon of the role of.'

Government

1112 _ Burldrng on the process started under Sess:onai Paper‘ =
No. 1 of 1986, immediate responsrbrlrty for: determmrng economic . -
production, employment creation and income growth ﬂrmly belongs: -
with individuals, groups and communities themselves. Government =
will pursue policies to provide a stable economic climate that -
fosters- business confidence and encourdges savings and
investment. This will be achieved through good macrogconomic.
management with strict fiscal and monetary control. Concurrently, -
Government- will remove or streamline remaining: reguiations,.
controls and laws governing the operation of private sector.and -

ensure transparency in all bureaucratic procedures that remain.

. The Govermnment will concentrate its efforts on the provision of good
~ governance, efficient: -administration, national - security, social -
.- welfare: services; physrcal mtrastructure and the protection:of the
~environment. Specific ‘programmes ‘will be undertaken to alleviate u
any short term negatrve impact that structural adjustment may have

- “on vulnerable groups. Satisfying demand for even these focal
_ functrons “will strarn Government resources lncreasrngly..'-_

©_and private enterprrse er therefore have to be formed to ensure} |
adequate provision.. . : :

. ,_r_11 1 3 ln all its. endeavours Government watl seek dnategue wrth_ T

Call sectors of society to ensure widespread mvolvement N e

- decisions and subsequent- |mp|ementat|on growing: selt-rehancez-;.-*-“--':'_}'_‘:’_f-”.fi-'-i_'_ :
o and equity. ‘of ‘opportunity.- It is essential that all parts of society o

understand and |dent|ty W|th the ongorng reform programme !f they_'_]._ R

G

association and choice, and the enJoyment of freedoms_
“enshrined in the Constitution; .

e ensunng that the benefits of development are equrtabiy-;.
distributed among individuals and across the country.
. Crtlzens will. be offered equal opportunities in- the -
economic sphere and in- access fo- basac welfarez
provrsrons and, S ‘

-'o ‘maintaining good nelghbcurlrness frrendly mternatronal',
- “relations and regional- cooperation- by honourmg and
 fespecting rnternatronal treaties and laws. -

-Governance and Responsrbte Leadership

2.1 9 ' The goals of recovery “and. sustarnable development

~cannot: be achleved without creating the necessary- enabling
‘environment. Kenyans. have. to believe that those who make
decisions on the. use of resources to meet developmentat goals,

embrace a high degree of accountability, commitment and
drscrpllne Such values are needed to.-implement the. polrp_les set

~out in this programme and to effrcrently utilise the country's financial

and human potential. In order.to improve, promote and strengthen
good governance, . all arms.-of the public. service: must be
nonpartisan in.the d:scharge of dutres They must;. however
implement . all” policies and. programmes zmpartlalty for the-
constrtutronal Government of the day

Multa Party Democracy

2.1. 10 The Kenya Government rs frrmly commrtted to multa-'

partylsm and will use all resources to promote and develop the -

multi- -party system: However, Kenyans must avoid rrresponsrble o

... politics that ‘Undermine - ‘sustainable human and" econom cf: L
. _-deve|opments ‘especially in fostering national unity, pea d
~ security. Multi- -partyism has to develop the checks LT
~ . that allow. for' constructive dialogue and criticism betweeni-
' --;-Government the Opposrtron and-wider. socrety
o reSpect for: tundamentai human rights, and foster the’ deveIOpment .
. of-a civil society by enhanclng partacrpatron of crvrl groups rn the}f“
decrsron making prccess ' : :

.’It ' must promote

Regr 'nal Conflrcts
. The contlrcts that contr ue to_a

S -T N "C _._;the Afrlcan Contment
-_have now become of global concern. Resultant from these conflicts ~ -~ |
: _._are the acute probtems of drsplacement of populatrons growmg R



numbers.of refugees with the resultant drain of financial resources
to cater for their influx. The cost to be paid is the diversion of the
scarce resources which otherwise wouid be for development.
Consequently, we are witnessing an Africa characterised by
creeping poverty, -social unrest and, beyond our control, recurrent
droughts which added together represent a potential human crisis.

In recent years Kenya has had to play host to a growing number of

refugees from the neighbouring countries. There is no guarantee
that current efforts towards reconciliation between factions in
conflict will succeed. Nevertheless,- as in the past, Kenya will
continue to play the role of a mediator. In the meantime, the
international humanitarian response to the refugee problem in
Kenya to supplement the Government's  effort, has been

commendabile in the provision of basic needs. Since this assistance

has, however, not been adequate, Kenya has had to sacrifice a

considerable amount of her own resources to cope with the crisis.
This includes the additional measures put in place by the

Government to contain the attendant problems of insecurity and

banditry. A further sacrifice that Kenya is making is the over-use of

her infrastructure and facilities for relief-related operations, as well
as environmental degradation with no compensation by the
international community. However, Kenya will continue to support
all efforts by the United Nations and the OAU to instill peace through
the promotion of harmony, in the spirit of Kenya's policy of good-

. neighbourliness in search for lasting peace.

2.2 ECONOMIC AND SOCIO-CULTURAL DEVELOPMENT

Economic Policy and the Concern with Social
- Welfare and Poverty

2.2.1 . Government recognises the inalienable right of every
citizen, no matter his or her social or economic status, to access to
basic welfare provision. It also recognises an obligation to provide
the opportunity to .all Kenyans to participate fully in the economic
development of the country and to obtain a decent standard .of
living. The commitment of Government to these two central
concerns is long-standing. Notwithstanding the very rapid increase
in-population. numbers since independence, enormous progress
has been recorded in the provision of basic welfare services iin
terms of education at all levels, health facilities and access to
potable water. e

222 HoWever, in-the last two decades certain structural
economic dislocations emerged that demanded a re-examination of
economic policies. The strategies expounded in Sessional -Paper

10

Strategic Parastatals

10.5.7 The Government has approved & policy fo;’ a Corpprate
Governance System for parastatals. This System will formalise a
transparent, owner-manager relationship between the Government
and the management of strategic parasiatals. It will provide the
framework within which the Government will:

. appoint the Boards of public enterprises from among
" those who are adequately qualified and meet specified

criteria; _ _ .
o negotiate performance contracts with Boards 10 define
~ objectives and operational performance Cfltefla; -
 provide enhanced incentives for improved performance; - .
o adjust tariffs to reduce the need for subsidies by public -
monopclies; and, _ o
« aestablish appropriate regulatory bodies to. regulate .
monopolies. .
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Government recognises that KPTC's performance has created a
major drain on the budget: Strong action will be taken to remedy the

situation. The Board of KPTC has decided that the posts and
telecommunications activities should  be separated ‘into two
companies.. The Government has endorsed this decision, with
substantial privatisation of telecommunications services as the
longer-term goal: A number of immediate first steps will be taken to
facilitate. this_ process and to improve KPTC's performance A new

management will be in place by mid-1994..lts contract will clearly.

spec:ty financial targets to be achieved. The new management will

be given full authority to undertake any actions, including staff.
reductions, necessary to achreve them, subject to normal Board.
approvals. The contract will: require the new. management to take. -
appropriate steps to separate the postal.and telecommunications.
activities and draw up detailed plans. for privatisation. Government.
“wilt introduce: 1eg|slatlon to: Parliament for the separation- of the post.
and telecommunications functions and to facilitate privatisation of.
those functrons which are to be divested. The new Board of KPTC.
will ‘agree on a- pertormance contract w:th the Govemment:i:”

consrstent wrth the actrons above

NonnStrategsc Parastatals

1056 In an effort to accelerate the pace and ensure fult-'.' PRV
transparenicy of privatisation of rion-strategic public enterprises, the
Government has’ created: the joint public and - private sector - .
Parastatal Reform . Programme Committee to oversee the process .
for divesting non-strategic parastatals. The Government wili ensure
a high level of active Kenyan participation in the future running of -
the divested Corporations. It will carefully ‘consider options for-
eéffective and broad access by Kenyans: to opportunities for -
investing in the ownershrp of ‘divested entarprises. Further, it will
establish one or more unit trusts as' means for disposing of smaller -
. non:strategic’ parastatals, for’ ‘example, those held by the' Industriat;-_._; ;
and Commercial Development Corporatlon and the !ndustrraté*_

) Development Bank i

o 1'_'_'.'5-:"-'-':'sought:'fl'om Sympathetic dOI"IO!'S

No 1 0f 1986 and rerterated in this Paper will lead to recovery and}
sustainable development to the year: 2010. The capacity of
Govsrhment to increase, and maintain, its' social ‘welfare provision
is ' dependent upon a buoyant economy. ‘The economic downturn of
the past few years threatens this capacity. Therefore; it is vital'to re="
establish a policy framework that will stimulate the economy to
generate the national wealth that will support welfare provision.

Furthermore, ‘accelerated’ growth is the only sustainable’ ‘approach’
to increase employment opportunities and provade the resources
that will enable socisty to care for those wrth rnsuffrcrent means to.’;
satrsfy therr basic needs - .

223" However even W|th an expandrng economy, publrc-_"
expendrtures must. be controlied -and- it will . be difficult for.
Government to. increase per. capita outtays given continuing
population. rncreases ‘without endangerrng the. sustained: economic:.

~ growth: upon whrch Government revenues rely. Part-of the. answer-to .

this. problem . liesin contributions by the. individuals and families -
who benefit from facrlrtres provrdrng basic needs. Those who. benefit:

most from economic growth in terms. of: increasing incomes must;-_--
'-expect to. contribute ‘commensurably to. the welfare services they

use. The |mposrt|on of user. charges on. those members of society

who ‘are able to- pay: ‘will enable Govermnment to target welfare -
. assrstance to the more drsadvantaged and vulnerable groups wrthrn-_‘ -
'socrety ST _

'224 Expenence wrth structural adjustment programmes mj.-..?.

Kenya as elsewhere in the deveioprng world, has shown that these -
programmes have short-run, painful and undesirable impacts on .
people's. welfare. Attempts to curtall publrc expenditures: allocated. -

to basic need services in health and education will reduce their - |

avarlab:lrty Foreign exchange and price: liberalisation often lead to

- hlgh_er prrces whrch reduce purchasrng power partrcularly for thez-'_;f.

-”short t m_ adverse etfects resultrng trom the lmplementatron of;__-
_jstructural-._ adjustment,: the Government will establish a Social -~ =
" Dimensions Fund. Targeted programmes. will be financed through
" this Fund to provrde temporary measures. ‘to protect the poorer- = -
: members of socrety from hunger and deprrvatron Detarts of the




2.2.5 A well educated and healthy population is a fundamental
prerequisite for sustained economic growth as well as a basic right
for each member of society. Consequently, Government is
committed to increase the proportion of public spending that goes to
basic welfare service programmes that reach a large number of the
poor. Given overall constraints on resource availability, this will
require targeted interventions. In the education sector, Government
will . re-allocate expenditures toward primary and secondary

education, increase spending on supplies of educational

equipment, and improve the provision of text books in poorer
Districts and other disadvantaged areas. Scholarships and bursary
programmes will be expanded for students from families otherwise
unable to afford full schooling. The Government will aiso consider
other appropriate financial interventions at the primary level to
preserve equity and access by vulnerable groups. In the health
sector, greater attention wiil be given to improving services offered
at health centres which represent the most accessible facility for
curative care. Programmes to immunise against childhood diseases
will be generally expanded together with all aspects of preventive
heaith care. Hospital and health centre user charges will be
continuously be reviewed to see whether adjustments in fee levels
and exemptions are needed to ensure universal access. These and
other measures are detailed in Chapter 9.

226 Malnutrition and susceptibility to disease are direct
resuits of poverty throughout society but pregnant and nursing
women and young children are particularly vulnerable. Government
will continue to provide support to severely mainourished children
through direct feeding programmes at hospitals and health centres.
In an effort to improve the nutritional status of school children in
disadvantaged districts cooked meals will be provided at school.
The mitk programme will be targeted to reach pre-school children in
arid and semi arid areas. In times of drought, food relief
programmes will be initiated. To lessen the impact of drought,
Government will increase research and extension programmes for
drought-resistant crops. Special programmes will be initiated to
support poorer members of the community, including public works
programmes that provide income while creating productive assets,
such as water schemes and roads. L

2.2.7  However, while Government will attempt to alleviate

pockets of poverty, assist vulnerable groups and provide relief in

times of emergency, the immediate responsibility for employment

creation and income growth rests firmly with individuals, groups and
to.the community at large. While government will invest to develop
and protect our human resources, it is the private sector that must

12

domestic and foreign debt management. The CBK is in the process
of developing an action plan for staff development. S

10.5 PARASTATAL REFORM

- 10.5.1 Since 1990 the Government has maintained a strong

commitment to restructure the State Corporations. Initial reform
measures were undertaken on a case by case basis while,

~ concurrently, a comprehensive policy framework was prepared and

the institutional capacity to develop a sustained programme
established. In July 1992, the Government published a paper that
defined policies, principles and guidelines for privatisation and
parastatal reform. The paper identified 207 non-strategic public
enterprises for, privatisation or liquidation. The remaining 33
strategic public enterprises were to be retained under Government
ownership but restructured to enhance efficiency through private
sector participation and performance-linked contracts.

10.6.2  An independent study of subsidies and financiai flows
from Treasury to state corporations estimated that direct and indirect
financial flows from the Government to the parastatals averaged
some 5.5 percent of GDP over the period 1989/90-1991/92. Under a
subsidy reduction plan, direct and indirect subsidies will be
progressively reduced and eventually eliminated.

10.5.3 A corporate plan for restructuring Kenya Railways was
approved by its Board of Directors in September 1982. The plan
includes actions to divest peripheral activities and contract out
others, limit freight services to 23 main freight stations on the
network where 30 percent of traffic exists, and reduce staff levels.
A performance contract will be agreed between the Government
and the Board, including full compensation to the railway for any
non-commercial services provided at Government's request.
Following a tariff increase of 30 percent in March 1993 and a further
increase of 20 percent later in that year, a third tariff increase will be
implemented in 1984,

10.5.4 A performance contract between the Government and
the Kenya Ports Authority (KPA), will be completed. The
maintenance of cargo handling equipment and port infrastructure
will be privatised. Measures to empower KPA to contract out
stevedoring to the private sector will also be enacted.

10.5.5  in recent years, the Kenya Post and Telecommunications
Corporation (KPTC) has made a significant contribution to Kenya's
development, through the substantial expansion of the
telecommunications network throughout the country. However, the
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: |nclud|ng bankmg supervrsron forergn exchange operatrons and,._.

: “envrronment supportrve ot objecttve analysrs and profess nalism
A key goal of Civil Service Reformis capacity ‘building. In the shor

. term the Ministry of Finance and the Office of the Vice-President and

.. Ministry of Planning and National Development will prepare action

. plans to intensify tratmng for key potrcy--;analysrs \!

- Bank, capacity needs to be built in key operational departments,

incremental budget restructuring. will be implemented to-provide

selective increase in operations and maintenance allocations:

Given the seriousness of Kenya's stabilisation. problems, the
Government will use an appropriate mix of cost reduction measures
with those aimed at capacity burldmg through flllrng vacancres at
hrgher Ievets :

10.4.7 - The Govemment W|II rev:ew salary scales and monetrse:i
benefits in' line' with recommendations of the Action Plan.: The
reform programme, especially those: aspects. which deal with pay -

and: employment will be explicitly linked to the short and medium

term macroeconomic framework and will be- introduced: in' amanner
that does not conflict with. objectives for the fiscal deficit. Reduction
of the absolute wage brII is seen as an essential component of fiscal:
reform . S

Ra&ronahsed Organrsatron

tO 48 “The functrons and oorrespondrng statfrng Ieveis of the'
Public. Servrce will be: determined on the basis of demand; subject:
to:budgetary constraints. ‘Three important: pnncrp!es will: determrne;-: §
how the functions of the Public Service are divided: among -
Ministries; Local ‘Authorities and: Parastatals ‘and how: each is:
organised to carry out its- {functions. First, individual- organrsattons;
-need not necessarily be set up: solely for funchonal specrallsatron S
Instead, the Government will seek to exploit-economies of scale, -
wherever these exist, by grouping functions. ‘associated with the
same sector. Second, rationalisation of staff and functional reviews
will be directed toward securing an efficient structure, optimal size
and staffrng norms. within ‘various departments ‘and cadres of
personnel. Third, within Ministries, Public’ Institutions and:
Departments, ‘technical and scientific fields will be allowed to adopt"’ .
& more truncated organisational structure in‘order to- accommodate - -
" decentralisation of decision: making. Decentralisation: of ‘decision” =
- making from natianal levels to the districts will be continued and the -
L latter strengthened rn Ime wnh Drstnct Focus tor Flural Developmem L

At the C

ntral

B '{"prrvrlege between men and women are addressed Thrs in” turn;__.

invest in the productrve enterprrses that will provide the employment:
and generate incomes to enable s CitiZEﬂS to achleve hrgher_
standards ot living.:. : . : ik

The Role of Educatron rn Pettttca! and Socral
Change :

2, 2 8 - As mdroated in the Seventh Natronal Development Plan -:.

-(1994 1996) the: Government intends to. institute far- reaching

reforms in. the education sector.- Education is: one of the most.
powerful mstruments in promoting political awareness and social:
change; especially among youth. Those that are currently. in school -
will become aduits between now and the year 2010. They will be-
key actors: in-all sectors-including. political, economic and social:
decision making processes beyond ifie year 2010. At:a basic: level,

. literacy; leads to a:better: apprecratton of the economic; social and:
~cultural environments. Education. is essentral to :develop the

necessary dialogue between communities and their Government, -
and enable them to articulate their needs. ‘At higher levels,
education prowdes the necessary skills to promote higher humans'j"
productrv:ty It also exposes people to international influences in the
areas of culture, use of modern technology and consequentty may--‘?* R
lead to changes in aspirations ‘and hiuman refations: In this regard,
the Government will provide an education system that inculcates a
sense of national befonging;. ‘commitment to hard work: ‘and self-
réliance; appreciation of our cultural heritage; promotion of family
values; and the: understandlng of the demands of the democratrcf__g_
processes . e b

Gender Issues

. 2 2 9 5 The rmportant role women play in natrona! development_z-_-.'

has been fully appreciated in Kenya.. Women have been.

- recognised as playmg a srgmfrcant role in. producmg the nation’s .

- food and: wealth, as keepers of family health; the first teachers of

- children, and the guardians of the nation's motrals. The Government
' '_has and wrll contrnue to grve a h!gh prrorrty to the involvement of

. Many development projects .

-:::.:_"itm_p_temented after the Women's: Decade_(1974 -84) under the

""-".-_h_ave not resuited flr_t rea

'.-occu'_..:only wher _he;dynamrcs ot drfterenttat power




implies that both access to, and control of, economic and social

resources and benefits must be equitable. In particular, women's

access to land and control of other production resources, as
enshrined in the current succession laws, will be enhanced.

2.2.10  The Government will continue its efforts to ensure that
women participate and benefit equally from the development
-process. Efforts to improve opportunities for women have focused
on:improving their human capital through increasing their access to
education and health care. Further, given the important role played
by women. in the rural sector, improvements will be made. to

agricultural extension support to women farmers. This last concern.

will include re-designing the agricultural extension service to
provide information that is directly relevant and accessible to rural
women. The recruitment of women as extension staff, the use of
women's groups to disseminate technical information, will be
enhanced to improve productivity. S

2.2.11  The Government will increase its efforts to raise the
proportion of girls who attend primary school in ASAL areas and
- continué their secondary and university education, and encourage
- their enroliment in science and technical courses. Increased
education and income opportunities will contribute to improved

child health and reduce family size. The Government will also.
initiate ways to improve women's access to productive resources

such as agricultural inputs, water, fuelwood and credit.

2.3 ENVIRONMENTAL SUSTAINABILITY AND
DEVELOPMENT

General Policy Framework

2.3.1 Since the 1972 United Nations Conference on the
Environment in Stockholm, both the developing and developed
nations have given more emphasis to the environmental

consequences and the sustainability of development policies and
processes. However, the fundamental cause of environmental

degradation in Third World countries, which is "poverty", was not
- fully addressed in the Stockholm Declaration. In recognition of this,
the United Nations Conference on Environment and Development
(UNCED) was convened in Rio de Janeiro in June 1992 to find
realistic solutions for resolving the apparent conflict between

+ development and poverty eradication on the one hand, and
environmental conservation, preservation and rehabilitation on the

Jother. The result is Agenda 21, in which the World Community

14

remuneration for higher professional grades in order to fill 'vacant
establishments with well qualified staff. IR

10.4.2 At Independence, the number of employees in the Civil
Service (excluding teachers) stood at about 60,000 while the
corresponding national population was 8 million giving a
population to Civil Service employee ratio of 133 to one.
Employment in the Civil Service grew by about 5.5 percent per year
between 1963 and 1991, reaching 272,000 employees in July
1991. The growth rate of the Civil Service surpassed the high
annual average growth in population resuiting in the population to.
employee ratio falling to 85:1 in 1991. Government will maintain a
rational population to employee ratio that reflects the needs of
Kenyans, the provision of efficient service and resource constraints.

Retrenchment

10.4.3  As a result of incentives for early retirement and a freeze
on hiring of levels A-G, staff levels had been reduced to 265,161 by
June 1993. The Government plans that 16,000 positions will be
eliminated each year over three years (1994/95-1996/97) through
attrition and voluntary retirement. A review of the programme will-be
undertaken at the end of this initial three year period. Reforms of the
judicial and police services along the linas of the civil service reform
will also be developed. A

10.4.4  The on-going retrenchment programme of the Civil
Service has developed an elaborate mechanism to cater for
voluntary early retirement. Programme implementation will be kept
under review for opportunities to accelerate attrition. The reform
programme will also use redeployment and retraining, where
possible, to fill manpower shortages, especially at the district level.

10.4.5  The retrenchment programme includes provision of a
safety net for retirees, comprising of lump-sum, gratuity payments
and pensions (where applicable). In 1993/94, over Kshs 1 billion
was set aside for this purpose to cover employees in the Civil
Service, Teachers Service Commission and parastatals. The
financial demands of this safety net are very large and in order to
meet them, external donor support for this programme is being
actively sought. ' ' -

10:4.6 - Reducing the size of civil service establishment will be
costly in the short run, although net budgetary savings will be made
in:the long run. Consequently, the very limited net savings from
immediate down-sizing will not allow significantly increased
allocations to operations. and maintenance expenditures. Judicious
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wildlife in protected areas to revenues arising from tourism and a!so
in sharing the benefits with the local communities.

Drought Management.

2.3.6 Drought, and other natural disasters, are an ever present
threat to the well being of the country. They result in suffering in the
form of famine, chronic- malnutrition, livestock mortality, conflicts
over. grazing and water resources, environmental degradation,
deterioration in health, dislocation and a general breakdown in
community structures. The alleviation of the immediate and ionger
‘term impact of drought puts a heavy strain on public resources.
Whenever drought-related disasters strike, Government resources
have to be diverted from on-going development activities in order to
cope with the emergency. Frequently, donor agencies and NGOs
have provided vital complementary assistance. However, while

such joint efforts have succeeded in alleviating disasters, relief .

programmes have often been managed on an ad hoc basis. This
approach has led to duplication, wastage, and frustration on the
part of both the reliet givers and the target recipients.

2.3.7 There is strong evidence that drought occurs in a cycllcai
pattern and so more can be done to predict and prepare for these
disasters. Existing regional and local Early Warning Systems will
therefore be strengthened to provide the information that wouid
enable relief agencies and local communities to prepare for, and
-mitigate against, the worst impact of drought. Droughts are more
frequent and severest in arid and semi arid areas and so should be
the focus for mobilisation and awareness-building programmes.
Research and extension programmes for dry land farming systems,
drought resistant crops, water harvesting technologies, particularly
dams and pans, and livestock fodder production will be expanded

to provide the means to lessen the adverse impact of drought.

conditions.

2.3.8 A National Drought Coordinating Committee (NDCC) will

~ be created, composed of relevant Government departments, donor
agencies and NGOs. The NDCcC will be an autonomous body,

provided with a permanent secretariat, with responsibility for

'coordmatmg research, monitoring, and information dissemination
on all matters related to drought management. it will also draw up

preplanned strategies and projects for drought relief whose
implementation will be triggered at different stages and severities of

drought
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flows of information on Government policies ‘to ensure

understanding -and popular participation.:

Discipline and Adherence to Laws

10.2.4  The new public service will be geared and re-oriented to
the adherence of laws and regulations. Any non-adherence to
provisions of the Finance Acts, Appropriations Act or procurement
procedures and directives will be deait with wgorousfy through
appropriate sanctions and legal machinery.  The recently
established anti-corruption police squad will be strengthened and
supported at all levels to eliminate any form of indiscipline.
Similarly, the judiciary wili-be strengthened and equipped to work in

tandem with the squad and other arms of law enforcement.

Security

10.2.5 To achieve sustained economic and social development,
people's security must be guaranteed. This can only be achieved
through social, economic and political stability. in achieving this
objective, Kenya's internal and external security needs will be
adequately catered for and deliberate efforts will be made to
finance the security arm of Government in order to ensure political,
social and economic stability. However, provision of this security is
not costless. Resources have to be shared with sectors that produce
goods, services and other employment generating activities.
Consequently, security needs in the form of personnel, structures,
equipment and training up to the year 2010 will be evaluated and
revised in line with the requirements of geo-political re-alignments
and economic changes.

10.3 BUDGET RATIONALISATION PROGRAMME

10.3.1  The Budget Rationalisation Programme (BRP) was
launched in 1986 to bring about changes in the composition of
public expenditures in order to increase their efficiency and
effectiveness. The BRP remains a central strategy to increase the
productivity of Government expenditures and so facilitate the
reduction of the fiscal deficit. At its core, the Programme seeks to:
improve the allocation of available budgetary resources; ensure
that resources are concentrated on a smaller number of priority
development activities; shift public investment to projects that more
directly assist the private sector to be more productive; and, improve
the utilisation of facilities and services through the prowsmn of
adequate operation and maintenancé funds. '
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-~ procedures made more transparent. Drrect publlc sector{ S
R parttcrpat!on in productton activities will be mlmmlsed SRR
-_‘_.'10 1, 4 In addrtron to macroaconomrc potrcy formulatron and the;.-. KR No
. provision - of -an- overall " policy. enabling environment, the =
- Government will concentrate its activities in’ four main areas: .o
- maintenance and extens__lon of social’ services; ‘the: prov;szon and o e
. maintenance ~of  publi --physmat mfrastructure etfrcrent_? R
-~~~ administration .of Government services. and justrce and, the . -
- protection of the environment. '-'.Thls'Chapter concentrates on the .-
- Government's: role in: “ensuring the efficient administration of
.. Government services through .the Budget Rationalisation ' -

: Programme' _the Public Servrce Reform Programme and Parastatal

239 AII future drought re!ref programmes wrll be deslgned not_-: :_-
only. to alleviate immediateé suffering. but also to- induce = -
 development and- behaviour: that will forestall ‘or minimise the -~ |

-+ impact. of any further: droughts Furthermore all deve!opment!-_-_-f'__-_ﬁ__-1'-:'
.. programmes "implemented in drought-prone areas must be - -~ -

.» orientated toward rncreasm' capabrhtres to overcome:ﬁ drought_l

condltrons o ; - S iy

. Urbamsation an d Hu man Settlements;

2y ' he rapld mcrease in the urban areas of Kenya pro;ected.':_j_'- S
= .._;jto 2010 will create other sets of probiems ‘The concerns include the .+

.~ provision of decent sheltet and housing, safe drinking water, ‘waste
i 'drsposal and physrcal mfrastructur ,=J-'especnatly roads and transport i




CHAPTER 3
PAST PERFORMANCE AND FUTURE PROSPECTS

3.1 IMPLEMENTATION OF SESS[ONAL PAPER N01 ‘OF.

Flscal and Monetary Management

3.1:_1 - Sessional Paper No. 1 of 1986, proposed a reduct:on of
the overall fiscal deficit from around 4.1 percent of the GDP in
1985/86 to 2.5 percent by the year 2000. The Government moved
towards this deficit target through resource mobilisation, levy of user
charges, as well as expenditure control and rationalization.
Ordinary revenues, including Appropriations-in-Aid, increased from
21.3 percent of the GDP in 1985/86 to 23.7 percent by 1991/92, thus
making it possible to achieve the target rate of 24 percent by the
year 2000. Over the same period, expenditures increased from 23.3
percent of the GDP to 28.4 percent, mainly as a consequence of
domestic and foreign interest payments.

3.1.2 Over the five year period 1988/89-1992/93, recurrent
expenditures declined from 16.5 percent of the GDP to 14.2 percent
and development expenditures from 7.2 percent to 5.8 percent.
Domestic and foreign interest payments increased from 6.3 percent
of the GDP to 10.9 percent over the same period. Steady progress
was maintained in reducing the budget deficit to about 2.9 percent
of the GDP by the year 1991/92. However, in 1992/93 the deficit rose
to a high level of 7.5 percent. Government's fiscal balance as
measured by primary deficit (i.e. overall deficit less interest
payments) has continued to be positive since 1991/92 as a result of
a very strict control over Ministry expenditures. Substantial progress
"~ has been made in tax modernisation and reform since the late
1980's. Sales Tax was replaced by Value Added Tax in 1989 and
income tax rates progressively reduced.

3.1.3 On the management of public expenditures, Government
implemented the Budget Rationalisation Programme which
improved the budget processes and established a macroeconomic
framework for the forward planning of Ministry expenditures. An
expenditure ceiling system was introduced and gradually refined
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CHAPTER 10
THE ROLE OF PUBLIC SECTOR

10.1 THE ROLE OF THE GOVERNMENT

10.11 in the period followmg Independence, the Government
gave priority to the maintenance of the rule of law and an effective
civil administration and to the provision of basic infrastructure such
as roads, schools, hospitals, energy and water. it also assumed a

' major direct role in the growth and development of the economy. At

that time, there was a scarcity of private domestic savings,
management talent and entrepreneunaf experience. Thus, direct
Government participation in commercial and industrial activities
was regarded as an effective way to induce development, promote
regional balance, attract private investors and also act as an
essential step towards the Kenyanisation of the economy.

10.1.2  Over the years, the Government's role in the economy
continued to expand despite the emergence of a growing private
sector. In part, growth of the public sector has resulted from
increased demands for administrative and social services arising
from the fast growing population. However, in other cases, this
expansion was the result of policy objectives, for example: creating
employment, increasing capacity to control the economy and
increasing specialisation within the Civil Service.

10.1.3 In Sessional Paper No. 1 of 1986, the Government laid

out a series of policies to redefine the role of Government. It has

subsequently implemented a variety of reforms to create an
economy that is market oriented, less controlled, and to encourage
the private sector to play a pivotal role in the economy. After three
decades of Independence and with the reforms implemented since
1986, the private sector is now sufficiently developed to assume
greater responsibility in employment creation and income growth.
The Government will therefore, continue to move away from
interventionist measures to that of creating an environment
supportive of the efficient operation of the private sector and
markets. To this end, regulations, controls and laws governing the
operation of the private sector will be streamlined and bureaucratic
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lntroduced in 1993 to capture expenditures at the detailed budget
item levels such as, salaries and allowances, district expenditures,
and expenditures on programmes and projects. This new system
has provided improved control over expenditure through monthly
momtonng on a ministry by ministry basis.

Flnanmal Market Development

3.1.8 ~ The broad proposals for the deveiopment of financial
markets that have already been implemented include: creation of
the Capital Markets Authority (CMA), restructuring the Nairobi Stock
Exchange, introduction of new financial instruments, liberalisation
of-‘int_erest rates and credit controls, and the introduction of a
-secondary market for Government financial instruments. These also
reduce the excessive dependence on short term debt to finance
economlc actavntaes ' .

RuraI-Urban Balance

3.1.9 The Rural-urban balance strategy was intended to foster
~ economic growth in rural areas through strengthening economic

linkages between urban areas and their rural hinterlands. Selective
public-investments were made in designated Rural Trade and
Production Centres (RTPCs). Eight RTPCs were implemented at a
cost of KShs. 185 million. Nine more RTPCs were identified but
implementation has been delayed due to lack of funds.

3.1.10 in addition, the strategy aimed' at strengthening the
performance and financing of iocal authorities. Despite some
progress in improving their revenue base, local authorities remain
poorly equipped to perform their functions effectively.

3.1.11 The rural-urban balance was also concerned with
measures to promote informal sector development which was
expected to generate off-farm employment opportunities. A
comprehensive policy framework for small scale enterprise
development is contained in the Sessional Paper No. 2 of 1992 on
Small Scale Enterprises and Jua Kali Development. The policy
guidelines emphasised the Government's role as that of a facilitator
rather than a direct participant. Employment in the informal sector
increased at an average of 12.7 percent per year between 1986
and 1992, far above the forecasts of 3.5-4.5 percent.

Agriculture and Food Security

3.1.12 T_he'p'olicy for agriculture in Sessional Paper No. 1 of
1986 had three aims: to ensure the nation's food security, to
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ratios wi!l_-cont_;hue to be 'pursued. Scholarships and means-tested
bursary programmes to secondary ‘school students- will be -

~ expanded, and the Government will consider appropriate financial

interventions at the primary level in order to preserve educational
equity, -and access by vulnerable groups. The Government is
committed, as part of its overall rationalisation of public
expenditures, to increase allocations to non-salary items such as
textbooks and other educational material. At the secondary level,
the Government will allocate the necessary resources to improve
the quality of science education.

9.3.9° The Government has initiated the process of cost
recovery to arrest and reverse the excessive share of expenditures
going to university education Increased cost sharing at the public
universities will be facilitated by separating university charges for

tuition from those for board and lodging, and moving toward full cost

recovery for board and lodging. Studenis at public and private
universities who are unable to meet the costs of their education

- from their own or parental resources, will be eligible for

consideration for loans. Students at public universities will continue
to be eligible for means-tested public bursaries as well. In addition,
a study of private universities will examine whether students in
these. universities can also be eligible for means-tested public

 bursaries. Means-testing will be introduced for loans and the

interest rate on such loans will be gradually adjusted to reflect those
obtained in the market. Loans will be made and recovered by
commercial banks contracted for the purpose. To address the
longer term issues of public university funding, the Government wili
prepare a Public University Development Plan, featuring 10 year
projections, a 6 year plan and a 3 year budget proposal. The
Government also intends to introduce a system of lump-sum grants
to a restructured Commission of Higher Education (CHE) to replace
the existing practice of direct funding of individual universities. The
restructured CHE will then be responsible for the planning,
management and allocation of grants to individual universities.

9.3.10 In general, the thrust of reforms in funding arrangements
and management of educational institutions will seek to
decentralise decision making by gradually enhancing the capacity,
responsibility and accountability of local bodies in educational
institutions. In line with this objective, the functions of the TSC, which
is currently responsible for teacher registration, recruitment,
remuneration, deployment and discipline, will be reviewed. The
responsibilities of the TsC will be rationalised and functions which
are more appropriately managed at the local level will be
decentralised while strengthening the TSC to handle those that can
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augmented by a major inflow of structural-adjustment loans.on the
capital .account of the balance of payments. This allowed real
imports to. rise by 11.8 percent per year. In contrast, over the two
years 1991-92 real GDP growth siumped to an average of 1.4
percent per year. The quantities of exports and imports declined at
an average of 1.7 percent and 7.3 percent respectively. In the
manufacturing and services sectors, growth was substantially below
expectations, but the most serious shortfall was in agriculture which
fell by 5.2 percent. The decline continued in 1993 registering an
overall growth rate of 0. 1 percent .

3.2.2°  Four broad types of explanatlons for the slowdown in
growth_over the last two years are: the structural adjustment
process, internal political change, macroeconomic management,
and external factors. Adjustment causes dislocations in the

economy which adversely affect growth in the short term. The,

removal of hlgh rates of protection, for instance, reduced production
incentives in existing industries but it takes time for new industries
to expand. There is evidence that some specific policy reforms in
Kenya had a far less significant impact on production than
anticipated: the pricing and marketing of fertiliser is a particularly
important example. Another significant aspect was the timing of
changes that were implemented. Much of the reform in ‘Kenya's tariff
and import regime occurred early in the process whereas most of
the specific price decontrols have occurred recently.

323 Many of the sectors that have done well over the past

- three years are those where policy reforms were introduced earliest

and then sustained. The implementation of reform affecting the
financial sector, for example, has been most successiul, leading to
a growth of 6.5 percent over 1990-92. Significant achievements
were also made in trade and industrial policy. These have resulted
in a high rate of export growth for horticulture and other non-
traditional commodities. Results for the traditional agricuitural sectc.
have been disappointing

32.4 “The 1992 multi-party election in Kenya created

uncertalnty which negatively affected tourism, investment and
industrial production. Ethnic strife has been an_additional factor that
adversely effected agricultural production.

3.2.5 Macroeconomic policies and actions have had a
negative impact on the modern sector. The continued deficit on
current .account constrained private investment. The rapid
expansion. of the money supply and acceleration of inflation
throughout 1990-93 created uncertainty and reduced growth.
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with exemptions for those unable to pay or for services that need to
be promoted for social reasons. (child -health, treatment of STDs;

etc.). User charges have recently been extended to health centres.

Hospital and health centre user charges will be continuously
reviewed to see if adjustments in fee levels and exemptions are
required, taking account of the revenue impact, inflation, and
household budget data from the Health and Welfare Monitoring
Survey. Monetisation of in-kind benefits under the Civil Service
Reform Programme, will allow the exemption from hospital user
chargers granted to Civil Servants -to be discontinued. The
Government will raise user charge collections as .a percent of

- Ministry of Health recurrent expenditures from the present level of

1.7 percent to 9 percent over the short term. Revenue from user
charges is allocated to the Facility Improvement Fund which is
managed by the respective District Heaith Management Board
(DHMB). To enhance DHMB control over health care in their district,
thé Government will expand their terms of reference to include
management of district budgetary allocations. This will only take
place after appropriate procedures to identify accountable offimals
and ensure timely audits of DHMB accounts are in place

9.3.5 The HIV/AIDS epidemic is quickly assum_ing crisis
proportions with the number of HIV infections rising from 0.7 million
in 1992, to a projected 1.2 million in 1995, and 1.7 million by 2000.
In addition, the incidence of sexually transmitted diseases (STDs) is
on the ‘increase. The adverse implications of AIDS for -Kenya's
development -underlines the need for strengthening preventive
health care. Prevention and treatment of STDs is proven to be one of
the cost-effective ways to reduce HIV incidence. The Government
will maintain a concerted effort to increase public awareness in

- recognition of the need for interventions that will bring about

behavioral change. An AIDS prevention and treatment/management
programme has already been developed together with donors and
NGOs. The programme distinguishes between treatment for those
who are HIV positive and designing appropriate community based
home care for those with AIDS.

9.3.6 The nutritional status of children is widely regarded as a
reliable indicator of societal welfare. High infant mortality,
underweight and stunted children in many parts of Kenya reported
by Child Nutrition Surveys, reflect the high incidence of diseases
such as diarrhoea and malaria as well as nutritional deficiencies,
poverty and lack of appropriate nutritional knowledge. The
Government provides support for malnourished children under five
years and the direct feeding and treatment of all severely
malnourished children at hospitals and health centres. The school
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_:,percent Thls is. around the same rate as prOJected by Sessronalf L e
. Paper No: 1: of 1986. Agriculture is expected to rebound in 1995.: = -
“The recovery will then broaden to other sectors from 1995 onwards.
in'the !onger term; growth: will be ‘most rapid in the manufactunng- -
and service sectors. Civil ‘Service reform :will curtail the .growth of

public sector in-the medium term, -but Government outputs.are

o essential to the economy and therefore public sector. productlwty-.:
will. eventualiy have to grow in proportlon to the expansuon of the_:;_

'economy

3.3.3.. ~The: growth of the cap;ta! stock slowed in the 19805 to- N
2.7 percent per year compared to 7.1 percent in the 1970's. By the . ~
early 1990's, gross investment barely sufficed to keep the capital
stock- from: shrankmg Many sectors of the economy have chronic:
excess capacrty as a result of high import protection and excess:

capitalisation in the parastatal sector. As a resuit, an expansion of

supply, with little new investment initially should present no.
difficulties. Finally, as a result of the depreciation of the Sh:lhng,_.
“there will be a strong incentive for investors to choose labour.
intensive technologies. Consequently,_capitai/output ratlos are

expected to fall throughout the period.

3.3.4 Table 3.1 presents population pr0ject|ons to the year -.

2010. The population is forecast to be 29.7 million in the Year 2000

and 36.9 million in 2010. The forecast for year 2000 -is well below-
the forecast in Sessional Paper No.1 of 1986. The main reason for.
this is the lower fertility rates recorded since 1989. The total fertility
rate fell from 7.9 in 1981 to 5.4 in 1991 and is forecast to decline to .

4.1 and. 3.3 in 2000 and 2010 respectively. Lower populatlon
growth rates are also forecast because of the impact of HIV/AIDS on

mortality. This is not an important factor to the year 1995, a!thoughj
the epidemic is still spreading rapidly, the number of deaths is not:

yet great because of the slow onset of symptoms. By 2000, the
cumulative number of premature deaths resulting from AIDS is
expected to near 900,000 and rise to 2.8 million in 2010. These

forecasts also incorporate a slowing of the rapid spread of thei.__ '
epidemic resujting from increased awareness and changes of

sexual behaviour which begin to-take effect from 1997.
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8, 2"10' The mplementatron of a sound poiacy framework and an S
__j__";.__apprOpnate investment programme is critical to addressing the
. increasingly serious shortfalls.in power supply capacity. The
- Government will prepare annually, a rolling five year least-cost

investment programme for power and petroleum. Project proposals

3 will be evaluated taking account of their environmental impact. .. ..
' 9.2.11 " The procurement, marketing and pricing of crude oil and '

petroleum products will be fully liberafised. The Government will’

. also conclude a performance contract’ with the “National "Qil
- -Corporatlon of Kenya. Urgent investments are also needed in the -
‘Mombasa- Nairobl on ptpeltne to avond the nsk of drsruptlon of oal

supphes 8

~ Water and Sewage

'9 2, 1 2 The water sector has also been adverseiy affected by"

inadequate financing. Despite budgetary constraints, ihe
Government embarked .on an ambitious water development

- - programme. Subsequently, some projects have had to be
= suspended in order to complete higher priority schemes. Currently,
-.some 90 projects are earmarked for implementation between-

1994/95 and 1996/97, on the basis of budget rationalisation
policies. To improve the utilisation capacity of existing infrastructure,
attention is being focused on rehabilitation. Municipal and Town

‘Councils are having similar budgetary problems Iarge!y due to

misuse of water revenue and inadequate tariffs.
9.2.13° The Government address the issue of marked

- deterioration in water supply infrastructure across the country. The

rate of return for maintaining existing water and sewage
infrastructure is higher than investing in new ones. To enhance
maintenance and conservation of the existing stock of infrastructure,
there is a need to review the user charges and streamline cost
recovery. Despite the declared official policy on user charges,

actuai revenue constitutes less than 10 percent of total recurrent

expenditure. To correct this gross imbalance, urban and rural’
consumer tariffs will be adjusted to raise collections to at least 70
percent of recurrent expenditure. Wherever possible, funds will be
recycled to local communities which volunteer to maintain the water
schemes on the basis of enhanced consumer tariffs. '
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CHAPTER 4

PUBLIC FINANCE, MONETARY POLICY AND
FINANCIAL MARKETS

41 FISCAL AND MONETARY SITUATION IN THE 19905

4.1 1 ‘Kenya passed through a turbulent period in the early. |

1990s, characterised by rapid monetary expansion, large ‘budget

and balance of payments deficits which translated into high rates of . -

inflation and interest, and a sharp depreciation of the Shilling. The
Government has drawn a number of lessons from this experience
and from policy implementation of successful newly industrialised
countries. The most fundamental of these lessons is that sound
magcroeconomic stabilisation and discipline is critical not only to

preserve stability in the short run, but also as a foundatlon for'

sustained growth.

4.1.2 The establishment of a viable position and ultimately'a
balance in the fiscal accounts is a primary goal and key to financial
stability. This will be complemented by a strong market oriented
monetary policy and a sound financial system. Further development
of financial systems and capital markets will not only facilitate the
interaction between savers and investors but also allow effective
use of indirect monetary policy instruments. In addition, fiscal and
monetary policies must ensure that currency exchange rates
maintain Kenya's competitive position in the world economy. These
-~ components of domestic and external financial policy will be
examined in turn.

4.2 FISCAL POLICY
4.2.1 A substantial tightening of fiscal policy was imposed in

1993/94 aimed at reducing the overall budget deficit. Over the-

medium term, fiscal policy will remain tight, with emphasis on the

restraint of expenditures and further revenue enhancement. A major

objective of fiscal policy over this period is to sharply reduce the

level of domestic borrowing for deficit financing and, to the extent

possible, make net repayments on domestic debt, thereby freeing
resources for private sector activity.
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-_'-"mfrastructure to areas that are currently comparatwely-._.--:" L
: .-'dlsadvantaged - _ S . SR
1922 " The Government will prowde bas:o mfrastructure on a

cost recovery basis wherever this is feasible. Even where capital

- costs cannot be fully recouped, operation and maintenance
' expend:tures must.increasingly rely on user charges. To do so will

require effective and efficient cost recovery measures and. user
charges that encompass due regard to “ability to pay" and other
questions of equity. The.resultant expenditures must be clearly -
visible. . The money so collected must be well accounted for

- mcludmg bemg audlted by the Controller and Auditor General

Road Development and Mamtenance

9. 2 3 In Kenya, the road network in 1992 consisted of 8,621 km
of bituminous roads, 26,092 km of gravel roads and 28,406 km of
earth roads. Most of these roads are poorly maintained due to
inadequate budgetary provision. As a consequence, sections of
engineered road have already failed. while, on others, routine
maintenance has not been very successful. immediate action will -
be taken to.restore the serv;ceablllty of the affected road sections,

‘as delay will not only result in increased road user operating costs

but .also increased costs of rehabilitation or reconstruction. The

standard to which future road projects will be constructed will be

determmed by expected traffic levels and maintenance capacatles

9.2.4 One factor that. contributes to rapid wear and tear of -our
road network.is the lack of effective axle-load control. Although
enforcement machlnery is in place its operation has been
hampered by various factors, including low court fines for
overloading -and corruption among enforcement officers. As a first
step, the law will be amended to provide for punitive court fines for.
offenders as well as errant law enforcement officers. The
comp!et:on of the Eldoret section of the Nairobi-Western Kenya
Petroleum Pipeline has provided some immediate relief in this
region by removing most of the road tankers. Further relief will be
provided when the pipeline extension is completed in 1994, and the
capacity and efficiency of the Kenya Railways improved to oft load

i heavy consngnments from the road system.

9.25 - .In order to increase f.undmg for road network
development and maintenance, a special levy on motor fuels has .
been introduced by legisiation, to replace existing road tolls. The
levy will initially be set at a level that will provide the bulk of funds
required for road maintenance and will, over time, be raised to

- finance development expenditure as well. A strategy to address the
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3_' 'f_:__"__dellvered wrli result m thelr drsmlssal and approprlate Iegal actlon
- Similar measures will be taken with respect to Government. officials

~ “involved in cases of financial irregularities. The Government will
also initiate measures to clear the backlog of. pending bills and to

improve the. expendlture drsbursement control momtonng and

' reportrng systems..

.4.2.6° - A detailed review of publrc expendlture is currently

-__unde__rway ‘The Government will incorporate. its recommendations
- .as.necessary in -future budgets. There will be a re-allocation: of
‘budget resources towards the core functions of Government::the
~ maintenance of law and order, the administration of justice, the

provision -of broad-based education and health services, the
provision of economic infrastructure, and the protection of the
environment. The Government's objective is to raise Civil Service
- wages towards parity vis-a-vis the private. sector. This will be

‘achieved while reducing the wage bill in relation to GDP as the size

-'of the Civil Service will be reduced through retrenchment as

described in Chapter 10. To spur growth, development expendrture
“and recurrent non-wage operating and malntenance expend:ture
' wrtl lncrease asa share ofGop. .

4.2.7 - A medium term goal is to aliocate at Ieast 75 percent of
the development budget to projects that satisfy the core government
functions enumerated above, with priority given to those that reach
a large number of Kenyans, particularly the poor. Furthermore, the
Government will continue with its recent efforts to establish ‘and
-enforce ciear objective economic and technical criteria for project
selection, which will apply to ail projects. Following efforts

" introduced in 1992/93, the number of projects to be included in

future budgets will be limited so that the Government's contribution
will be fully funded, and implementation speeded-up. To this end,
~ the Government will soon complete its efforts to rationalise . the

“project portfolio by identifying and terminating non-priority projects.

I development expenditure has to be curtailed below the amount

* budgeted, the Government will give priority to core projects. =

4.2.8 Government's fiscal policy will be focussed on the
following medium and iong term targets:

- the budget (including grants} will be balanced W|th net--._ s

repayments of public domestic debt; -
"= current revenue will be stabilised at around 24 percentf’f'

. .of GDP. The base of taxation will be broadened and
. efficiency of collection improved to allow a progressive . -
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e 12 The Mlmstry of Local Government Wti! expand efforts o
institute rmproved financial management to-assist-Local Authorities R
to raise their performance ‘in collecting revenues, improve

accounting procedures and the preparation of annual estimates

- and forward budgets. Particular.emphasis will be given to improving

the collection of revenues to which Local Authorities are properly

“entitled. The Ministry of Local Government will prepare guidelines
‘and performance standards against which -to measure collection
- rates of each authority. Measures will also be enacted to enable
- Local Authorities take prompt legal action to recover. dellnquent
R payments ‘Local authorities will also be’ required to revise the

pricing. of utilities and services to ensure that they’ reflect the real
costs of operation, maintenance, and long term capital stock

‘replacement. Local tax measures will not, however, be levied at

rates that will undermine the broader pollcy of encouraglng industry
to locate outside of major urban areas.

9.1.13 - While an expanded revenue base and |mproved

~ collection of revenues will generate greater income for Local
. "Authorities, it is equally important to ensure that funds are put to the
- ‘most effective use. Available funds can be stretched consrderably

further by raising productivity in local government services, through

‘adopting more efficient methods of operation, and more appropriate
- standards of construction and maintenance. The Ministry of Local
- Government will strengthen its technical services division to assist
Local Authorities to tmprove systems for the operation and

mamtenance of their services and facilities. The Government will
encourage the mobilisation of additional resources for urban

- infrastructure from other sources, such as Harambee contrrbutrons

and NGOs.

The Local Government Loans Authority

-9.1.14  The Local Government Loans Authority (LGLA) is an

important source of capital for urban development. The Government
will continue its efforts to strengthen the Authority by reviewing the

~‘enabling Act (Cap 270). Reforms will be made towards the proper

administration and management of the Authority. These will include

‘strengthening the Management Board of the LGLA by including
"members -of well managed Local Authorities. The LGLA will be

restructured to enable it to access commercial capital markets.

. Financial discipline will be reimposed on the repayment of LGLA
loans. However, it is recognised that Local Authorities do face real

difficulties in this regard. The mutual debt problem will be tackled,

“‘with Central Government departments taking a leading role in
paying for services to Local Authorities. Consideration will be given
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-4, ‘3 2 The Govemment wrll contrnue to allow rnterest rates to be o
the. mam srgnals directing savings to the most productlve uses. The_ S
-CBK will not attempt to direct commercial banks on where and how

much 1o lend.

4.3.3 . Monetary policy will aim at containing Irqurdrty expansron
at'a pace consistent with targeted growth rates of GDP and
anticipated inflation, while maintaining positive real interest rates.

- Specifically, the CBK will continue to manage domestic liquidity

through market interventions .in Treasury bills, in order to-achieve
target levels of net domestic assets of the CBK that are consistent
with broader monetary objectives. The CBK's monetary policy will be
supported by strict enforcement and appropriate changes in the
statutory cash ratio, and strict limits on access to CBK credrt through
its rediscount and overnight lending facilities. :

4.3.4 ‘The CBK will also work toward improving the eﬁectiveness
of open market operations in Government securities and ensuring

-an efficient transmission of changes in Government security rates to
savings and lending rates of commercial banks. To this end, the-
‘CBK will promote the development of secondary markets in Treasury
bills, which will include efforts to promote market makers in-such

bills. The establishment of a central depository for Treasury biils by
the private sector will be encouraged to ensure an efficient delivery
and payment system for secondary market transactions. In an effort

to-foster-increased market demand for both Treasury bills and’

bonds, the CBK has already sponsored publicity campaigns targeted
at individual investors, lowered minimum denominations of ‘the
securities on offer, and appointed commercial banks as agents for
the sale of Treasury securities. The proposed central depository will
also facilitate further capital market development, by serving as a
depository for trading in shares. and other financial instruments.
Further steps will also be taken to encourage expansion of the
activities of the Nairobi Stock Exchangs (NSE), including expanding
its. membership, broadening its coverage to include trading in
Treasury bonds and other financial instruments, and promoting the
increased floating of equity issues. An expanded role for the NSE
would, also assist in the privatisation programme for publrc

enterprrses

4,3.5 Recovery and sustained deve!opment in Kenya depends
on strong export growth, which will be supported by the recent

liberalisation of the exchange and trade system. Sound monetary .

and fiscal policies assisted by interventions in the foreign exchange
market will result in a stable exchange rate. The Government

- expects to be able to achieve this during the next three years, while
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9.15 Therefore lt is necessary to- develop new polrcres to
__"'balance the pressing ‘needs for infrastructure and services in urban .
- céntres experrencrng the fastest population - growth “with the

requirement to improve. provision in more remote and presently

disadvantaged regions. A comprehensive rural and. urban .

~ settlement policy will “call for greatly “increased ‘resource
‘mobilisation and more effective management and administration.
‘Since a ‘central role will here to fall on Local Authorities, the

Government will-take active steps to strengthen Local Authorities to

‘enable them to effectrvety develop Kenya's towns and cities.

9.1.6 A necessary step will be the review of exrstlng !ocai
administration, focusing on the current functional hierarchy,

relationship to Central Government administration, geographic

boundaries, revenue generating capacities and access to non-local
resources. Increasingly, the private sector will be invited to take an
active ‘role in the functioning of urban areas, the provision of
infrastructure and strengthening links to the rural hrnterland and the
wrder natronal and rnternatronal economy.

Small Towns and their Hinterlands

'9 1.7 . Policies that seek to promote rural- urban mteractron must

be ma:ntarned and interventions to broaden access to, and delivery
of, improved local infrastructure and services to the rural population
will continue to be a central concern. Improved productivity and
output in agriculture is closely linked to the growth of small towns
and rural centres. Improving the linkages between rural and urban
areas is an essential step towards stimulating economic growth in
general, and raising farm productivity and urban employment
opportunities in particular. Thus, programmes such as those for
Rural Trade and Production Centres (RTPCs) and other small towns,

rural access roads, water supplies and rural electrrfrcatron will

contrnue to be emphasised.

9.1.8  To tacilitate the growth of small towns and their
productive hinterlands, the Government will continue to support the

RTPC Programme. The purpose of the programme is to finance
essential public investments in selected rural centres and their
hinterland which have high potential for agriculture and other

productive activities. The concentration of resources in-a rural

centre over a limited period is designed to complement existing

physical infrastructure, to maximise the aggregate. impact of

individual projects, and to bring quicker benefits and. financial .
returns, thus contributing to the goal of accelerated economic

growth.
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Between 1980 a.nd 1990 the'urban popuiataon grew at an

";'annuai rate of 5.0 percent, increasing from 2:48 million in 1980 to .
4,03 million in 1990. It constituted.15.5° percent and 17.7 percent of ¢

._the total - populatlon in 1980 and 1990 respectively,  Urban
_;.__-populatron is prolected to mcrease to 6_95 m;lllon and 11.22'million

The urban population

3 be 5 6 percent but

g : xchang : ug
trict fiscal and=:monetary policy in support of the. objectrve of single
}grt mﬂatro__:_-m the medium ter ' :

"Z}:'__contin:u efforts to tlghten enforcement of prudentlal reg-uiatron T
- the financ Non-Ba

et statutory ash and
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CMA-will work towards the establishment of an active secondary
market for Government securities in order to enhance their -I'iqu'idity
and the efficient mobilisation of resources in the economy. It will
aiso work towards the establishment of a second tier Stock
Exchange for venture capital to be invested in new companies with
good growth prospects but no track record that qualify them for

fisting in the main Stock Exchange. The CMA will establish and

manage trading rules in the growing capital market and facilitate the
creation of unit trusts as vehicles for small investors. The creation of
specialised institutions as full security firms of underwriters and
discount houses will be encouraged. S e
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CHAPTER 9

RURAL AND URBAN SETTLEMENT,
INFRASTRUCTURE AND SOCIAL

SERVICES.
9.1 RURAL AND URBAN SETTLEMENT
9.1.1 A central component of the larger effort towards

economic recovery and sustainable development in Kenya, is the .
strategy for the balanced development of rural and urban areas.
The primary aim of this strategy is to promote the development of an
urban system that both supports the growth of agriculture and the
development of rural areas, and that generates productive
employment opportunities in urban manufacturing and service

enterprises. The main objectives of the strategy will be: to avoid the

excessive concentration of population in Kenya's largest cities; to
promote vigorous growth of secondary towns and smaller urban
settlements; to foster productive linkages between agricuiture and
other sectors of the economy, and among rural areas, local service
centres, market towns, and larger cities; to bring renewed economic
growth to all regions of the country; and, to facilitate the provision of
public infrastructure in all urban centres.

9.1.2 Urbanisation is an integral -part of the development
process and will be increasingly important to the development of

the country. The Government will pay greater attention to urban

policy and re-orient the rural-urban balance strategy as laid out in
Sessional Paper No 1 of 1986 accordingly. Table 9.1 represents
the urban population from 1980 to 2010. '

TABLE 9.1
RURAL AND URBAN POPULATION, 1980-2010 (MILLIONS)

1980 1990 1992 2000 2010

Total Population 16.67 22.75 24.18 29.71 36.90
Urban Population 250 4.03 4.50 6.95 11.22
Share (percent) {15) {(17.7) (18.6) (23.4) (30.4)
Rural Population 14.17 18.72 19.68 22.76 25.68
Share (percent) {85)  (82.3) (81.4) {76.6) (69.6)
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S securtty enhancement An analysrs wrti be undertaken to assess the'_-'

. impact of these reforms on tourism: and to- identify how: regulatory -~ o

- procedures that affect the tourism  industry- generally can'be -
e streami:ned; Thts analysus wuli atso mclude a more comprehenswe, R

i 'and de ﬁ"_e'lop a 'Fo'tjrls' }-f.DeveIopmen ‘Master Plan: _The'Governmen
n .__W|Il ‘also provide other:incentives to enhance: the tourism secto to

: :__.;-_sustaln |ts contrtbutlon to the natronal economy A

| _of 1.0‘5 perce’n : -
_ormat:on by 26-._3 percent Th_:s Ieveragrng of-_tnc_reased
- : al formation is able to - give a larg

e fproductlve"mvestment’s s a pre 1o '_
- thus the attainment of: sustamabie development A countr atis
- able to generate a high savings ratio is able to. finance more rapid
'_devetopr’nent: and emptoyment gen'eration.*fThe savmgs rate : h_'us_{_-'

s_avrng ;

-.;"_'_Govern__"'e_nt _savmée a_nd'f_o elgn savmgs which come mto the'.:"_:'_




TABLE 5.1
SAVINGS AND INVESTMENT
(PERCENT OF GROSS DOMESTIC PRODUCT)

Country Gross Gross
lnvestment Savings

Low Income Countries A TTEIT 31,0 28.0

_ Middle Income Countries Goarhe et 28000 s 24.0
China and India ' ' ' - 32.0 33.0
Indonesia ... . ... . . ... 38.0 ... 37.0
Thailand ~ = e 27.0 SLTER T Tt B4 0
Malaysia . . Lt e 340 33.0
Korea” - o 7370 T 37.0

Singapore - 39.0 ' ' 450

The fall in real wages and slow growth in employment can also be

. attributed to the low levels of savings and investment. Raising the

level of net investment is, therefore, absolutely necessary if Kenya
is to achieve the targets of long term growth set out in Chapter 3

and to make an impact on the problems of unemployment falllng'_

incomes and poverty.

5.2.3 Over the past two decades Gross leed Capltal
Formation (GFCF) as a proportion of GDP has remal_ned relatively
constant, but the Net Capital Formation (NFCF) in real terms has
fallen significantly. The peak for gross investment in current pnces
was during the 1977 coffee boom. There was a large fall in the
1982-85 period and since then there has been a gradual increase
back to the levels that prevalled before the coffee boom. The pattern
is similar for investment in constant 1982 prices, but its level
averaged about 20 percent of GDP for the period 1983-91, down
from average Ievels of about 30 percent of GDP that prevaeled in the
1970s.

5.2.4 The main reason for the difterence : betwee—n the
performance in current and constant prices is that the cost of
investment goods, which are generally imported, has increased
steadily in relation to prices of goods and services which in general
constitute the GDP. The substantial depreciation of the Shilling, as
well as the fall in international terms of trade, have resulted in a
considerable rise in the relative price of investment goods.
However, net investment in real terms has continued to be positive
throughout the period and total capital stock, as a result, has
continued to grow. The portion of gross investment necessary to
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encouraged to put up facmttes that- can attract natlonal meetmgs as
a way of boostlng domestlc tourism. :

8. 59 . In add:tlon o our tradlttonal sources of tourtsts efforts wsll'
be made to attract tourists from other potential regions notably,
Eastern and Southern Europe, the Far East. including Japan and

-Australla Canada and South Afnca and the Middle East. To

strengthen the marketing efforts, a Kenya Tourism Marketing. Board
(KTMB) will be formed with extensive pnvate sector anvolvement L

Enablmg Enwronment

8.5.10  The business environment for deve!opment of the tOUI‘ESt
sector needs to be strengthened. Improved infrastructure will be an
added incentive to the industry. The Government will give a high
priority to the improvement of infrastructure that is critically important
to tourism and wildlife development. This includes roads to support
tourism in national parks and game reserves and supplies of water
and electricity at the coast, the most concentrated centre of the
industry.

8.5.11 Kenya's stability since Independence has been
instrumental in the tremendous growth realised by tourism.
However, in the last two years concern for personal security and
safety has influenced tourists' decisions to travel to Kenya. Decisive
action will be taken to improve the image of the country since
climate, wildiife and scenery are not enough to attract visitors if they

. encounter violence, lack of courtesy or harassment. Towards that

end, the Government will set up a Tourist Police Unit and continue
to foster peace and stability.

8.5.12 Government will reduce its direct mvolvement in the
industry in line with the privatisation policy. Currently, the
Government is involved in over twenty separate hotel businesses.
Withdrawal from such investments will open up opportunities for the
private sector, and introduce more efficiency in the industry.
Specific issues on parastatal reforms are presented in Chapter 10.

8.5.13 Environmental conservation and management shall be
accorded high priority in future tourism development. Solutions will
be sought to the probiems of beach pollution and litter in the
National Parks and Reserves, beaches and other tourist sites. The
Government will continue supporting the efforts of Kenya Wildlife

Service in wildlife conservation and management. -

8.5.14 A number of economic reforms have been undertaken
which have an impact on tourism. These include foreign exchange

liberalisation, price de-controls, efforts to contain inflation and
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if not all countrie’s WhICh now enjoy high Ilvmg standards have, at

some point in their development, imported capital to supplement

their domestic savings. A recent and successful example of this
-pattern of development is the region of South East Asia. Foreign

- capital will enable Kenya to maintain higher levels of investment
than can be supported by domestic savings alone and to expand
needed imporis more rapidly through a deficit on current
transactions with the rest of the world.

5.4.2 = Foreign capital can enter a country in three forms; forelgn
aid in the form of external grants or concessmnary loans,
commercial loans to the Government or Kenyan companies, and
private foreign investment. A common pattern over the past several
decades has been for Kenya, as well as other developing countries,
to use foreign aid as the preferred form of capital imports. In
addition, we have borrowed substantial sums abroad to sustain our
foreign exchange reserves. Net Government borrowing from abroad
averaged 2.7 percent of GDP over 1987-91. The freeze on
programme aid in November 1991 substantially lowered grants and
net Government borrowing. C

5.4.3 ‘Other forms of capital imports, private direct investment

and portfolio investment, have been negligible. Over the 5 year

period to 1991, private cap:tal flows were approximately 12 percent
of the total net capital account flow. Including the parastatals sector,
the share amounted to a littie over 30 percent. Nearly all of this was
in the form of commercial loans rather than private direct investment
or_portfolio investment. Direct foreign investment in the form of
share capital and re-invested earnings have amounted to less than
30 percent of the gross private foreign capital inflow. When account
is taken of capital repatriation and stock redemption, direct foreign
investment on a net basis has been negligible, switching from
- positive to negative from year to year.

544 Foreign aid in the form of grants or concessional Ioans
are obviously beneficial in many ways, especially in financial terms
and add little to our external debt obligations. But large
concessional capital flows, including aid in the form of grants to
Africa, will not rise and may even decline .in real terms, in the
current period when capital transfers to Asia and Eastern Europe
are increasing rapidly. As we look to the long term,. the high levels
of grants and concessionary loans received in the 1980s will most
likely not be tforthcoming in the 1990's and beyond. We must,
therefore, plan on the basis of a sharp reduction in the ald/GNP
ratio.
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prepared. These early efforts propeiled tourism to its current
position as the country's major fafeign exchange earner.- Total
tourist arrivals increased from 65,400 tourists in 1964 to about
814,000 in 1990, The sector also provides direct employment to
about 170,000 people and indirectly to another 340,000 people.
Hotel occupation grew from about one million bed-nights in 1964 to
over 6.5 million in 1991. The recession in tourism over 1991-92 is
evidenced by the 15 percent decline in tourist arrivals. The return to
normal levels of tourists visiting Kenya, which appears to be
underway from late 1993, will be a factor in the overali recovery of
the Kenya economy.

8.5.2 The traditional attractions that Kenya has continued to
rely upon are its beaches and game viewing opportunities. For
further growth and development, the Government will continue to
support efforts to promote diversification. These include conference
tourism, cruise shipping, domestic and regional tourism. and
specialised tourism (mountain climbing, bird watching, camel
safaris, golf and other sports, etc.). .

8.5.3 _Currén_tly, multi-destination tourism is fashionable, with
the tourists visiting many countries in one package. For this to be
facilitated, regional cooperation and promotion is important. There

- are several barriers to this type of tourism, including immigration

and customs regulations relating to movement of vehicles and
persons between countries, and the remittance of proceeds by tour
operators from one country to another. The Government will initiate
dialogue with neighbouring states to dismantle these barriers. In
addition, regional cooperation in wildlife conservation and
developr_nent of infrastructure will receive priority. '

8.5.4 There is a potential conflict in the diversification strategy
between luxury and mass tourism. Luxury tourists spend more per
day but require a very high ievel of inputs in terms of imported
goods and the presence of far fewer other tourists. Mass tourism
has much greater potential to create more employment and
generate foreign exchange but with the disadvantage of congestion
in the parks and the beaches. Kenya will diversify and
accommodate both types of tourism through land use planning
while market forces will be allowed to ultimately determlne the
forms of tourism that develop in Kenya.

8.5.5 - Domestic tourism is d valuable potentlal source of
employment creation. The meost serious handicap to its
development is the level of disposable incomes of the majority of
Kenyans. The Domestic Tourism Council will be strengthened and
the private sector encouraged to support domestic tourism, for
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7 leading: to duplrcatron and unnecessary compet-ttron' Iack of clear. "
. policy; lack of integration of training in the assistance programme
- and lack of capacrty and experience on the patt of the institutions in -~~~ -
.:needs assessment For the future efforts wnlt :be:concentrated on AR

Sl _resources to create new ones; Past coordrnatton fa:lures among__:-_._..- e
i _mstrtutrons will:be corrected,: through co_nsultatrons between donor :

o specific
thStcaIIy-.]: o

| "-:”supplementary soft loans for on- tendrng to frnancral mstrtutrons"for"-_._:__ :

- lending to the small’ scate and Jua Katr sectors;

. described the Government's resolve to settie exr'Strng arre'ars on
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":.-,York will be. explored wrth the Internatlon_el_-Frnance Corporatro

t" bhshrng th




foreign .investment creates -opportunities for local entrepreneurs in
joint .ventures,: and..in ‘backward linkage mdustnes to. prowde
mtermedlate products and servrces to foreign firms.- ..

5.410~ anate capttal flows to- developmg countrles are- rtsmg
rapidly and will continue to increase. This has been: particularly
noticeable in the ‘South East Asian region. ‘One  important
precondltton for-attracting: foreign capital is macroeconomic ‘stability,
inparticular a- low rate of inflation, and a stable and realistic
exchange rate. After the period of instability in the early 1990s, ‘the
Kenya economy is now. gradually moving back towards greater
stability. As discussed in Chapter 4, the Government. puts a very
high priority on re-establishing and then maintaining" ftnancaal
stability, However, these. forms. of .capital movements are

~ traditionally subject to fairly large cyclical fluctuations, and judgmg

from the experience. of other developing countries, Kenya can
expect more private capital flows only after more rapid growth has
been restored and a stable macroeconomic framework mamtalned
for a considerable period of time. ' L

5.4.11 . Another important. factor.has . been the pohcy of

" indigenisation- of the ‘economy that was adopted immediately after

independence  to. reverse decades of discrimination  practised

during the colonial era. The Government has begun the process of

encouraging. greater foreign investment by reviewing the various
laws, regulations-and. admlmstrattve procedures that dlscrlmtnate
against foreign firms: - T

“ e the de facto restrlcttons on the repatrlatton of proftts‘-

. dividends, licence fees and royalties which has been a

.- major disincentive in.recent years have been. removed...
- with the complete ltberallsatlon of.our foreign exchange.‘:'f
regime; - : .

e the restnctlons in the Forelgn Investment Protectlon Act
<~ on the repatrtahon of capital gatns will-be removed; and, -

e the restrictions on local borrowmg by foretgn controlled_ '_
. firms have been lifted. . L

_5 4 12 While initiatives to attract foretgn prlvate capttal and

expertise will be maintained, concerted efforts must ‘continue to -
stimulate and support domestic investment. These will include: -
the measures described in Chapter 4 to create vehicles for small .
investors. and the. prov;smn of lines of credit. to small scale .
enterprises laid out in Chapter 8. The effectiveness of Savings .

and Credit Co-operative Societies must be enhanced through

better management, both to protect members tnterests and to
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Jua Kali- Development-in Kenya.- This Paper identifies a number: of
constraints: on: the rapid expansion of -the. sector, including; the
inhibiting general policy .environment, : cumbersome -laws and
regulations, -inadequate ‘training for artisans, poor information
dissemination, and a lack of credit provision. In response,
Government is undertaking a comprehensive review of pertinent
regulatory Acts and all licensing requirements and will introduce
amendments to remove impediments to small scale enterprise
development. More generally, direct and indirect Government
support will be given to this sector to increase production and
productivity and improve the range and ‘quality products. Groups" of
artisans will.be encouraged to form associations to take advantage
of .economies of scale to procure inputs, increase specialisation,
integrate production and exploit potential markets. Significant
potential exists for sub-contracting to larger scale manufacturing
concerns and Government wm facmtate mcreased contact betweert
the two sectors.

8.42 = The small-scale. "informal and Jua Kah sector has
witnessed a rapid expansion since independence, thus providing
not only jobs but a means for many Kenyans to enter the
manufacturing and service sectors. While the sector. as a whoie
must continue to expand to provide future.employment, it is equatly
1mportant that individual enterprises consolidate and grow . into
small and medium scale formal sector businesses. This vital
evolution towards a locally controlied manufacturing economy is
severely handicapped by a lack of business management skills;
constraints in the availability of credit, poor marketing organisation
and the paucity of information concerning appropriate technologies
and products. Thus, policy for the sector must adopt a dual focus.
On. the one hand, the general environment must be made more
positive to encourage Kenyans to continue to start up informal small
scale enterprises to provide low cost employment opportunities. On
the other hand, more attention must be given to facilitating these
Kenyan owned enterprises to transform into efficient modern sector
businesses that are competitive and able to lead the country's
economic development in the twenty-first century. Such policies
and actions are described throughout this Chapter and Paper and
will be focussed in part|cutar upon the small sca!e and Jua Kali
sector. : ,

84.3 Kenya has an extensive network of institutions promotmg
Small Scale Enterprise (SSE) activities. However, these have often

been ineffective for a number of reasons: high costs to targeted

clients; poor dissemination of information of the services that they
have to offer; little coordtnatton between the institutions involved,
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_ 5.6..511.-: =0 Of '-pqrticular- importance is the prov'iSio_ﬁ -of -inf,ormati6n*on '
various. incentives ‘to investors  including, - the -procedures “for:
obtaining-- 'such. information “and -how the -incentives -are

implemented. At present, the IPC, which operates a “one-stop" office
to facilitate the inflow of investment, lacks proper authority to
implement many incentives and-procedures. In order to give the 1PC
- greater authority, enabling legislation will be introduced to accord
~ the IPC the necessary powers in respect of new investments.

5.6.6 ‘With the opening up of South Africa, Eastern Europe, the

-former Soviet Union and China and with aggressive policy reforms
in'the emerging economies of Latin America and South Asia, total .

international “investment funds likely to be available to Sub-
Saharan African economies will shrink. In this context, PC will

continuously -monitor the investment codes of other countries,
esQecially-cou'ntries of this region, and identify further necessary
policy reforms to ensure that Kenya remains competitive in

attracting direct foreign investment.
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international standards. Among such requirements is compliance .
with the -internationally. -recognized: '‘Quality: -‘Management.
Standards' under the ISO 9000 series. The Kenya Bureau of
Standards has developed a certification scheme under these
standards. The implementation of this scheme will be accelerated
through enhancement of the technological capability of the Bureau.

8.3.8 No enterpriée can achieve efficiency without aceess to-
information about advances in production technologies. In Kenya, a

number of institutes are involved in industrial research, notably the -

Kenya Industrial Research and Development Institute (KIRDI). To
date the operations of KIRDI have not been successful, due to.lack of

sufficient financial resources and qualified manpower. To reverse.

this, the private sector will be called upon for support, since they-
benefit from the research and development being undertaken. - '

. 83.9 - The Government will continue to provide incentives to

manufacturers and businessmen to encourage dispersion and
decentralisation of industries to rural areas. Government and Local
Authorities will provide infrastructure to facilitate input delivery and
the marketing of outputs. Government will continue to encourage
improved technologies, especially those required by small scale
enterprises. The Kenya Bureau of Standards together with KIRDI will’
be expected to identify and develop emerging appropriate
technologies. In addition, policy measures will be initiated to attract
foreign investment and thus facilitate the transfer of technological -
know-how to Kenya. ' I NI T R
8.3.10  Business training is an important factor in the promotion
of trade. The Kenya Institute of Business. Training (KIBT) was.
established in 1966 to provide Kenyans with business management
skills. The Institute continues to provide courses in accounting,
management, and supervision to businessmen and artisans. As the
demand for business training increases, it will be necessary to

. encourage and assist KIBT to emerge as a leading coordinator of

business training, counselling and extension services .in the
country. The Ministry of Commerce and Industry will initiate a
gradual process of decentralising the provision of business training
and extension services. e L

8.3.11  For growth to be accelerated, information on markets,
credit and technology must be readily available. Industrial reports

. documenting market operations, current prices and projected raw

material availability, prices and other decision parameters needto
be provided on a continuous basis to the ultimate consumer in a
usable format. The Government, in collaboration with the private
sector, will strengthen its industrial research and extension
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near full employment is to be achieved. Employment generatlon will
have to total 6.4 miilion jobs over the period or 455,000 jobs

annually. For this target to be achieved, the agriculture sector will

need to. create about 3.1 million jobs or almost 50 percent of total
requirements. The urban informal sector, growing. at about 11
percent per annum between 1996-2000 and 6 percent annually
between 2000-2010, would generate over 1.5 million jobs or some
~ 23 percent of total requirements. Employment in the modern sector
will largely depend upon an expansion in the private sector and self

employment. Public sector employment will grow-only slowly-and in-

the short term will decline as the Public Service Reform is

|mplemented Over the medium term, some employment growth can
be expected in strategic parastatals _and in local authormes:_

respondrng to acceleratrng urbanisation.

622 Agrlculture is by far the largest employer in Kenya and :
will continue to be so until well after the year 2010. As identified in-
Sessional Paper No. 1-of 1986, a dynamic agricultural sector. is -
crucial to the economic development of the country, especially as
regards employment creation. The largest component. of job:
creation will therefore fall to-agriculture even accepting that the -
sector will grow: relatively slowly. The policies -to facilitate more..
rapid: agrrcultural development: presented|in. Chapter 7, therefore, .

are most important in this respect. The: number: of rural non-farm

mcreases |ts demands lor services, rnputs nd other goods

- jobs is expected to rise steadily as a beant agricultural sector

' S TABLE 6.1 | '
PROJECTIONS OF TOTAL EMPLI YMENT 1990 2010
AND .reBs CREATED BETWEEN 1996 AND 2010

(000)
| L L 'Jbbs"t”
e 1990 1996 2000 ‘2010 created
Traditional Agriculture 5082 6,124 6,893 9,264 3140
RuralNonfarm. 844 1,017 1,167 1,646 629"
Modern Sector Employment T S I
_ Public Sector. , 680 732 814 1092 - 361
- Private Sector 710, .824° 999 1569 . 745
. Total 1,409 1,555 - 1,813 '2-,':66‘:15 SEN106
Utban Informal Sector S 439 1478700 1,821 2,366, 1,496

TOTAL EMPLOYMENT "~ 7774 9,566 11,994 15937 ° 6371 "
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8.3 SUPPORT FOR ‘INDUSTRY

_8 3, 1 _ An adverse trend that must be. reversed |s the slowdown_

in the. rate of growth of the industrial sector. Although there are
various reasons for this, the basic cause is clear: our early
industrialisation was based on |mport substitution. Given the small
size of the domestic market, it did not take long for the most obvious
import-substitution possibilities to become saturated. The way to
break out of the confines of the domestic market, is to sell to
neighbouring countries and the rest ‘of the ‘world. For this 10 be

feasible, our industries must be internationally competitiva..

However, “although some successes -have ‘been scored,: the

manufacturing sector as a whole has not proved competitive.- A

combination of protection from competing imports and limited - |

competition within the economy has dulled the incentives to

achieve maximum efficiency.. Hence the - near- -cessation . of-

rndustr:allsatron grvrng rise to the urgent need for polrcy revrs:on

~Industrial Policy Framework and Tariff
Rationalisation : .

8.3.2 The main policy thrust will be to work chiefly throti'g'h.

market incentives and the self motivation of the private sector, This .

does -not mean that Government will be passive. Its active.

participation will be needed but more in the role of ensuring that
market incentives are in place and the policy environment .is an

“'enabling" one than'in direct intervention. The Sessional Paper No. :
1 of 1986 presented a reform package that included: price de-
controi; financial market modernisation; parastatal reform; export -

promotion; and, tariff rationalisation. Kenya has now completely de- = . .
controlled virtually all prices. Market forces -are now the basis-for .

price determination. Financial market modernisation has. been

largely implemented but further changes will continue -to be

introduced as the economy matures as indicated in Chapter 4. The
parastatal reform programme, still in the initial stages, is reviewed in
Chapter 10, while export promotion has been described. in the
preceding Section. The remainder of this Section deals WIth the on-
going. programme of tariff rationalisation.

8.3.3 ~ “‘As an essential step in the ratronalrsatron of |ts mdustrral

protection . policy, Government has replaced all ~quantitative

restrictions ‘with ‘tariff equivalents'. These were still intended: to

provide protection but in a more transparent manner. The next step

was to ‘rationalise and generally reduce levels of-tariff protection.

This is. being done gradually, to allow firms that have become "

accustomed to high levels of protectron to become competrtrve \and‘_-
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' DISTRIBUTION OF MODERN SECTOR EMPLOYM ENT
U AND

' EMPLOYMENT CREATION =

"EMPLOYMENT IN 1990 — (percent
. TSC, Central and Local Government wB2B1 0 87
.. Enterprises with Government Participation . - 2745« - 19.4 "
.. Fully Private Sector Businesses .~ - . Ce141 . 434
L TOTAL. - = 14137 . 100.0
NET EMPLOYMENT CREATION, 1986-90 T R ST
~TSC, Central and Local Govemment . ...153 . 32.0
Enterprises with Government Participation 15.1 -'.__31 5 .
Fully Private Sector Businesses ' ' 17.5 365
. TOTAL . L ' - 47.9 100.0 =

-6.3.2 ... -As stated in the Seventh Development Plan, the Ministry
of Labour -and Manpower Development; in particular the National
- .Employment Bureau, will be strengthened to enable it to-develop a
.sound information .base on employment trends and labour market

development. :This will allow the Government to formulate and -

articulate appropriate. policies in support of employment creation.
-The Government will: -~ - . - RS T DU e

e formulate a comprehensive and integrated national .
-~ employment policy which, in addition to the objectives of
a_lc.hnevin?g‘ full employment and raising standards of
living, will also emphasise the achievement of equality
and right of work for all Kenyans, access to free choice of
-employment, just and favourable conditions of
~employment and equal access to the identification and
. .development of individual skills and talents; . B

'« formulate, develop and establish a National Employment
Programme that will ascribe responsibility to institutions -

for ‘implementing programmes and projects that will . o

- support employment; R T

« establish a National Employment Insurance Scheme for
employment protection;

* promote employment creation centres for vulnerable

groups such as youth, women, disabled persons, street
children, and retrenched workers; H
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“rate - of ‘expansion -of ‘the- physicalf- facilities: However, the

management of the three export incentive schemes will need-to
continue to be of the highest calibre to insure ‘that these
programmes are not used by Kenyan businesses to avoid taxes in
the domestic market. The incentives offered will be continuously
monitored to ensure that they are matched by export performance
and other benefits accruing from programmes. . S

8.2.9 Successful export promotion requires - supporting

services. Here the thrust of policy will be for Government to work in -

close collaboration with the private sector to facilitate the growth of
support services and, when the market is unlikely to provide these,
to stand ready to provide the services itself. In-addition to the three

‘export incentive schemes, therefore, several agencies and projects

have been established to promote exports. The Export Promotion
Council (EPC) was established in August 1992 with the primary

objectives of identifying export opportunities and. overcoming

constraints. Thg EPC is comprised of high level Government officials

and senior private sector individuals and serves to provide
leadership to all other export programmes. o

8.2.10 . Within the Ministry of Finance, the Export Promotion
Programmes Office (EPPO) has become the focus for monitoring
and evaluation of the various tariff, tax and regulatory structures that
affect exports. The Department of External Trade (DET) of the
Ministry of Commerce and Industry provides assistance to Kenyan
exporters in identifying foreign markets and buyers. Various
projects have been created to assist EPPO and DET achieve their
objectives. The Kenya Exporter Assistance Scheme, offers grants to
manufacturers towards the cost of their direct export promotion
expenditures and the Kenya Export Development Support project
provides similar grants, sponsors studies and workshops, and
assists private and public sector agencies to increase awareness of
export opportunities and procedures. The Government is strongly
committed to the overall approach in which the responsibility of
producing and marketing export goods and services remains with
the private sector while Government programmes assist with

information, an enabling environment, and a stimulating _:ma.rket

framework. . .

8.2.11 At present our exporters suffer from the absence of-an
export ‘credit and insurance guarantee facility. Government ‘will
continue its efforts to interest private banks and insurance houses to
establish a consortium to provide such a facility, and stands ready
to enact any necessary amendments to existing banking and
insurance legislation. In addition, it recognises that such a privately-
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oo 8idid o The dlversmcatton of exports certamly does notmeanthat = ..o
. 'i-_'_we should neglect our traditional exports, for it is in them that the =
‘. country has an already-demionstrated comparative advantage. =
S -:Indeed-:-we need to. respond more. wgorousiy to.the. weak state of_‘;" i

;;_-.'-j:'manufactunng enterpnses Many dlfferent_. aspects of th economic_
-'env:ronment affect the abmty of manufacturers m Kenya to comp_et




market oriented. economy. .in which prices:are: decontrolled by

. distorting the relationship between productivity, skills -and pay. By

limiting the flexibitity ‘with-which-employers can reward outstanding
workers, they .may discourage growth of the more -efficient and
dynamic firms.- Wage ‘Guidelines; like all wage indexation schemes,
have the basic disadvantage -of freezing a key production cost. In
order to reduce the constraints enumerated above, the Government
will re—examrne existing policies on wage gurdellnes

642 The Government will: support ‘the. development of an
industrial relations system that encourages the:growth of

- representative orgamsatrons of workers and employers Such

dialogue should not only concentrate on workers' compensation but
also on means to improve productivity and general performance of

- the ‘enterprises so as to increase the ability and capacrty of the
“employer k18] pay better wages and other benefits. -~ . .=

'55 MIGRATION AND UNEMPLOYMENT

Very lrttle rellable data are avarlable on unemployment

j'_ra_ s in Kenya “The ‘only recent firm evidence is that the
- _.unernployment rate was. found to be 16.1 percent in the 1986 Urban
Labour Force Survey, a frgure which has remained virtually

unchanged since the 1977/78 Labour Force Survey ‘Both of these

surveys:were.in: years: of good overall economic performance The
:unemptoyment rate is expected o have worsened in: 1991 to. 1993
-due to: the slow growth of the economy.. e o .

' 652 The unemployment problem in Kenya is made more
_rntractable by the rapid. growth” of population and, in- urban areas,
“the large number of migrants from rural areas. Migrants, coupled
‘with increasing numbers of school leavers, mean that the number of -
new labour market entrants is enormous. These new entrants do

not possess the experience, skills and work habits that can only be
developed "on the job". Universally, unemployment rates are
highest for labour force entrants but when they are such a-large

" share of the total labour force, as is the case in Kenya, it is still more
- difficult for -the economy 1o create productive jobs for them. For this
“reason, the largest portion of new entrants in Kenya, will need to.
-i‘-‘cr'e'a‘t'e jobs for themselves in-the informal‘and agricultural sectors.

653 | Youth unemployment remalns ‘a critical issue. ‘It is

estrmated that 59 percent of Kenya's. populatron is under 20 years
_old. The Government, in collaboratron with the: private sector, will
_increase opportunrtres for youth through vocational and technical
‘training programmes and unrverszty mternshrp Further measures

will be undertaken to:
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8.2 CREATING AN EXPORT BIAS '

Polrcy Framework }ﬁ

82 1 One problem tacrng the country is the long term
deterioration in terms of trade. This reflects the weak underlying
condition of the world markets for our major exports, compared to

. the more dynamically growing world demand for the industrial

goods we import. The effect of this has been to weaken the balance
of payments, by depressing the purchasing power of our exports,
and to reduce the incomes and jobs . generated in the export
sectors. Since exportrng is so important for total economic activity,
these adverse price movements have also had a. depressrng effect
on the rest of the economy. : _

822 The lack of dynamism in the export sector results in part
from ‘adverse world export prices but also from the policy
environment that has not been as favourable as it might have been.
As recommended in Sessional Paper No. 1 of 1986, the
Government took action to improve the incentives for exporters.
More recently, the exchange rate has been made more competitive
and exporters grven the right to retain 100 per cent of their foreign
exchange earnings. The effect of these changes has been to make
foreign exchange and imports readily available to those that need
to buy critical |mported inputs or capital goods. Most importantly,
these policies raise the profitability of exporting and exporters have
responded to these changes. Horticultural and other non-traditional
exports have grown rapidly. At the same time, the share of the major
commodity exports, coffee, tea and oil products has fallen from 69
per cent of total exports in 1985 to 54 percent in 1992. :

8.2.3  Within the context of multilateral arrangements, including
the General Agreement on Tariffs and Trade, the United Nations
Conference on Trade and Development and the Lome Convention,
singularly and collectively with others, Kenya will adopt @ more
aggressive approach towards international trade to counter the
protectionist tendencies of the trading blocks against goods coming
from the developing world. Anh important element of this overall
strategy is the expansion of trade opportunities through our

membership in regional trade blocks within Africa. Reduced trade

barriers within Africa and enhanced trade related infrastructure offer
the greatest potential for rapid growth of Kenya's manufacturing and
service exports while simultaneously enhanc:ng rnternatronal
cooperatron and securrty within the region. :
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CHAPTER 7.

o AGRICULTURE
7.1 POLICY AND POLlCY REFORMS
711 A major policy objective of the Government is self-

sufficiency in basic foods. This objectrve has been: reaffirmed in all
past development plans as well as in Sessional Paper | No.1 of 1986
and Sessional Paper No. 2 of 1994 on National Food Policy. The
potential for self- suffrcrency in ‘most food crops and. livestock
products exists. The major determinants of the country's ability to be

broadly self- sufficient. are the development and diffusion of.

“technical innovations to enhance yields, and the availability -and
efficient use of labour, fertiliser. and other inputs. In addition to the
" maintenance of broad se!f-suffrcrency, high value agricultural

. activities to generate employment mcomes and forergn exchange

- @arnings will be promoted.

~ 7.1.2. _The national food security ob;ectlve erI aim to make |

avallable adequate, nutritionally balanced food in' all parts of the
country. This will be achieved by increasing food production and
the promotion of inter-district trade. At the household level,  food
security will be achieved through increasing opportunities to
generate cash income and providing incentives to farmers to
improve. agrrcultural productivity. Due to the uncertarnty and
vagaries of weather and changes in social economic parameters,

“there will- be need for the continued maintenance of a strategic =

reserve of maize. The need to drversrfy the basé for food ‘security
calls for the production of other crops such as wheat pulses
sorghum miilet and root crops '

7.1.3 Between 1960 and 1970, the sector recorded a growth
rate of 4.7 percent per annum. In 1991, however, the sector
deciined by 1.1 percent, resulting in the need for substantial food
imports over 1992-94. The major aim of agricultural policies now
will be the speedy recovery of agriculturai production covering food
crops, industrial raw material, and export crops. This recovery will
be. enhanced through increased resource allocation-to support key
farm services. To guide farmers, minimum (floor) prices based on
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Water Resources Development

7.7.6 There is need to establish a long-term programme for
water resource development in the ASALs. The development of both
surface and ground water sources will be emphasized. Water
harvesting techniques of all kinds, particularly construction and
desilting of pans and rock catchments, will be used for agncultural

‘production. To achieve these goals, a high level of community

participation will be requlred as well as the use of Iocai resources
and materials.

7.7.7" The basic approach to irrigation-development.in the ASAL
will be to adapt accessible irrigation technology to the needs of
small units. High priority will be given to new irrigation schemes of
simple technology, rehabilitation of older ones and improved

maintenance of irrigation works. Water harvesting techniques of-all -

kinds in areas far from river basins will be used for agncultura|
productron T
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' 7.1.7 . In_order to. acceierate and. sustain. growth .in the -

a'g-ricultural sector, actions will be taken to improve policy
formulation and the delivery of basic services. To achieve

agricultural recovery, the following specrflc measures wrll be

implemented:

.« the modalities for pnvatrsrng sugar factories are expected ;
- -to be completed during 1994-96. In this privatisation
_ process, it will be necessary to ensure that-the mode of ..
- privatisation. is one that will ensure that farmers and -

farmers groups' interest in the ownership of the factorles =
is facilitated; - .

s Cotton Board gmnenes will also be pnvatlsed and

legisiation will be presented to Parliament to restructure- g

the Cotton Board;

+ the adoption of a strategy leadrng to a market or:ented
oilcrop industry,

. a review of the mstrtutlona! structure of the coffee lndustry'__ .
will be completed; '

& consolidation of the on-gomg process of prlvattsatron and '
liberalisation; -

. .selectrve protection of the sector will be made through_ )
- the use of the variable import duty; n

* agro-industries will be promoted through, increased :
extension and research services; ™ R

* increased funding will be provided for the activities that
remain as core functions of the Ministry;

« greater autonomy for market:ng co-operatives with direct
accountability to members will be ensured; and, - :

* where necessary, revolving funds will be established__t_o B

guarantee sustainable service delivery.
Other measures are specified in Sessronal Paper No 2
of 1994 ‘on National Food Policy. ‘ .
7.2 COMMODITY PROGRAMMES

Food and Cash Crops

7.2.1 With regard to food crops, the objectrve is to increase
production through land use intensification, increased use of high
yielding seed varieties and other inputs and increasing processing
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development of some 140 small-scale irrigation projects covering
seven thousand hectares, These projects will be implemented. by
the farmers themselves. However, the Government will assist the
farmers -in designing the schemes and arrangmg for loans. for
equupment purchases.

7.6.2  Government policy on wrrgat:on wrll favour commercral
smallhoider based irrigation projects. Such schemes are more
oriented towards employment generation, local food security and
increased incomes owing to their relatively low implementation-and
operational costs. Expertences gained in the construction,
operation and maintenance of major irrigation infrastructure will be
used to devise appropriate systems deliver and distribute water to

smallholder farmers. In order to enhance sustainable group based

irrigation schemes, meaningful farmer. participation will be-a
precondition for support. For such participation to take place,
community mobilisation will be an element of the. project
implementation process. The Government, in line with its: cost

-sharing policy, will streamline the already developed credit access - - —

systems such as the Smallholder lirigation Scheme- Development
Orgamsatlon and explore other workable credit systems _

7.7 DEVELOPMENT OF THE ARID AND SEMI ARID

LANDS

7.7.1 The And and Semr And Lands (ASAL) of Kenya make up
over 80 percent of the country's total land surface and support over
25 percent of the human population and slightly more than half of
the livestock population. The majority of the ASAL population is
pastoralist although semi pastoral and farming commumtres have
increased due to the high rate of immigration. L

7.7.2. - Some districts, which are predommantly arid and semi-
arid, nevertheless have pockets of high agricultural potential, where
crops can be grown successfully. Where feasible, irrigated
horticultural production will be encouraged. For this purpose,
demonstration farms will be set up where farmers can learn how to
use small engine water pumps to irrigate farms. =~~~ -

Dryland Farming Systems Development.

7.7.3 The main dryland farming support in the ASAL will be the
development and demonstration of low-cost technical packages
through Farming Systems Development. Involvement -and co-
operation of farmers in the ASALs will be a key element of the on-

. farm trials and demonstrations. Cultivation of drought resistant but

high yielding cereals and pulses will be intensified, with special
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anufacturing ub-se_ctors n supplymg mechamsed animal-
_-_:and:-ﬁhand equlpmsnt; : o

745 In the hlgh rainfall areas where mte'nsn‘lcatnon of
T productlon systems is necsssary, animal feeds continue to be either - L
- unavailable or too expensive for the ordmary farmer. This’ constraint - -

;1:part|cularly limiting to poultry, pig and. daury productlon To
dress these limitations, __:_efforts will be. made to identify alterna ive

:‘--fremové cértam mnpedaments to agricultural prbduct:bn -;Land rights
) gricultural producers should be secured and protected by the =
ate__ and“the Kenya Const:tuhon guarantees. the right. and security: -

; "”major source of agr:cultural 'g_rowth"i} |s the hortlculture G
bsector However_ the [ < toit R

: gn q :
planting materials, lack of suitable techno 'gy,

ckaging materials, and poor ext : _ _; _po

market is constrained by inadequate crop cooling .-_facm_nes' high 'Jet .f};:;"--
_-fue prices, adequate alr cargo space:-'and-poor N L

i g in
arket outlets in the j‘small—scale sector, poo marke
d rural road mf_rastr cture ;__-Steps to be-"ta en to ove

f..'the mvestlgatloh':' by the Homc tural Crops Development:.'
“Authority. (HCDA) of_ the constraints ‘impeding the
_;\developmen_jt of se frenght"'a_nd the suggestso

-Altho'“gh Kenya has the capacity to produce a
mount; of its vegetable oil and fee cake requiremer
effort has been' put into. .




reduce dependency on. imported: edible, oils. and fats which are -
- -costing the country over. Ksh. 4 billion in foreign exchange each
sar. A number.of ASAL regions in_the country have the. right .

climatic and.'soil conditions for oil seeds. development...There is.an
unexploited buoyant -export market .for. certain .oil _seed products
such as sunflower and olive oil. Thus promotion of an oilseeds
industry will contribute to income redistribution and equity, as well

as employment generation. . S

7.2.4 - Of the many oil crops that can be grown -in:Kenya, the
most. important - are sunflower, coconut, cotton, simsim; groundnuts,

castor,.and soyabean. A number -of measures-are required.to

promote domestic: oil crop production; such as the provision of high
yielding seed varieties to farmers and competitive farm prices. The

~ highest priority in terms of research and on-farm promotion will-be

given to soyabean, sunfiower, simsim, coconuts and cotton. KARI will
collaborate with the private. sector to formulate policies -and
strategies to .promote- oil crops in.the country which will be
announced by the Government in the course of 1994. AnQilseeds
Development Council will be established -to oversee  the
development of the oilseeds industry. :

7.3 AGRICULTURAL SUPPORT SERVICES
oo Infrastructure. . . .. N
7.3.1 Agric’:ul'tural-production is constrained by inadequate

provision and maintenance- of rural access .roads. Bad road

conditions result in high transport costs which discourage farmers.
Particularly in wet conditions, considerable losses of perishable

commodities Tike milk, fruits and vegetables take place and reduce.

their profitability for farmers. High priority will be accorded to the
development and maintenance of roads in key agricultural areas. In

addition to roads, there are limitations in the adequacy of other

infrastructures such_as telephones, electricity and irrigation water.

Establishment of power lines along major rivers with significant__

irrigation potential can lead to reduced costs of power for irrigation.

7.3.2 .- In many rural areas, farmers do not have easy access to
facilities for the maintenance of their farm machinery and
equipment. This is partly because.electric power is not -available in
such areas.-Lack of capital-prevents entrepreneurs from providing
the ‘needed services. Assistance will -be given-to capable
entrepreneurs.in pilot areas to develop Farm Service Centres. .-
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7.4.1 . The Government's inputs policy is to ‘-e:ﬁsu-fe thét;‘-td_ he.

- greatest extent possible, farm inputs are available, a_ffprdabie and’

used at the right time and in the correct quantities. =~
g ot s SN B

7.42 The Government's policy is to ensure an adequate

supply of high quality seeds for a wide range of crops. For this

policy to be realised, the plant breeding programme at KARI will be.

improved. Measures will-be taken to ensure strict adherence-to

specified seed quality standards and-also enable the Kenya ‘Seed

Inspectorate Service to exercise their supervisory role effectively.

. The private sector will be invited to invest in seed production. and

distribution. However, the Government will continue to.ensure that
standards of high quality seeds-are maintained. = - .= . . .

| Fertiliser

7.4.3  Fertiliser use has been declining over the last five years,
primarily because of high relative prices. The foreign exchange
difficulties of 1992/93 constrained importation while the rapid
depreciation of the Shilling led to even steeper rises in domestic
prices. In recognition of the importance of fertiliser in increasing
productivity, the Government will strengthen measures to bring .
about efficient and timely importation and distribution and -to
increase fertiliser use, especially among smallholders. To kegp the.
prices of fertilisers low, the Gevernment will continue to encourage
cooperatives, farmers' companies and farmers' groups to import
fertilisers for their members. To complement inorganic fertilisers,
production of alternative fertilisers such as bio-fertilisers and
nitrogen fixing agents will also be promoted o .~
Farm Machinery _ _ __ ,
7.4.4 - ~The main aim with respect to farm machinery policy.is to
support the private sector in the development, distribution and
maintenance of appropriate technology. This will increase labour
productivity and reduce the present emphasis on imported capital-
intensive equipment. The framework to this support will be set out in
the National Agricultural Mechanisation Strategy which is.soon-to
be finalised. Part of this support will be in the formof improved
mechanisation extension services. The availability of agricultural.
machinery, particularly that required for small scale farming, will.be
increased through programmes supporting the formal and Jua Kali
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Research and Extension Servrces B :
"""'_""Agncultural research will be intensified. The obleCtlve °f

search will be to continue the search for more productrve
_profrtable crop vartetles Increased emphasrs wall be placed on

S e breedrng programmes armed at continuous rncreases tn
e the yrelds of already establlshed food crops __.

o ' ,_'research in |ntegrated pest management systems
"o e Cefficient fertiliser use; and,

'”'”":-":._agronomlc research partrcularly on smallholder_
production systems.

7.3.7 - Whilst maize will continue to be the prtorlty subject of
food crop research, increased attention will be given to: drought
tolerant crops, major cash, industrial and. export crops |nclud|ng
orlcrops and environmental protection. ,

7.3.8 = “Livestock research ‘will - still be drrected towards
|mprovement of the genetic potential of animals suitable for arid and
- -semi-arid areas and for zero and near-zero grazing systems. Efforts
-will be made "to ‘developmore suitable types of forage crops,
including more- integrated methods of recycllng crop resrdues for
-'llvestock productron ‘

739 Asa srgnatory to the Rio Conterence on Bio- drversrty, itis
in the country's interest to identify, protect and ensure the
sustainable use of genetic resources. The Ministry of Agrrculture
Livestock Development and Marketing and the Mrmstry of Research
“Technical Training and Technology have a major responsibility for
fsafeguardmg the country's genétic resources. The Government will
‘gazette Plant Breeders' Rights and negotiate membership of
relevant international organizations. This will allow Kenyan farmers

to acquire patented new innovations of plant varieties that have

hitherto been difficult to obtain, particularly for horticulturai crops.

7. 3 10 A mechanism will be introduced under which agrlcultural
._umarketlng institutions, or other organisations, will collect. commodity
.spegcific research levies, such as already exist for .coffee, tea and

sugar. Farmers and other organisations will be encouraged to -

“support.research of their choice, The industry could realise faster

development through building mutually beneficial contractual. links
" with research institutions, including universities, for the generation
of commercially viable technologies.
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: 7311 The applrcation of blotechnology
T Ilvestock productlon will be nurtured and developed For example, -
~ where technrcally and. econom:cally appropnate the .ext on
~.service -will - encourage farmers ‘to. use : alternatl_

':envrronmentally frlendly farming methods. | i

7.3.12 Since the 1920's, when the Kenya Stud Book as
‘established, a number of institutions providing similar services have
~-been‘introduced. These include: the Livestock Recording Centre,
‘Kenya Milk Records, ‘Central Artificial Insemination Station”and

Kenya National Artrfrcral Insemination Service, Breed Societies and

"_'.'_the ‘Agricultural Society of Kenya. . To ‘harmonise and improve
" coordination and solve the recurring financial problems plaguing

these activities, these :and:similar livestock breeding activities will
be put under one organlsatlon which will develop a self-sustarmng
breeding programme.” This body will finance its activities from-a
cess on the sale of livestock products and semen and will supply
farmers with improved breeds ona commercral basrs T

Agracultural Educatron and. Extension

7.3.13 . Through the extension system the Government wrli mstlll
a greater awareness of improved agricultural practices among
farmers. This will be based on training of farmers through the
effective utilisation of -Farmers Tratnmg Centres. and moving the
location of agricultural education and training to informal institutions
closest to the farmers. These efforts will be coupled with greater. use
of farm demonstrations and farm group counsellmg especnally
among women farmers

7.3.14 Extension services are under the control of the Mmlstry,
through its Extension Services Division. However, Kenya Tea
Development Authority carries out its own tea extension with staff
seconded from the Ministry. There are private companies. carrying
out extension on crops relevant to their industries, such.as British
American Tobacco, Kenya Breweries, and Farmers Choice. A
number of NGOs also contribute. to agricultural extension. Although

the Government will continue to provide extension services, the

private sector will be expected to play a greater role in.crop. spec:flc

extension programmes and fostering stronger linkages between the

farming communlty and agro-industry. :Farmers. co- operatlve

_-socuet:es and umons will also be expected to play thelr part
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