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.~ Foreword

The Kenya Economic Report 2011 is prepared
by the Kenya Institute for Public Policy Research
and Analysis (KIPPRA) pursuant to the KIPPRA
Act No. 15 of 2006. This report analyses economic
developments in Kenya in 2010/11 and provides
medium-term prospects for the next three years.
The report aims at deepening understanding of
the underlying factors affecting Kenya’s economic
performance and the prospects thereof. It provides
critical input and contribution to economic policy
debate as well as prescriptions aimed at informing the
design and formulation of the national development
agenda. This report comes at a critical juncture as
the country steadily pursues implementation of
the Constitution of Kenya 2010 promulgated on 4
August 2010 and proclaimed on 27 August 2010 as
the supreme law of the land.

In 2010, the Kenyan economy grew by about 5.6 per
cent. This reflects a strong recovery relative to the
growth of 2.6 per cent recorded in 2009. However,
due to shocks including drought, high international
oil prices and a slowdown in the global economy,
growth is expected to slow down to about 4.5 per
cent in 2011. This performance remains below the
medium-term plan targets.

In order to realize its medium-term development

targets, there is need to achieve coherence and
focus in the execution of programmes and projects,
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especially the Vision 2030 flagship projects.
Implementation of the Constitution of Kenya 2010
provides an opportunity of institutionalizing rule of
law, respect of property rights, removing inhibiting
formal and informal constraints to doing business,
and generally engendering predictability and
certainty in the formulation and implementation of
social and economic development policy.

The theme of the Kenya Economic Report (KER)
2011, Transformative Institutions for Delivering
Vision 2030, recognizes the fact that as the country
engages in the massive social re-engineering scheme
that is the national development agenda, benefits
will be measured by how effectively it supports
improvements in the welfare of citizens at all levels.

As the country goes where the eagles dare, it will
be important to focus on implementation of the
Constitution of Kenya 2010 in a manner that ensures
equitable sharing of the national cake and baking
a larger and more nutritious cake to be shared. It is
critical to recognize that the imperatives of growth
will remain the same. Macroeconomic stability will
have to be jealously preserved, while at the same
time ensuring that a business and investment climate
attractive to both domestic and foreign investors
is created. The national government and county
governments must be configured in a manner that
allows them to effectively respond to the mandates




of the Constitution of Kenya 2010, the high
expectations of the citizenry as well as the imperatives
of effective management of public resources. A
key issue that must be addressed in the design and
reform of existing institutions should be the focus
on dealing with the ‘deficit of trust’ that could easily
contribute to raising transaction costs and limit
the ability of the country to respond to a rapidly
evolving domestic, regional and global environment.
This has potentially adverse implications for the cost
of government and ultimately the competitiveness
of Kenya as an investment destination. Another
concern will be the imperative of engendering
cordial and consultative relations between the
national government and county governments
at all levels. These matters will require a targeted
and sustained effort to build the capacity of the
national government and county governments.
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Capacity requirements will be determined by a
clear understanding and conceptualization of the
assignment of functions between the two levels
of government. In this regard, the structuring and
organization of government as implementation of
the Constitution of Kenya 2010 gathers pace should
be seen as a means through which Kenya is able to
rid itself of conflicts in mandates, with a clear goal
of building and sustaining technical and operational
competency. One of the greatest anxieties of
business is that county governments might become
a bastion of rent-seeking activity, and they will not
be able to attract the level of skills required for them
This
concern must be faced and dealt with firmly through

to deliver on their constitutional mandates.

adoption of facilitative policy, legal and regulatory
arrangements.

-

Hon. Wycliffe Ambetsa Oparanya, EGH, MP
Minister of State for Planning, National
Development and Vision 2030
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| Pretface

he Kenya Economic Report (KER) 2011 is

the third in a series of annual reports on the

Kenyan economy prepared by the Kenya
Institute for Public Policy Research and Analysis
(KIPPRA) pursuant to the KIPPRA Act No. 15
of 2006. The report is prepared in consultation
with the Ministry of State for Planning, National
Development and Vision 2030; Ministry of Finance;
and the Central Bank of Kenya.

Improvements in Kenya’s economic outlook
in 2010 need to be looked at in the context of
looming dangers arising from rising global
energy prices, food security challenges, and
a burgeoning current account balance. These
circumstances will have implications on not only
the ability to achieve Vision 2030 targets but
also the effectiveness with which to implement
the Constitution. Part I of KER 2011 provides
an analysis of the macroeconomic and socio-
economic performance of the country and
provides policy recommendations aimed at
enhancing economic growth and reducing
poverty. Part II reviews sectoral performance
and makes for changes
in light of the ongoing constitutional and
administrative reforms. It looks at the medium-
term prospects of the various sectors and makes

recommendations

KENYA ECONOMIC REPORT 2011

recommendations for reforms to ensure that these
prospects are achievable. Part III discusses the
transformative institutions for delivering Vision
2030. It benchmarks Kenya’s institutions in the
context of Kenya’s development imperatives and
the need to pursue smart and inclusive growth,
while pursuing global competitiveness. It
selectively reviews macroeconomic management,
human resource development, and tourism, and
reflects on the institutional change imperatives.
Part IV focuses on conclusions and makes broad
recommendations on the goals and mechanics of
institutional reform in Kenya, which will ensure
achievement of smart, inclusive and broad-based
growth as envisioned by the Constitution of
Kenya 2010.

The overall message of the Kenya Economic
Report 2011 is that the Constitution of Kenya
2010 is pregnant with promise, but fraught with
challenges. It provides a golden opportunity
to deal with the ‘deficit of trust’ that pervades
our existing institutional and organizational
structures. In the promise lies the opportunity
to redesign and reform institutions to be more
responsive to the country’s aspirations. It is
a major building block in the long-desired
effort of securing a prosperous nation, at peace
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with itself and with the world. The efforts of
rebuilding the institutions must not lose sight
of the fact that we still must grow our economy,
even as we share. This means that we must build
and nurture those development agents who

a YT

LY

Dr. Eric A. Aligula
Ag. Executive Director
KIPPRA

will facilitate investment and growth. It will be
important that a sharp focus on reducing the
cost of doing business is maintained by both the
national government and county governments.

Afsergorte

Prof. Agnes W. Mwangombe
Chair, Board of Directors
KIPPRA
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Macroeconomic Performance

The Kenyan economy grew by 5.6 per cent in 2010,
representing a marked improvement from the 2.6
per cent and 1.6 per cent growth rates recorded in
2009 and 2008, respectively. The registered growth
indicates that by 2010, the economy was on a steady
path to full recovery following subdued growth in
2008/09 due to the post-election violence, drought,
global financial crisis, and high international oil and
food prices. Various factors explain the improved
economic performance recorded in 2010. Firstly,
the weather conditions were favourable, which
contributed to improved agricultural output.
Secondly, the effects of the economic stimulus
package started to take effect across the various
sectors of the economy. Apart from the fiscal
stimulus of about Ksh 22 billion, the Central Bank
of Kenya sustained monetary policy support by
consistently reducing the Central Bank rate in 2010.
Thirdly, improved liquidity in the economy, prudent
macroeconomic management and recovery in the
global economy contributed to better economic
outlook in 2010.

At the sectoral level, there was improved growth
from all sectors of the economy in 2010. Financial
intermediation recorded a growth of 8.8 per cent
in 2010, up from 4.6 and 2.7 per cent in 2009 and
2008, respectively. Agriculture recorded improved
growth by 6.3 per cent in 2010 compared to the

Executive Summary

corresponding period in 2009. The tourism sector
rebounded from the effects of the post-election
violence with an impressive growth of 17.9 per cent.
The manufacturing sector, on the other hand, grew
by 4.4 per cent in 2010 compared to a growth of 1.3
per centin 2009, boosted by improved electricity and
water supply, and recovery in the agricultural sector
that supported agro-based industries. Electricity and
water sub-sectors grew by 9.9 per cent in 2010. The
share of industry in total Gross Domestic Product
(GDP) stood at 17.4 per cent, with mining and
quarrying at 0.7 per cent, manufacturing at 10 per
cent, and the construction industry at 4.3 per cent.
The service sector had the highest contribution
to GDP of about 48.07 per cent, with wholesale
and retail trade having 10.3 per cent share in total
GDDP, hotels and restaurants 1.7 per cent, transport
and communications 9.8 per cent, and financial
intermediation 5.6 per cent.

Real GDP per capita increased from Ksh 35,470 in
2009 to Ksh 36,419 in 2010 after a slight slowdown
in 2008 and 2009, following the 2008 shocks
(post-election violence, global financial crisis and
drought). Going into 2011, GDP growth is expected
to slow down due to high oil prices and slow global
economic recovery. With the dim projection of
GDP for the year 2011, real GDP per capita is also
expected to slow down.
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The key objective of monetary policy in Kenya is
to ensure price stability. Vision 2030 envisages a
monetary policy that will achieve less than S per cent,
annual inflation rate. However, the rate of inflation
has remained above the target of S per cent except
during 2002, 2007 and 2010. Inflation declined
from 9.2 per cent in 2009 to 4.1 per cent in 2010,
largely due to a prudent monetary policy and better
agricultural performance. The two most important
contributors to overall inflation in Kenya are food
and non-alcoholic drinks, and fuel and power prices.
Lower income household groups residing in urban
centres experienced higher incidence of inflation
compared to other groups, since expenditure on
food represents a large share of their household
expenses estimated at about 48.3 per cent, compared
to upper income households that spend only about
10.5 per cent on food.

Supply shocks have played a major role in explaining
inflation in Kenya. In addition, poor infrastructure
network contributes to escalating agricultural
commodity prices due to difficulties in accessing
markets. Reliance on rain-fed agriculture makes the
country vulnerable to extreme weather conditions.
On the demand side, expansionary monetary and
fiscal policy poses the challenge of accelerating
aggregate demand. There is need to improve wage
and productivity in the country; to transform the
agricultural sector to produce sufhicient affordable
food; to expand and utilize national grain stores to
provide adequate buffer stock of readily available
food in order to create price stability; and to ensure
prudent macroeconomic management necessary to
support economic stability.

Kenya is facing an increasing investment-savings gap.
While investments grew from 17 per cent of GDP
in 200S to 19.3 per cent in 2010, savings declined
from 16 per cent in 2008 to 12.2 per cent in 2010.
Vision 2030 identifies savings and investments
as critical channels through which Kenya can
achieve high economic growth prospects that can
lead to the attainment of economic development.
The promotion of both local and foreign direct
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investments and savings culture will accelerate
the pace of economic growth and development in
Kenya. The regulatory environment still remains
a hurdle both for local and foreign investments.
Effective implementation of the Constitution will
lead to the creation of strong institutions, including
the Judiciary that is critical in investment dispute
resolutions.

One of the major instruments expected to enable
the economy achieve macroeconomic stability is
fiscal policy. The fiscal strategy outlined in Vision
2030 and in the Medium Term Plan 2008-2012
envisages overall fiscal deficit to decline from 5.2 per
cent of GDP in 2007/08 to 3.6 per cent of GDP in
2012/13. The overall fiscal deficit was 7.04 per cent
of GDP in 2009/2010. Kenya has undertaken fiscal
policy measures to mitigate the adverse effects of
both domestic (e.g. drought) and external (high oil
and fertilizer prices, the global economic downturn)
shocks that the economy experienced between 2008
and 2010.

Tax revenues have maintained a consistently upward
trend over the 2005/06-2009/10 period, with tax
revenues almost doubling from Ksh 256 billion to
Ksh 476 billion. This trend is consistent with the
policy shift by the government to enhance local
capacity to finance the budget and depend less on
external borrowing. The ratio of domestic debt to
GDP still remains higher than the MTP target of a
domestic debt 0of 21-22 per cent of GDP. Comparing
globally, the country’s external debt stock (at 26.6%
of GDP in 2010 or 5.03% of exports of goods,
services and income) is still high and remains an
issue of serious policy concern. The current account
deficit as a percentage of GDP increased from $.5
per cent in 2009 to 7.8 per cent in 2010. This is an
issue of policy concern in terms of sustainability of
the external account.

Economic recovery is expected to continue and
remain above the 2008/09 performance. In the
medium term, the economy is projected to grow at
4.5 per cent, 5.2 per cent, 5.8 per cent and 6.6 per




cent in 2011, 2012, 2013 and 2014, respectively.
In the projections, it is assumed that stability in
international oil prices, prudent fiscal and monetary
policies and favourable weather conditions are
expected to yield single-digit inflation levels of about
7 per cent in the medium term and a stable exchange
rate. Overall, it is expected that commitment to
reform will remain strong, especially maintaining
macroeconomic stability, deepening structural
reforms and strengthening key institutions such as
the Judiciary and security. This will provide a good
background forinvestor confidence and thus support
stability and an improved investment climate.

Strengthening Public Expenditure
Management

The implementation of the Constitution of
Kenya (CoK) 2010 offers opportunities as well as
challenges to the government’s reform effort towards
strengthening expenditure and macroeconomic
management. The CoK 2010 provides a window
for reform and establishment of new institutional
and governance structures. These have important
public

macroeconomic management in Kenya, including

implications  for expenditure  and
devolution, which leads to creation of county
governments, county revenue funds and distribution
of functions between the national government
and county governments; and principles of public
finance enshrined in the Constitution (Chapter
12) including openness and accountability,
public participation and equitable development.
Establishing appropriate institutions and reforms
that support these constitutional principles requires
immediate policy attention. Other structures include
Equalization Fund, Judiciary Fund, Commission on
Revenue Allocation (CRA), Controller of Budget,
Salaries and Remuneration Commission and an

independent Central Bank of Kenya.

Recent reforms in Public Expenditure Management
(PEM) have aimed at enhancing the link between
policy planning and budgeting, strengthening
and combating

transparency accountability,
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corruption in PEM and improving operational
efficiency through introduction of results-based
management in the public service. The key reforms
include: introduction and strengthening of
Medium Term Expenditure Framework (MTEF),
introduction of Integrated Financial Management
Information System (IFMIS), and strengthening of
the legal framework for PEM by enacting relevant
legislation such as the Government Financial
Management Act 2004, Public Audit Act 2003,
Public Procurement and Disposal of Assets Act 2005,
and the Fiscal Management Act 2009. Other reforms
include establishment of a National Integrated M&E
system, and various amendments to the Central Bank
Act to enhance operational effectiveness, including
the establishment of a Monetary Policy Committee
responsible for monetary policy formulation.

Until now, sub-national level participation in the
MTEF has been hampered by lack of an appropriate
legal framework. Although there have been reforms
on the MTEF to enhance outcomes, participation at
the sub-national level has been limited. Article 225
provides for the establishment of a national treasury,
while Article 220(2) provides for preparation of
County Development Plans and the form and
manner of consultations between the national
government and county governments in the process
of preparing plans and budgets. The establishment
of a national treasury might also necessitate a
review of the current organization of the Ministry
of Finance, with a view to aligning the functions to
reflect the responsibilities and functions that take
into account devolution and establishment of new
constitutional offices such as the Commission on
Revenue Allocation, and Controller of Budget.

The Fourth Schedule provides the distribution of
functions between the national government and
county governments. The Constitution introduces
new institutions and requires participation of
stakeholders. A framework needs to be developed
that plainly defines the timetable for budget
preparation, clearly indicating the roles of different
stakeholders and a framework for participation.
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Introduction of devolved governments has the
potential of increasing transaction costs and calls for
a proper framework of coordination between the 47
county governments. It is important that the design
of the devolved public financial management system
supports macroeconomic stability.

Population Dynamics and Socio-
economic Performance

According to the 2009 Population and Housing
Census, Kenya’s population was 38.6 million in 2009
withasexratio ofabout 1:1 and anintercensal growth
rate of 2.6 per cent. The population distribution
shows that 53.6 per cent of the population is
aged 15-64 years (constituting the working age
population); 43 per cent is aged below 15 years
and 3.4 per cent is above 64 years. The population
is further projected to increase to 54 million in the
year 2030. The country is currently undergoing
demographic transition (shift from a high fertility
and high mortality equilibrium to a low mortality
and fertility equilibrium). Life expectancy in Kenya
is on the rise (projected to increase to 68 years by
2050) with decline in HIV prevalence and mortality
rates. Birth rates have also declined as a result of late
marriage, urbanization, industrialization and other
factors that have brought about major demographic
transitions.

Thus, as fertility declines and Kenyans live longer,
there is likely to be a dramatic improvement in the
dependency ratio by 2020. Given these scenarios
associated with an upward trend in population, the
government, together with various stakeholders,
endeavours to manage population growth through
several efforts. A draft National Population Policy
(2011) has been prepared to guide Kenya’'s
population and development agenda over the next
decade.

However, despite various achievements made

through programme interventions, several challenges
impede effective management of population growth,
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including: under-funding of reproductive health
(RH) and family planning (FP); heavy dependence
on the public sector, which places a burden on
government and donor revenues; poverty levels that
reduce the affordability of contraceptives offered by
other agents other than the government; provincial-
level inequities in availability of contraceptive
methods; lack of equipment and supplies for FP
and RH; lack of basic FP services, knowledge and
refresher training; stock outs of FP commodities;
husbands’ disapproval of FP; religious and cultural
barriers to FP; prohibitive costs of FP campaigns;
and lifestyles that promote risky sexual behaviour
among the youth.

The size and quality of a country’s labour force can
potentially affect economic growth since human
capital is a vital component in the production
process. Kenya’s working-age population (persons
aged 15-64 years) was estimated at 19.8 million
persons in 2005-2006. In the same period, the
labour force participation rate (ratio of total labour
force to the working-age population) was 73 per
cent. The relatively low overall open unemployment
rate of 12.7 per cent in 2005-06 masks high open
unemployment rates among the youth, attributed
to such factors as skill mismatch and information
asymmetries in the labour market. According to
annual employment estimates, the number of
employed persons increased from 8 million in 2004
to 10.4 million in 2009. Most jobs created annually
are in the informal sector, whose share rose steadily
to about 80 per cent of all jobs in 2009.

Kenya remains weak in a number of indicators that
would greatly undermine creation of formal jobs.
These include: perceptions that the total tax rate is
high; high number of procedures required to start a
business; and high burden of customs procedures.
Other areas posing a challenge fall under the ambit
of the institutional pillar, including corruption,
burden of government regulation, business costs
of crime and violence, organized crime, and ethical
behaviour of firms. Clearly, expanding formal sector
jobs and overall employment creation will require




improvements in these measures of institutional
effectiveness.

Poverty has remained a top priority in Kenya’s

development agenda since independence. It

manifests itself through various deprivations
and associated low living standards. It is mainly
concentrated in the rural areas, where the bulk of
the population (75%) resides. According to recent
poverty surveys, the poor constitute about 45.9 per
cent of the total population. Vision 2030 targets
to reduce poverty to a range of between 30 to 35
per cent by 2012. The year 2010 recorded slight
improvement in the poverty headcount, attributed
to improved economic growth and re-distribution
policies, which are linked to various reforms.

Some of the reforms include the implementation of
the Constituency Development Fund (CDF), which
providesindividualsatthe grassroots the opportunity
to make expenditure choices that maximize their
welfare in line with their needs and preferences;
introduction of free primary education in 2003;
the school feeding programme; the introduction of
direct transfer of education funds to schools, and
provision of learning materials; and the recently
introduced subsidized secondary education for poor
families. Moreover, the government also plans to
implement other poverty reduction-related reforms,
including: land reforms, judicial reforms, public
sector reforms, and a social protection framework
to provide support to the poor to help them access
services and income-generating opportunities.

Health

The health sector is one of the key components
of the social pillar of Vision 2030. Good health
is recognized as a critical pillar in ensuring
individual, household, community and country
prosperity. In pursuit of population health, the
health sector continues to redirect resources
towards preventive and promotive health care, cost
effectiveness and efficiency in resource allocation
and use, enhancement of public health regulations,
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strengthening of health institutions and fostering
partnerships in health care provision and financing.

Although most health outcome indicators improved
during the review period, mortality rates are still
below the MDG targets. There have been remarkable
declines in under-$ and infant mortality rates after
2005 (from 93 to 74 in 2008 and 85 in 2010, and
from 61 to 55in 2010, respectively). These gains were
probably largely due to: increases in immunization
rates, increased use of mosquito nets, and positive
rate of per capita economic growth. Life expectancy
rose to 54 years in 2007, but stagnated there in 2008
due to unfavourable effects of the post-election
violence and drought. Regarding burden of disease,
nationally, Malaria was the leading cause of death
followed by Pneumonia and AIDS.

The key issue that needs to be addressed in the
health sector is unsustainable financing, which
is characterized by low public spending and high
donor dependence. The country is lagging behind
in relation to the requirements set by UN MDGs,
WHO and the Abuja Declaration for health funding.
Much remains to be done to lift the health sector
in Kenya to the standards envisioned in Vision
2030. Increased health financing may be addressed
through increased government allocations to the
health sector up to 15 per cent of GDP (government
allocation is 4.3% of GDP); finding new sources
of funds — this could be done by encouraging and
supporting community health insurance schemes
and micro insurance; earmarked funds and taxes
going directly to funding the health sector or
specific interventions in the health sector such as
strengthening public-private partnerships; and
promoting corporate social responsibilities targeting
the health sector.

Education

Provision and sustainable financing of quality
education and training are fundamental in the
attainment of the objectives in the Kenya Vision
2030, through development of requisite human
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capital. Efforts towards this include substantial
expansion of the sector over time. In 2009, for
example, there were 38,247 ECDE centres, 26,667
primary schools, 6,971 secondary schools, 105
primary teacher training colleges and 31 universities
in the country. In 2007/08, the total education
expenditure as a percentage of GDP was 6.2 per cent
and 7.4 per cent in 2009/10.
the substantial that the
government spends on education and training,

Despite resources
there are inequalities in access to education at all
levels, and low access to post-primary education.
Access to post-primary education is low and levels of
performance vary across regions, gender and income
groups. The marginalized areas and urban informal
settlements have low education participation rates,
while higher income groups benefit more from post-
primary education relative to the low income groups.
The Gender Inequality Index, which captures equity
across gender in human resource development,
shows that the male population is more advantaged
relative to their female counterparts.

Key interventions required to improve performance
in the education sector include: integrating ICT in
learning processes and innovation; enhancing uptake
of science and technology disciplines; increasing
equity and access for the poor to educational
resources and facilities — continuing to implement
free primary education and free day secondary
education; increasing access to post-primary
education (ensuring every Kenyan child has access
to basic education and remains in school until they
attain the age of 17 years); and improving quality of
basic education and effectiveness of management of

learning institutions at county level.

Infrastructure and Economic
Services

Infrastructure refers to the technical structures
that support a society, such as roads, water supply,
sewers, power grids and telecommunications.
Infrastructure, therefore, facilitates the production
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of goods and services. The growth of infrastructure
lies in having strong institutions, the right policies,
increased funding, greater efficiency and a
responsible private sector. Inadequate infrastructure
can deter foreign investors. Research shows that
inadequate public infrastructure tends to drive
away foreign investment more so than quality
infrastructure attracts private investment. Apart
from boosting productivity, modern infrastructure
also creates employment opportunities and attracts
skilled knowledge workers, increasing the country’s

growth and competitiveness.

Infrastructure contribution to GDP rose from
21.2 per cent to 21.3 per cent in 2007 to 2010.
The sector has been faced with inefficiencies and
inadequate resource allocations over the years.
However, the government scaled up investments in
key infrastructure facilities covering road network,
energy supply, transport system and port services
in 2010 by allocating Ksh 182 billion, which was
20.1 per cent higher than the amount allocated in
2009/10. Road transport is still the main artery of
transport in Kenya and the region. The proportion
of Kenya’s paved road network was approximately
12 per cent by the year 2011, which is still far below
a country such as Egypt (87%).

Maritime transport is critical to Kenya’s export-led
growth strategy and linking the region to the rest
of the world. This mode of transport is, however,
faced with many challenges, including high cost
of transporting containers within the East African
region; congestion at the ports; inadequate
container capacity against the high proportion of
containerized cargo; and trans-shipment functions
that are performing below par. To decongest the
port of Mombasa, a new container terminal is
under construction, capable of handling 1.2 million
twenty-foot equivalent units (TEUs) per annum
and is scheduled for completion by 2013.

The total energy consumption increased marginally
from 3,627.0 Tonnes of Oil Equivalent (TOE)
in 2007 to 4,250.7 TOE in 2010. Among the




outstanding challenges and policy issues in the
energy sector include: long and cumbersome
procedures and licensing requirements for private
investors in alternative and cheaper energy; lack of
connectivity to facilitate trade and commerce and
expansion of economic opportunities; and limited
sources of energy and low affordability of power,
resulting in inadequate energy to meet the demand.
A critical policy issue is the need to address the
volatility in the cost of energy. Although the Energy
Regulatory Commission (ERC) has reviewed the
current formula for determining electricity tariffs
with a view to making movements in the cost
of power predictable, this remains a short-term
intervention.

While enormous effort and resources have gone into
improving the energy sector, there is still significant
scope for intervention. Measures to improve

the

institutions; enhancing private sector participation

sector include: strengthening regulatory
in the provision of infrastructure and economic
services; integrating ICT into the infrastructure
resource allocation and management framework;
providing a mechanism for sharing information
and improving mechanisms for effective citizen
participation; cost-reduction measures to address
the huge development budget deficit and unmet
demand in the energy and housing sub-sectors;
embracing cheap renewable energy alternatives that
offer decentralized solutions to the spatially-spread
rural populations; strengthening the capacity oflocal
research/learning institutions to deliver effectively
onlow-cost building materials and technologies; and
providing incentives and a conducive environment
to attract FDI and technology transfer into the
sector.

Tourism

Tourism is an important sector of the Kenyan
economy and operates within a liberalized economic
environment characterized by partnership between
the government and the private sector. While the
public sector plays an important role in policy
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implementation and regulation, the private sector is
mainly involved in the provision of accommodation,
transport and entertainment through ownership
and management of hotels, lodges, camp sites and
other tourist facilities, tour companies, and travel
agents. The sector contributes about 11 per cent of
the country’s Gross Domestic Product.

Following the crisis associated with the post-
election violence in the country in early 2008 and
the global financial crisis the following year, Kenya’s
tourism sector is returning to commendable levels
of growth as a result of policy, institutional and
market responses to the crisis. International tourist
arrivals to Kenya grew by about 8 per cent in 2010
to reach 1,609,100 while revenue grew by 17.9
per cent to reach Ksh 73.68 billion. The revenue
performance represented a 26.3 per cent shortfall of
the ministry’s projection of Ksh 100 billion. While
the arrivals performance in 2010 was about 11.4 per
cent less than the best ever performance achieved in
2007, tourism earnings in 2010 were the best ever
for the country. Beach tourism registered a 16 per
cent decline, which was attributed to deterioration
of the product quality.

This performance has been achieved following
aggressive marketing campaigns by the Kenya
Tourist Board (KTB), targeting domestic and
international tourists; enhanced partnerships with
international travel and leisure organizations; as
well as global advertising on international media
and airlines to build a strong image for Kenya as a
niche tourist destination. It was also enhanced by
investment on market-specific advertising, market
missions, joint marketing with tourism trade
partners, public relations activities and participation
in travel and tourism exhibitions. In addition, KTB
opened representation offices in new and emerging
markets such as India, China, United Arab Emirates,
Japan, Poland and Turkey, and a new venture into
Russia.

Although it has great potential to generate revenue,
tourism is highly susceptible to shocks in domestic
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Such shocks

include political and macroeconomic uncertainty,

and international environments.
and insecurity associated with terrorism risks. With
Kenya’s porous borders and constant threat from
terrorism, the security situation in the country
remains one of the most significant hindrance to
further development of tourism. The government
has stepped up internal security operations against
terrorist groups along the border with Somalia and
the coastline in order to reassure inbound tourists
that the country is still a safe haven to visit.

Despite the importance of tourism in foreign
the high

government spending, funding to the sector is very

exchange generation and relative
low relative to the resources required for effective
implementation of some of the crucial programmes
and flagship projects envisaged in the current
Medium Term Expenditure Plan (MTEP). To
implement various objectives and activities outlined
in the ministry’s Strategic Plan for fiscal years
2008/09-2012/13, an estimated Ksh 115 billion in
financial resources is required. Innovative financing
through public-private partnerships and incentives

to private investors in the sector is necessary.

There is need to fast-track implementation of the
recently-enacted Tourism Act 2011 and tourism
policy through formation of key tourism-sector
institutions responsible for regulation; development
and marketing; tourist protection services; research;
financing of tourism infrastructural development;
and dispute resolution amongst stakeholders in the
tourism sector. Itis envisaged that this will alsolead to
development of unique tourism products, improved
service delivery and competitiveness in the sector.
Continued implementation of the Constitution of
Kenya 2010 and Vision 2030 will have a big positive
impact on the business environment for tourism.
There is need to review the regulatory framework,
to repeal numerous permits and licences that have
made doing business cumbersome and costly; and
put in place legislation that takes into account the
potential in the informal tourism sector.
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Agriculture

The agriculture sector has recorded positive
growth since 2009 compared to previous years.
In 2010, agriculture grew by 6.3 per cent. Due to
heavy reliance on rainfall, the agriculture sector is
considerably vulnerable to weather-related shocks.
These shocks have a multiplier effect on other
sectors of the economy (such as agro-processing,
exports and food prices) that rely on the agriculture
sector. As a result, there needs to be a paradigm shift
in the strategies that are employed in addressing the
agricultural development of the country.

A large segment of the population continues to
predictably suffer from chronic food shortages; it
is estimated that 39.9 per cent of the population
lives on less than US$ 2 a day. Kenya’s per capita
agricultural production has been on the decline
since 2007, attributed in part to drought and the
post-election violence. Generally, close to 50 per
cent of rural and urban poor households are net
buyers of food and they spend between S50-70
per cent of income on food. Interventions should
include increased access to food and strengthening
of social protection programmes. The devolved
system of government will create opportunities
for investments in value addition for agricultural
products so as to increase the amount of marketable
produce from the different county governments.
This is expected to spur production of raw materials
and increase adoption of technologies so as to meet
the demand from this market niche.

Regarding policy issues, there is need to review and
harmonize the legal, regulatory and institutional
framework governing the agriculture sector by fast-
tracking the ongoing consolidation of agriculture
policy and legal frameworks in line with the
Constitution of Kenya 2010. This will ensure a
conducive environment for competitive agricultural
production and marketing as well as collaborations
and partnerships in the sector. Efforts are being
made to strengthen institutional capacity by focusing
on restructuring the sector and its institutions
for improved coordination. In addition to this,




there is need to develop an integrated information
management system and to enhance efficient
planning and management.

There is need for targeted efforts to improve and
increase agricultural output per unit area. Focus
should go to promotion and implementation of
existing technology, knowledge and best practices,
and ensuring adequate linkages between different
actors at different stages along the chain. Specifically,
investment should be focused towards removing
crippling bottlenecks at the different stages.
Biotechnology offers an avenue of improving food
security and reducing pressures on the environment.
However, widespread use will depend on if food
safety, environmental concerns and socio-cultural
perceptions/concerns can be adequately addressed.

Under the devolved government, the issue of
resource allocation, management and reorganization
will affect how much funds the sector gets. Emphasis
should be put on the development budget so that
the necessary infrastructure can be put in place
to cater for and anticipate future agricultural
production needs. The sector is expected to undergo
institutional reforms in order to fit in a devolved
government structure. Increased access to financial
services, savings and credit products and transfer
services for remittances will go a long way to expand
opportunities for producers and other actors in the
agricultural value chain.

In addition, it will be necessary to review all relevant
legislation relating to fresh and processed farm
products in terms of packaging, quality, handling,
labelling and health standards with a view to making
them relevant, and establish effective and efficient
frameworks and mechanisms for surveillance and
enforcement.

Wholesale and Retail Trade

The trade sector has been identified as one of
the key sectors to play a crucial role towards
attainment of national development objectives in
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Kenya especially under Vision 2030. The sector
is also important towards the achievement of the
Millennium Development Goal (MDG) Number
1 on ‘eradicating extreme poverty and hunger’ and
Goal Number 8 on ‘developing global partnerships
for development. The trade sector provides an
evolving link between producers and consumers and
contributes significantly to the national economy.
The trade sector comprises five economic areas,
namely: distribution and wholesale trade, retail
trade, international trade, informal trade, and trade
in services and electronic trade (e-commerce).

Under the current Constitution of Kenya (CoK,
2010), international trade is a function of the
national government, while domestic trade will
be managed under the county governments. The
Fourth Schedule of the Constitution Part 2 points
that the county governments will be in charge
of trade development and regulation, including
markets, trade licences (excluding regulations of
professions), fair trading practices, local tourism and
cooperative societies. Wholesale and retail trade is,
therefore, one of the key sub-sectors in the economic
development agenda of Kenya, which is expected to
expand substantially as the economy moves towards
a 10 per cent growth target.

Over the last three years, the wholesale and retail
sub-sector registered improved performance; it
was valued at Ksh 154,558 million in 2010 up from
Ksh 131,754 million in 2007. As a share of GDP, it
contributed 9.7 per cent in 2007 compared with a
contribution of 10.3 per cent in 2010. However, the
sub-sector’s performance slowed down drastically
from a peak growth rate of 11.6 per cent in 2006 to
7.8 per cent in 2010. The drop was mainly attributed
to poor economic performance following the effects
of the 2007 post-election violence, drought and the
global financial crunch.

The phenomenal growth of the ICT sector,
especially the rising subscription and penetration
of mobile telephony and internet services, is likely
to spur the growth of the retail of ICT-related
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products and consumer goods in general. Sustained
competition in the sector is expected to drive down
average tariffs and further increase use and coverage.
Besides, the rapid growth of urbanization in Kenya
and the associated rural-urban migration is expected
to fuel demand for consumer goods and services in
the medium to long term.

Further, the envisioned devolved system of
government portrays basic features of ‘a free trade
regime), in which county governments will, by and
large, be ‘open economies’ allowing relatively free
mobility of goods, persons and capital within and
across their jurisdictions. In this regard, there is need
to fast-track ongoing regulatory reforms relating
to streamlining registration and licensing as well as
other factors affecting the operations of wholesale
and retail trade. For instance, licensing is currently
under the Ministry of Local Government, whose
main focus is revenue collection. The Ministry of
Trade, through the Department of Domestic Trade,
needs to play a more strategic role in streamlining
operations of wholesale and retail trade.

Finally, the domestic market of about 40 million
people is becoming closely integrated with the EAC
(regional) following the coming into force of the
EAC Common Market Protocol and steady progress
towards a Monetary Union. The EAC integration
boasts of asingle market with an estimated population
of 130 million persons and GDP of US$ 72 billion.
Thus, there are prospects for expanding exports of
processed and semi-processed products including
food, beverages, cement and refined petroleum
through locally-incorporated retail outlets. There
is need for Kenya to push for the reduction of non-
tariff barriers in both COMESA and EAC regions so
that Kenyan wholesale and retail outlets can increase
their operations and presence in the region and take
advantage of the expanded market.

Micro and Small Enterprises

The Micro and Small Enterprise (MSE) sector is
one of the most dynamic and fastest growing sectors
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of the Kenyan economy. Although the sector is
prolific in terms of job creation, there are concerns
that employment in the sector is not decent. Micro
enterprises employ 10 or fewer workers, while
small enterprises employ 11-50 workers and can
either operate formally or informally. Given the
wide coverage and magnitude of the sector, it
has been identified as a key agent in stimulating
economic growth and enhancing equitable income
distribution.

The MSE sector accounted for 74.7 per cent of all
formal establishments in Kenya. The number of
formal MSEs in the country increased by 11.88 per
cent to 35,165 in 2010, contributing to 42.2 per
cent of total formal employment. Majority of MSEs
operate in the service sector, of which 36 per cent are
in wholesale and retail trade, restaurant and hotels;
23 per cent in community, social and government
services; and 10.6 per cent in manufacturing. MSEs
have potential to create productive employment
opportunities to bridge the job deficit in the
country.

Over the years, different ministries have been
responsible for different MSE-related activities and
roles, hence complicating coordination of MSEs.
Recent reforms in the financing of MSEs include the
establishment of the Youth Enterprise Development
Fund and the Women Enterprise Fund. During the
2010/11 Budget Speech, the Minister for Finance
created a Ksh 3 million smalland medium enterprises
(SMEs) revolving fund. This fund received a further
Ksh 1 million following the 2011/12 Budget
Speech. However, the utilization of this fund has
been slow due to disagreements between MSEs and
the relevant ministry regarding the conditions set for
accessing the funds. In October 2011, a Micro and
Small Enterprise Bill was introduced in Parliament
as a private member’s Bill, which provides for a
MSE Authority with roles similar to the proposed
National Council for Small Enterprises (NCSE).
The MSE sector has not previously had any law
regulating or promoting it.




In order to improve coordination in the MSE sector,
there is need to fast-track the enactment of the MSE
Bill, which provides for the establishment of a MSE
Authority. Similarly, efforts should be made to ensure
that laws and regulations addressing the MSE sector
are harmonized to ensure proper coordination. The
definitions provided in the Public Procurement
and Disposal Act (Act No. 3 of 2005), the Income
Tax Act (CAP 470), the MSE Bill 2011 and other
relevant statutes should, therefore, be uniform.
Strengthening  organization and  advancing
unification will provide the answer to problems of
fragmentation and lack of a shared vision. There is
need to educate the MSE operators about the need
and benefits for a unified MSE sector in an emerging
political and economic integration and in a global
environment. The MSE sector should, by consensus,
form an umbrella association at the national level,
which should develop from constituency, ward and
county levels. Building stronger associations implies
that the government and the private sector will assist
in the reinforcement of association structures at sub-
regional and sub-national levels.

The government should also provide incentives
to MSEs (to encourage them to formalize) such as
tax rebates, access to government procurement of
goods and services, one-stop shop for registering,
licensing, and providing technical support to MSEs.
Since the government is depending on the MSE
sector to meet most of the targets set in Vision
2030, including employment, MSE parks, Special
Economic Zones (SEZs), wholesale and retail
hubs, the commercialization of agriculture and the
MSE national survey should be prioritized. MSE
data needs to be updated since the last national
survey on MSEs was conducted in 1999. The survey
should include modules to capture the size and
nature of the informal sector, which have not been
included in previous surveys. The results of which
will assist in policy and strategy formulation and
implementation.
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Manufacturing Sector

The contribution of the manufacturing sector to the
economy has remained at about 10 per cent over
the years, contributing 9 and 10 per cent in 2009
and 2010, respectively. The near-stagnant sector
contribution to Gross Domestic Product stems from
policy setup under which the sector has operated
since independence. The employment growth
averaged 1.43 per cent per annum over the 2005-
2009 period and, overall, the sector contributed to
13.0 per cent of all formal employees nationally in
2010. The improved sector growth and output in
2010 has been attributed to declining interest rates,
which attracted new investment in the sector, low
inflationary trend (4.1% in 2010) that boosted local
consumption, availability of raw materials (mainly
agricultural output) and reliable power supplies.

that  hinder
competitiveness in Kenya include low value

Constraints manufacturing
addition and diversification, low productivity, slow
investment growth, low research and development,
narrow export base, influx of counterfeits and
substandard goods, high production costs associated
with poor physical infrastructure, and high costs
of energy. The period 2008-2010 has experienced
renewed government commitment for reforms
to facilitate industrial development in Kenya.
Such efforts include the enactment of the Anti-
Counterfeit Act 2008, ongoing MSME competitive
project to improve growth and competitiveness
of MSME:s in Kenya through increase in access to
finance, strengthening enterprise skills and market
linkages, and improving the business environment.
However, there is need for more institutional
reforms for the manufacturing sector to overcome
teething challenges that impede its growth.

Kenya’s manufacturing sector is still largely
based on agro-processing and production of
consumer products. Strategic transformation of
the manufacturing sector requires planning and
implementation of well-defined strategies. Overall,
the South East Asian countries have had a remarkable
adopted  industrialization

industrial ~ growth,
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strategies that were oriented to changes in the
global environment and market requirements while
at same time, they have been sensitive to national
goals. Kenya needs to formulate an industrialization
policy to guide the manufacturing sector to meet
the ever-changing demands of consumers within
a global context. While providing incentives to
attract local and foreign direct investment, the
industry policy should create a level playing field
for competing firms. In addition, there is need for
a more participatory planning process with firms
and interest groups to ensure implementation of the
Anti-Counterfeit Act 2008.

To promote creation and growth of small firms,
efforts are required to put the MSE clusters in the
global value chain, as this enhances possibilities of
new market avenues as well as benching indigenous
market innovative efforts to international standards.
Low productivity in manufacturing is partly
attributable to weak linkages with other sectors
and within sub-sectors of the manufacturing
establishments. Many enterprises are discouraged
by high cost of capital and energy, and bureaucratic
and inefficient provision of public services. To
address these setbacks, the National Economic
and Social Council (NESC) has recommended
a cluster development strategy to create related
and supporting industries. For instance, ICT can
potentially contribute more to the manufacturing
sector by reducing transaction costs.

Business Process Outsourcing/Off-
shoring

The Business Process Outsourcing (BPO) sector
has significant potential in making important
contributions to the country’s economy. The Vision
2030 target is to create at least 7,500 direct jobs in
the sector and increasing GDP contribution by Ksh
10 billion by 2012. Currently, the sector provides
employment to 1,000 workers, accounting for less
than 0.01 per cent of GDP. Unlike India, the BPO
sector in Kenya is young, small and largely under-

developed.
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The BPO sector relies heavily on Information
Technology (IT) infrastructure. In 2010, data and
internet revenue peaked at Ksh 148,033 million,
while data and internet investment was valued at
Ksh 29,361 million. The improved internet access
and increased internet investment can be attributed
to the landing of the undersea cables in 2009-2010,
which contributed to increase in international
internet bandwidth at lower access costs. Kenya
now has three undersea cables: EASSy, TEAMS and
SEACOM. The latter two account for 98 per cent of
total international internet bandwidth. Kenya has
also experienced growth in mobile data/internet
subscription provided by the different mobile
service providers, which accounts for 98 per cent of
total internet subscriptions.

Based on the best practices reviewed, some priority
areas should be addressed. Firstly, thelegal and policy
framework should be strengthened to promote the
ICT and BPO sector. Secondly, in order to improve
the business environment, the government should
introduce a one-stop shop, which would assist
investors in obtaining all the necessary business
registration and licensing requirements. Thirdly,
additional training and capacity building is required
for personnel to equip them with soft skills and
specialized writing skills, telephone etiquette,
internet marketing, and customer service in order to
increase their productivity in the BPO sector.

Kenya needs to develop and market its niche markets
in the areas of human resource, accounting, software
development, design, and travel and tourism.
These niches should be developed from ready
skills, whereby companies already offering such
services locally are source clienteles from overseas.
Such companies can utilize the power of ‘internet
marketing’ to increase their visibility in the global
market place. The role of the government in respect
to this is, therefore, to provide such businesses with
investment grants, capacity building support and
to institutionalize such skills training into tertiary
education.




Finally, in the development of the Konza Technology
City, the following key factors should be considered:
ensuring the local communities benefit from
the development; putting in place safeguards to
manage electronic waste; appropriate public-private
partnership (PPP) regulations for the technopolis,
in line with the ongoing development of the PPP
Bill; and a one-stop shop modality to make business
start-up and operation procedures easier. Lastly, the
technopolis development should provide incentives
to attract local and foreign investors and provide
support to local investors.

Financial Services

Financial institutions are the main intermediation
channels between savings and investment in the
economy and are, therefore, critical for attaining
broad-based economic growth as envisaged in
Vision 2030. As at 31 December 2010, there were 43
commercial banks (both local and foreign owned)
with 1,063 branches, 1 mortgage finance company,
5 deposit-taking microfinance institutions, 126
foreign exchange bureaus and 3,280 active SACCOs.
In the same period, there were 46 licensed insurance
companies and two locally-incorporated reinsurance
companies. As at December 2010, 1S million
Kenyans were enjoying mobile financial services.
Although the financial sector expanded by 8.8 per
cent in 2010, its contribution to GDP increased
marginally to 5.6 per cent from 5.5 per cent in 2009.

With regard to cost of credit, high interest rate
spread (currently at 8.5%) is a key challenge and
an impediment to financial intermediation growth
goals. In 2010, the NSE 20 share index increased
by 36.5 per cent to close at 4,432.6 points from
3,247 points in 2009. However, compared to
aspirator countries, as a percentage of GDP, market
capitalization for Kenya is below S0 per cent while
proportions for countries such as Korea, Chile,
Malaysia, South Africa and Singapore are 100 per

cent and above.
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In order to expand financial access and address
the cost of financial services in Kenya, there is
need to embrace financial literacy-to contribute
to transparency, competition and reduction
in information asymmetries. Moreover, as the
complexity of financial products increases,
consumers need to be empowered so that they
can assess inherent risks, emerging markets and
products. This would protect consumers and foster
stability of financial systems. Public-private sector
collaboration can be an efficient way of realizing
financial literacy. The Central Bank of Kenya should

take the lead towards this goal.

Enforcing the recently enacted Competition Act
would also help to reduce the cost of credit in
the country, since its enforcement will protect
consumers from unfair and misleading market
conduct. The Competition Authority should be fully
facilitated to enable it perform its mandate effectively.
Further, putting in place an integrated property
information system would remove the information
asymmetry problem in the credit market, as well as
solve the existing collateral issues. Ensuring a stable
macroeconomic environment, including achieving
low levels of inflation, is important in lowering
interest rates and interest positive spread.

There is also need to restore confidence in the
stock market. As evidenced by over-subscription in
the recent issues of bonds, investors are willing to
invest where returns are assured. Efforts to continue
strengthening the supervisory role of the Capital
Markets Authority (CMA) need to be sustained,
coupled with effective enforcement of the Capital
Markets Act to stem vices of poor governance in
the industry. Further, CMA needs to enhance the
education campaign on capital markets and also
sensitize the public on reforms undertaken, in order
to boost their confidence.

To enhance the uptake of insurance services, it is
important to strengthen governance in the insurance
industry. To complement the supervisory role of
the Insurance Regulatory Authority, there is need
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to legally recognize the role of the Association of
Kenya Insurers (AKI), the Association of Insurance
Brokers of Kenya (AIBK) and the Insurance
Institute of Kenya under the Insurance Act. Such a
move will be crucial in stemming out vices such as
poor corporate governance and money laundering,
to which the industry is potentially vulnerable.

Environment and Natural Resources

Approximately 80 per cent of Kenyans depend
on natural resources (such as land, forests, water,
fisheries, wildlife and air) for their livelihoods and
household income. Appropriate government policy
and sustainable exploitation and management of
the key natural resources for the country is critical
towards realization of economic growth and
poverty reduction coupled with better livelihoods
for all Kenyans. Kenyas challenge is to devise
sustainable environmental policies that incorporate
an appropriate mix of economic incentives and
suitable institutional arrangements based on clear
specification of property rights. Although the
ongoing comprehensive institutional, legal and
policy reforms in the sector are still at an early stage,
notable achievements so far include the success of
the new legislation on stopping excisions and efforts
in barring settlements in the Mau forest complex.

With its natural endowment of renewable freshwater
but only 647 cubic metres per capita per annum
under normal circumstances, Kenya is classified as
a water scarce country. Interventions proposed for
the sub-sector include alignment of the Water Policy
with other sectoral policies including irrigation, land
reclamation, environmental sanitation and hygiene
policies, among others; clear classification and
adoption of water companies as private or public
with guidelines on their formation and operation;
prioritizing demand management so as to promote
water use efficiency; and putting in place a water
management information system to collect accurate
data on water resources in terms of quantity and
quality.
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The freshwater and marine fisheries sub-sector
employs about 35,000 and 8,000 fishers, respectively.
The country earns about Ksh 4 billion in foreign
exchange and the fishers over Ksh 7 billion, thus
contributing to poverty alleviation in rural Kenya.
The government has launched its first-ever National
Oceans and Fisheries Policy, which is envisioned
to increase income from fisheries to around Ksh 10
billion annually by the year 2014. In order to boost
the performance of the fisheries sub-sector, proposed
interventions include integrating the sub-sector into
the country’s agricultural sector to improve food
security; developing and improving infrastructure to
facilitate increased fisheries production and export;
and developing a clear strategy for implementation
of the comprehensive fisheries policy.

Kenya’s wildlife biodiversity provides the base for
the tourism industry, research and education. The
country’s wildlife is found in an area of 4,403,595
hectares (about 8% of land area), gazetted by the
government for wildlife conservation. There are 4
marine national parks, 6 marine national reserves,
23 terrestrial national parks, 26 terrestrial national
reserves and S national sanctuaries representing
key ecosystems in the country and home to 30
per cent of total wildlife. The rest is found in 17
community sanctuaries and private conservancies.
The major concern in wildlife is the rapid decline in
population, both in and outside protected areas. The
Wildlife Bill, which is currently underway, is a great
opportunity for the country to put things right.

At least 70-80 per cent of mining activities are
dominated by small-scale artisan miners, mainly
involved in exploiting non-metallic minerals. Lack
of clear mineral exploitation policies hinders the
maximum exploitation of minerals in the lucrative
industry. According to estimates, mineral production
was valued at US$ 106.6 million in 2003. As part
of reforms in the sector, the Mining and Minerals
Bill 2011 was recently tabled in Parliament, which
will repeal the Mining Act Cap. 306 of the Laws of
Kenya enacted in 1940. The proposed legislation
is expected to address regulation, sustainable




utilization of mineral resources; equitable access and
benefit sharing, consideringinterests of communities
affected by mining activities, alternative mine
closures and development of new mine sites; and
value addition to raw minerals before export.

Pollution and solid waste are some of the leading
environmental health problems in the country
affecting both rural and urban populations. While
the focus of solid waste management (SWM) in
the country has been disposal, this is an end-of-
pipe solution which, if not handled properly, can
only worsen the waste problem. In order of priority,
several measures should be institutionalized in
SWM in the country, including reduction of
waste, reusing of products, recycling/composting
the products, recovering energy by incineration,
disposing products using landfills, and enacting a
comprehensive policy and legislative framework.

Transformative Institutions for
Delivering Kenya Vision 2030

Data shows that the Kenyan economy, while it has
been steadily improving, has not kept pace with the
growing population in a manner that would see a
sustained long-term improvement in the welfare of
the population. This population has been growing
rapidly, is youthful, comparatively educated and
increasingly urbanizing. The natural environment
within which it is growing is deteriorating as
manifested in Kenya’s water availability classification,
frequent recurrence of droughts and the increasing
occurrence of communal clashes over the same.
All this is taking place in a regional and global
environment that is increasingly uncertain, with
potentially adverse consequences for Kenya. It is
within this environment that Kenya must create
welfare improvement opportunities for its citizenry.

Kenya is in the midst of a major shift in the
management of its affairs as it seeks to make a shift to
the nextlevel. This shift is anticipated in Kenya Vision
2030, hence the need to put in place institutions
with operative capacity to create growth and
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development in all pillars stipulated in Vision 2030.
Key questions that are pertinent in Kenya’s reform
experiment include: How can government reinvent
itself to solve the problems that face us today or
those that have been caused by it? Has the problem
of governance aligned itself to the challenges we face
today? Why do institutions fail us and how do we
fix them? Smart, sustainable and inclusive growth
thrives on strong fundamentals. Institutions, policies
and factors that enhance resource-use efficiency and
innovation determine the level of productivity of a
country, hence a country’s competitiveness on the
global scene.

As the country implements the Constitution of
Kenya 2010, there is need to respond to these
questions in designing key institutions. The
challenges Kenya faces are largely predictable.
Broadly speaking, the following three emerging
policy issues can be considered to be the threshold
that would be the focus of determining the success
or failure of the various institutions operating within
the country: Macroeconomic management; human
resource development; and infrastructure and
economic services. The Constitution is a critical
determinant for the nature, mandate and operations
of the various institutions in the country. One of the
key issues that the Constitution brings forth is the
apparent tension between the strong constitutional
protections for individual property rights and
community rights. The design and operationalization
of the various institutions should respond to these
policy concerns.

Enhancing efficiency in governance and achieving
equity in regional development are key features of
the Constitution of Kenya 2010. Strong public and
private institutions are indispensable in the pursuit of
these crucial public policy goals. Strong institutions
contribute immensely to national development
since they instil into the system the following key
strengths, among others: reduced economic costs
of doing business through an enabling environment
free of over-regulation, bureaucracy and red tape,
corruption and corporate scandals; independence of
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the Judiciary; ethical and transparent public-private
sector dealings; protection of property rights; sound
management of public finance; strong auditing and
reporting standards; and a level playing field that
attracts high investor and consumer confidence.

One of the key challenges that will have to be faced
in the structuring and organizing of government
will be the need to proactively have a government
that will, over the medium to longer term, lead to
increased trust in government by citizens. Literature
shows that when citizens or governments do not
trust governance institutions, they increasingly seek
to control them and the processes therein. One of the
key adverse consequences of this is seen in increased
transaction costs in terms of governance institutions
to be built and the processes requiring participation.
The ongoing administrative and sectoral reforms,
therefore, must immediately do a stock take and
account for the implications of the Constitution of
Kenya 2010.

With regard to capacity building, even under the

previous constitutional dispensation, capacity
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(human resource, facilities and equipment) has been
a challenge. Implementation of the Constitution
will exacerbate this challenge if not well managed.
There is need to define institutions early and their
resource requirements determined vis a vis available
capacities. Experiences in countries that have
decentralized, almost all on a much smaller scale
than Kenya, show that some failed because of lack of
adequate capacity.

Moreover, there is need to strengthen coordination
of the institutions in each sector (both public and
private sector institutions), for example, through
participation in regular consultative meetings;
enhancing sectoral policy research to inform
planning processes; conducting audits of existing
institutions (before forming new ones) in order
to determine their resource needs; enhancing
private sector participation through Public-Private
Partnerships; and revising the entire budgetary
process in order to provide adequate funds to key
public productive sector institutions.




PART 1

Macroeconomic and
Socio-economic
Performance

his part provides an analysis of the recent macroeconomic
and socio-economic performance in Kenya. It reviews
the achievements and challenges, and provides policy
recommendations aimed at improving economic growth and reducing
poverty. Besides the chapter on macroeconomic performance, there
are chapters on strengthening public expenditure management;
and population dynamics and socio-economic performance. These
chapters provide an in-depth analysis and identify the main challenges
in these policy areas, and make policy recommendations which, if well

implemented, would improve the quality of life of citizens.



Chapter

- | Macroeconomic Performance

I.1 Kenya’s Economic Growth

The Kenyan economy grew by 5.6 per cent in 2010,
representing a marked improvement from the 2.6
per cent and 1.6 per cent growth rates recorded in
2009 and 2008, respectively (Figure 1.1). The fourth
quarter of 2010 recorded the highest quarterly
growth rate of 6.9 per cent compared to a growth
rate of 3.3 and zero (0) per cent in the same quarters
in 2009 and 2008, respectively. The third quarter
of 2010 recorded GDP growth of 6.1 per cent
compared to a growth of 0.5 per cent in 2009 and
2.7 per cent in 2008. The second quarter of 2010
recorded GDP growth of 5.3 per cent compared
to growth rates in the same quarter of 0.9 per cent
and 2.4 per cent in 2009 and 2008, respectively. The
first quarter of 2010 recorded the slowest growth in
2010, on a quarterly basis.

Various factors explain the improved economic
performance in 2010. Firstly, is favourable weather

which
agricultural output. Secondly, the effects of the

conditions, contributed to improved
economic stimulus package started to take effect
across the various sectors of the economy. The
Central Bank of Kenya sustained monetary policy
support by consistently reducing the Central Bank
Rate (CBR). Other factors that contributed to the
impressive economic growth over the last three

quarters were improved liquidity in the economy,
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prudent macroeconomic management, and recovery
in the global economy.

Financial intermediation recorded a growth of 8.8
per cent in 2010, up from 4.6 and 2.7 per cent in
2009 and 2008, respectively. This is attributed to
increased lending following increased liquidity in
the money markets. Agriculture recorded improved
growth in 2010 compared to the corresponding
period in 2009. The sector grew by 6.3 per cent,
up from a contraction of -2.6 and -4.1 per cent in
2009 and 2008, respectively. The performance
reflected recovery from the effects of the 2008 post-
election violence and drought conditions during

Figure 1.1: Kenya’s GDP growth (2001-2010)
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the same period. The improved performance of the
agricultural sector might also have been supported
through the provision of subsidized farm inputs
such as fertilizer and seeds by the government. The
tourism sector also appears to have fully recovered
from the effects of the post-election violence with an
impressive growth of 17.9 per cent recorded in 2010.
Improved growth in the sector could be explained
by improved political stability in the country, the
promulgation of the new Constitution in August
2010, and efforts to promote Kenya as a tourist
destination. The manufacturing sector grew by 4.4
per cent in 2010 compared to a growth of 1.3 per
cent in 2009. Growth in the sector was boosted by
improved electricity and water supply, and recovery
in the agricultural sector that supported agro-based
industries. Electricity and water sub-sectors grew by
9.9 per cent in 2010.

A comparison of the sectoral shares in total GDP
given in Figure 1.2 shows the service sector had the
highest contribution to GDP of about 48.07 per
cent, agriculture 22.04 per cent, and industry 15.95
in 2010. Wholesale and retail trade contributed 10.3
per cent share in total GDP, hotels and restaurants
1.7 per cent, transport and communications 9.8
per cent, and financial intermediation 5.6 per cent.
Mining and quarrying stood at 0.70 per cent,
manufacturing 10 per cent, electricity and water 2.4
per cent and the construction industry at 4.3 per
cent.

Going into 2011, GDP growth is expected to
slow down due to high oil prices and slow global
economic recovery. Near-term weather outlook
indicates that drought conditions might affect food
security and thus increase inflationary pressure,
leading to a negative impact on real household
disposable incomes and consumption.
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Figure 1.2: Sectoral shares in total GDP in 2010

48.07

2204
A

15.95
A

Agriculture Industry Service Taxes

Source: Government of Kenya (2011) and author’s own computations

1.2 Per Capita Income

Real GDP per capita increased from Ksh 35,470 in
2009 to Ksh 36,419 in 2010 after a slight slowdown
in 2008 and 2009, following the 2008 shocks
(post-election violence, global financial crisis and
drought). Kenya’s real GDP per capita, as shown
in Figure 1.3, recorded a marked decline from the
1990s to around 2003. After 2003, real GDP per
capita was on the rise until the year 2007 and then
dampened again thereafter.

The slowdown in real GDP per capita in the 1990s
and early 2000s could be attributed to the general
slowdown in economic growth in the country
around that time. As economic growth picked
up in the year 2003, peaking at 7.0 per cent in the
year 2007, real GDP per capita was on the rise. The
dampening in the year 2008 afterwards was as a
result of the slowdown in economic activity brought
about by the multiple effects of the post-election
violence, the global economic crisis of 2008 and
drought in the country, which reduced agricultural
output. With the dim projection of GDP for the year
2011, real GDP per capita is also expected to slow
down.
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Figure 1.3: Real GDP per capita
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Source: Government of Kenya (Various), Economic Surveys

1.3 Sources of Growth

In 2010, agriculture accounted for about 24.5 per
cent of GDP growth. This is an improvement from
a contribution of -22.9 per cent in 2009 and a
contribution of -64.0 per cent in 2008 (Government
of Kenya, 2011). The manufacturing sector, which
performed dismally in 2009 with its contribution
to GDP growth standing at 4.7 per cent down
from 22.6 per cent in 2008, recorded an improved
contribution to GDP growth of 7.8 per cent in 2010.
This also points to the recovery of the main sectors
after the post-election violence.

The services sector in general made the highest
contribution to GDP growth in 2010. The main
sub-sectors that contributed most to GDP growth
in 2010 just like it was in 2009 remained transport
and communications sub-sector, with transport
and communications contributing 13.0 per cent to
growth, transport and storage contributing 8.9 per
cent, and post and telecommunications contributing
4.1 per cent.
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Figure 1.4: Sectoral contribution to total GDP growth in
2010
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1.4 Inflation

The key objective of monetary policy in Kenya is
to ensure price stability. Vision 2030 envisages a
monetary policy that will achieve less than 5 per cent
annual inflation rate. However, the rate of inflation
has remained above the target of 5 per cent, except
during 2002, 2007 and 2010.

Figure 1.5: Trends in inflation
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Table 1.1:Inflation rate by commodity group (2005-2009) effects of the post-election violence that disrupted
. economic activity, drought and high global oil
Commodity/vear _J 2005 | 2006 | 2007 | 2008 | 2009 prices. In 2009 and 2010, Kenya recorded declining
L el e e B inflation pressures largely due to a prudent moneta
alcoholic drinks 1 I:ib 8 ly ) fp Infl y
olicy and better agricultural performance. ation
Alcohol and 70 85 77 146 87 POV gricutturalp ,
T declined from 9.2 per cent in 2009 to 4.1 per cent in
Clothing and 46 25 33 53 43 2010
footwear
Housing costs 59 46 6.9 63 76 Table 1.2: Inflation rate by commodity group (2010)
Fuel and power 216 127 84 215 -38 Commodity/Year 2010
Household goods 6.8 3.6 5.7 9.4 6.1 Food and non-alcoholic beverages 5.9
and services Alcohol beverages, tobacco and narcotics 7.5
Health and 50 40 43 107 92 Clothing and footwear m
personal care
Housing, water, electricity, gas and other fuels 3.2
Transport and 60 74 55 181 24 o } )
communication Furnishings, household equipment and routine 3.2
house maintenance
Recreation and 4.0 24 3.1 6.6 5.2
education Health 4.4
Personal goods 39 24 34 75 9. Transport 53
and services Communication -10.3
Kenya inflation 10.3 6.0 427 16.2 9.2 Recreation and culture 1.2
rate Education 1.4
Source: Government of Kenya (Various), Economic Surveys Restaurant and hotels 4.0
The two most important contributors to overall Miscellaneous goods and services 22
inflation in Kenya are food and non-alcoholic drinks, Kenya inflation rate 4.1

and fuel and pOWCI' prices (Tables 1.1 and 12) 'l'he Source: Government of Kenya (Various), Economic Surveys
high inflation rate in 2008 is largely explained by the

Figure 1.6: Inflation rate by income group

20
1 Lower
18 [@Middle / Up
16 | Nairobi Total
§ 14 1 Rest Urban
\é/ 12 1 Kenya
g 10
g 8-
= 6
E L
2 -
2005 2006 2007 2008 2009 2010
Lower 11.4 8.7 4.0 17.9 8.2 4.7
Middle/Upp 8.3 48 4.1 10.9 7.9 2.1
Nairobi Total 10.8 8.0 4.0 16.7 8.2 5.6
Rest Urban 9.3 5S4 4.4 15.9 10.0 42
Kenya 10.0 6.0 4.3 16.2 9.2 4.0
Year

Source: Government of Kenya (Various) Economic Surveys

KENYA ECONOMIC REPORT 2011 0




MACROECONOMIC AND SOCIO-ECONOMIC PERFORMANCE

Analysis of inflation by income group reveals that the
lower income group households residing in Nairobi
experienced higher incidence of inflation compared
to other groups. This is because expenditure on food
represents a large share of the low income group
household’s expenses, estimated at about 48.3 per
cent, compared to upper income households that
spend only about 10.5 per cent on food.

The levels of inflation in other countries are
important in gauging the regional macroeconomic
environment and competitiveness. Figure 1.7 shows
inflation trends for selected countries. Within the
region, Uganda and Tanzania have had relatively low
inflationary pressures.

Supply shocks have played a major role in explaining
inflation in Kenya. In addition, poor infrastructure
network contributes to escalating agricultural
commodity prices due to difficulties in accessing
markets. Reliance on rain-fed agriculture makes the

Figure 1.7: Comparison of inflation (2005-2009)

country vulnerable to extreme weather conditions.
On the demand side, expansionary monetary and
fiscal policy poses the challenge of accelerating
aggregate demand.

1.4.1 Recommendations

i. Improve productivity in the country. There is
need to strengthen the Productivity Centre of
Kenya (PCK) so that it plays an effective role
in improvement of productivity levels in Kenya.
PCK offers a forum where the government, the
private sector and labour unions ensure that
wage and productivity growth lowers inflation
levels.

ii. Transform the agricultural sector to produce
sufficient affordable food. The government
needs to expand and utilize national grain
reserves to stabilize food prices during periods
of shortages occasioned by supply shocks.
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ili. Prudent macroeconomic management is

necessary to support economic stability.

1.5 Investment and Savings

1.5.1 Investment-Savings Gap

Kenya is facing an increasing investment-savings gap.
The level of savings is low and a large component of
capital formation is imported in terms of transport
equipment and other machinery. Vision 2030
identifies savings and investment as critical channels
through which Kenya can achieve high economic
growth prospects that can lead to the attainment
of economic development. The MTP (2008-2012)
provides a roadmap to enhance investment and
savings in the medium term. The promotion of
both local and foreign direct investment and savings
culture will accelerate the pace of economic growth
and development in Kenya.

Figure 1.9: Cross-country investment performance
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Figure 1.8: GDP, investment and savings flows
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While investment grew from 17 per cent of GDP
in 200S to 19.3 per cent in 2010, savings declined
from 16 per cent in 2008 to 12.2 per cent in 2010
(Figure 1.8). Kenya’s savings rate is still low and the
declining trend should be a matter of serious policy
concern.

Kenya’s rate of investment and savings remains
comparatively low (Figures 1.8 and 1.9). In recent
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years, Vietnam has been able to sustain high levels
of savings and investment. Other best performing
countries include Botswana, Indonesia, Tanzania,
and Republic of Korea, which have relatively higher
rates of savings.

Kenya is making important efforts to improve the
investment environment. The Kenya Investment
Authority (KenInvest) was revitalized as a one-
stop shop for investment. The regulatory reforms
for investment include the review of 1,325 licences
and the resultant elimination of 424 licences,
rationalization of 694 licences, and simplification
of 607 licences. In addition, a Business Regulatory
Reforms Unit (BRRU) was established in 2007
to coordinate regulatory reforms. An E-registry of
all licences in Kenya has also been operationalized
with a view to controlling illegal licensing processes
and streamlining the licensing process. Effective
implementation of the Constitution will lead to
the creation of strong institutions, including the
Judiciary, which are critical in investment dispute
resolution.

Figure 1.10: Cross-country savings performance

1.5.2 Challenges

The main challenge for investment and savings
is poor investment environment. The regulatory
environment still remains a hurdle both for local and
foreign investment. The weak infrastructure network
also adds to the cost of doing business in Kenya.
In addition, the lack of a long-term savings culture
in Kenya is another challenge. Structural reforms
aimed at strengthening governance, especially
addressing corruption and improved public service
delivery, are critical for the investment environment.
There is also need to maintain macroeconomic

stability.

1.5.3 Recommendations

For a double-digit economic growth rate to be
achieved, improvement of physical and human
infrastructure is needed. Priority public investments
in infrastructure to facilitate investment and savings
identified by Vision 2030 are roads, railways, airways,
special economic zones, the port of Mombasa,
Information and Communications Technology
(ICT), Science, Technology and Innovation (STI),
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water and sanitation. Infrastructure development  required. There is, therefore, need to deepen the
cannot be achieved through public investments  public-private partnerships (PPP) policy and legal
only due largely to the huge financial resources  framework to facilitate private sector participation

in infrastructure development. The improvement
Table 1.3: Fiscal performance (Ksh billion)

™ o0s/06 | 2006/07 | 2007108 | 008/0° | 200910+

TOTAL REVENUE 311.3 373.0 432.2 487.9 586.4
Ordinary revenue' 2834 340 396.5 455.8 538.8
Appropriation-in-Aid? 27.8 33.0 35.7 32.1 47.5
EXPENDITURE AND NET LENDING 382.8 419.6 534.8 595.7 791.8
Recurrent 306.5 306.8 403.4 435.5 536.4
Development and net lending 67.7 80.4 131.5 160.2 255.4
Drought development expenditures 1.0 1.5 - - -
DEFICIT EXCLUDING GRANTS (Commitment basis) (71.6) (46.5) (102.6) (107.8) (205.5)
Grants® 20.1 15.5 25.4 18.1 31.2
DEFICIT INCLUDING GRANTS (commitment basis) (51.5) 30.7 77.2 89.8 1743
Adjustment to cash basis 15.0 (5.6) 84.7 (27.3) -
DEFICIT INCLUDING GRANTS (Cash basis) (36.5) (36.3) 7.6 (117) (174.3)
FINANCING 36.5 36.3 (7.6) 117 1743
Foreign financing (Ksh)* 1.2 24 6.3 411 48.2
Domestic financing (Ksh)® 353 38.7 13.9 759 126.1
Memo items (as % of GDP)

Total revenue 20.5 216 220 218 23.7
Ordinary revenue 18.7 19.7 20.2 20.3 21.8
Tax revenue 16.9 17.7 18.5 18.6 19.4
Non-tax revenue 1.8 20 1.7 1.7 24
Appropriations-in-Aid 1.8 2.0 1.8 1.4 1.9
Grants 13 0.9 1.3 0.8 13
Financing 24 2.1 0.39 522 7.0

* Indicates preliminary results

** Indicates revised estimates
Source: Ministry of Finance (2010)
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of the quality and quantity of health and education
infrastructure would also enhance investment and
savings. Development of a strong financial system
to mobilize resources is critical, and this should
include the National Social Security and Pension
System, Insurance and Banking, Savings and Credit
Cooperative Societies (SACCOs) and the Capital
Markets. Only about 19 per cent of Kenyans have
access to formal financial services. The target
groups for financial access improvement include
informal businesses, micro, small and medium
enterprises (MSMEs), youths, women groups and
entrepreneurs.

1.6 Fiscal Policy and Performance

One of the major instruments expected to enable
the economy achieve macroeconomic stability
is fiscal policy. The fiscal strategy outlined in the
Medium Term Plan 2008-2012 envisages the overall
fiscal deficit to decline from 5.2 per cent of GDP in
2007/08, to 3.6 per cent of GDP in 2012/13. Other
medium-term targets include a domestic debt to
GDP ratio of 21-22 per cent, revenue to GDP ratio

Figure 1.11: Fiscal indicators, selected countries, 2008

of 20-22 per cent, public development spending of
9.5 per cent of GDP and decline of public sector
wage bill to 6 per cent of GDP.

Kenya has undertaken fiscal policy measures to
mitigate the adverse effects of both domestic (post-
election disturbances and drought) and external
(high oil and fertilizer prices, the global economic
and financial crisis) shocks that the economy
experienced between 2008 and 2010.

The overall fiscal deficit (on a commitment basis
and including grants) was Ksh 174.3 billion (7.04%
of GDP) in 2009/2010 (Table 1.3). This figure was
above the targeted deficit of Ksh 71.8 billion (2.9%
of GDP). In the same year, total revenues were 23.7
per cent of GDP, above the targeted levels by 2.4
percentage points. Similarly, total expenditure and
net lending (Ksh 791.8 billion) was 32 per cent of
GDP and stayed above the targeted amount by 6.3
percentage points.

Table
continued to grow faster than revenue collection.
Between 2005/06 and 2009/10,

1.3 shows that government spending

recurrent

Germany ?#‘5

Kor

Hgypt, At

South

-15 -10 -5 0 S 10

15 20 25 30 35 40

™ Revenue excluding grants (% of GDP)

"% EXPENSE (% of GDP) " Cash supplus/deficit (% of GDP)

Source: World Bank (2010)

KENYA ECONOMIC REPORT 2011




expenditure increased by 7S per cent whereas
development expenditure and net lending grew
by 277 per cent. The high growth in spending is
attributed mainly to the efforts put in place as a result
of the MTP target to increase public development
spending from about 4.7 per cent in 2006/07
to 9.5 per cent of GDP in 2012/2013. From the
table, it is evident that this target was exceeded in
2009/10, since development expenditure and net
lending as a share of GDP was 10.3 per cent. The
approved sectoral ceilings provided in the Budget
Outlook Paper for 2011/12 - 2013/14 show that
in 2009/10, the sectors that received the largest
share of budgetary resources are human resource
(25.1%);
(21.8%); and governance, justice, law and order

development physical infrastructure
(12.4%). The increase in spending is mainly
attributed to the government’s focus on supporting
critical infrastructure in order to lower the costs of
doing business, voter registration, costs related to the
constitutional referendum, and economic stimulus
programmes. In particular, the economic stimulus
programmes were initiated to spur economic
growth, create livelihood opportunities and help to
bridge the equity gap that has been systemic in the
country.

Between 2005/06 and 2009/ 10, taxes have remained
the main source of government budget. This implies
that taxation is a key instrument at the disposal

Figure 1.12: Tax ratio, selected countries
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of the government in achieving the distribution
function (through progressive taxation), allocation
function (high excise taxes on demerit goods) and
stabilization (through enhanced tax elasticity). Tax
revenues have maintained a consistently upward
trend over the 2005/06-2009/10 period. Over this
period, tax revenues almost doubled, rising from
Ksh 256 billion to Ksh 476 billion. This trend is
consistent with the policy shift by the government
towards enhancing local capacity to finance the
budget and depend less on external borrowing.
The main elements of tax revenue in Kenya are
income tax, VAT, customs duties and excise duties.
Income tax is the most important component of
tax revenues. In 2009/10, the share of income tax
in total tax revenue was 43.9 per cent. The second
most important source of tax revenue is VAT, with
its tax share averaging 30.1 per cent in 2009/10. A
comparison between taxes on income and profits
and taxes on goods and services shows that the latter
are more important in Kenya’s revenue structure.

Figure 1.12 shows that Kenya’s tax ratio is much
lower than that of South Africa, Chile or Ghana
but higher than Uganda, Germany, Korea or Egypt.
It can be concluded that Kenya has an average tax
effort, indicating scope to widen the tax revenue
base as a way of increasing tax revenues.
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1.7 Public Debt

In June 2010, the gross public debt stock in Kenya
was Ksh 1,225.1 billion or 49.5 per cent of GDP.
External debt stood at Ksh 565.5 billion, whereas
domestic debt was Ksh 659.6 billion (or 26.6%
of GDP). This ratio of domestic debt to GDP is
higher than the MTP target of domestic debt of
21-22 per cent of GDP. Domestic debt was held
by the Central Bank of Kenya (7%), commercial
banks (53.2%) and the non-banking sector (39.2%),
whereas external debt was held by bilateral lenders
(34.7%), multilateral lenders (61.7%), and export
credit (3.6%). The main multi-lateral creditors are
the International Development Association (IDA),
African Development Bank (AfDB), and European
Economic Community (EEC), while the main
bilateral creditors are Japan, France and Germany.
The government mainly issues its debt through sale
of treasury bills and fixed rate treasury bonds.

Analysis of Kenya’s public debt position reveals the
following trends. First, whereas the share of public
debt in GDP has fallen from 58.81 per cent in 2004
to 44.84 per cent in 2009, the debt per capita has
increased from Ksh 21,912 to Ksh 25,846 over the
same period. Second, between 2004 and 2009, the
share of domestic debt in total debt increased from
41.0 per cent to 50.1 per cent whereas the share of
foreign debt has reduced from 59.0 per cent to 49.9
per cent. Third, the public debt stock has grown from
Ksh 749.4 billion in 2004 to Ksh 1,018.3 billion in
2009, an increase of 36.0 per cent. Fourth, the share
of annual debt servicing charges for external debt is
generally lower than is the case for domestic debt.
Fifth, the composition of domestic debt has changed
from short maturity to longer term profile; in 2007,
the respective shares over the period 2003 to 2007
were 21 per cent and 79 per cent, respectively.
However, a comparison of Kenya’s debt figures with
selected countries reveals that the country’s external
debt stock (as a % of exports of goods, services and
income) is relatively high (Figure 1.13). However, in
terms of debt service (as a % of goods, services and
income), Kenya’s ratio of 5.03 per cent is relatively
low. This indicator combined with the high debt
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to exports of goods and services ratio indicates
that Kenya has low export base and low external
debt payments. Therefore, Kenyan policy makers
should be seriously concerned about expanding the
country’s export base and competitiveness.

Figure 1.13: Selected indicators of debt burden, 2009
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1.8 External Sector Performance

1.8.1 Balance of Payments

Kenya’s external sector performance deteriorated
in 2010 (Table 1.4). The current account deficit as
a percentage of GDP increased from 5.5 per cent in
2009 to 7.8 per cent in 2010.

Table 1.4: External sector performance (% of GDP)

Current account balance as -5.5 -7.8
percentage of GDP

Merchandize -16.2 -19.6
Services 10.8 11.8
Capital and financial account 8.5 7.3

The increase in the current account deficit is largely
explained by a rapid increase in imports relative to
exports. Imports increased by about 24.4 per cent




compared to an increase of about 18.8 per cent in
exports. The services account has remained positive
mainly due to strong performance in transport and
tourism sectors. The capital and financial account
registered a slightly lower surplus in 2010. The
continued growth in the current account deficit
should be an issue of policy concern in terms of
sustainability of the external account.

1.8.2 Terms of Trade

Terms of trade refer to the ratio of export price index
to import price index. Terms of trade for all items
and non-oil items improved by 3.7 per cent and 11
per cent, respectively, to stand at 85 and 110 per
cent, respectively, in 2009. This came as a result of
faster growth in prices of Kenya’s key commodity
exports and exchange rate movements (Table 1.5).

Table 1.5: Terms of trade (1982=100)

2 72 70 77 82 85

All items 7
Non-oil 84 920 88 94 29 110
items

Source: Government of Kenya (2011)
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1.8.3 Foreign Exchange Rate

The exchange rate remained stable against the US
dollar for the greater part of the period 2003-2007,
with some tendency towards appreciation. This
reflected a strong Balance of Payments position.
Between the periods 2008 to 2010, the Kenya
shilling depreciated gradually against the US dollar
to exchange at an average of 81.0 in 2010 compared
to 77.9 per US dollar in 2009, Ksh 69.18 per dollar
in 2008 and Ksh 67 per US dollar in 2007. Overall,
the Kenya shilling depreciated marginally against
major world currencies as reflected by the trade
weighted exchange rate index, which rose to 718.19
as at December 2009. The trade weighted exchange
rate stood at 735.13, reflecting a further real
depreciation.

Kenya pursues a flexible exchange rate policy regime
where market forces and economic fundamentals
play a major role in determining movements in
exchange rate. Sound fiscal and monetary policy
is, therefore, expected to support a stable exchange
rate.

Figure 1.14: Selected end period mean Kenya shilling exchange rate
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Figure 1.15: Diaspora remittances to Kenya (US$ millions)
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1.8.4 Foreign Remittances

The source markets for remittances have, on average,
maintained the same shares with North America
contributing 53 per cent and Europe 26 per cent

Figure 1.16: FDI flows (in USS millions)

of total remittances to Kenya in November 2010.
Remittances have grown strongly since 2006 (Figure
1.15). Most of the remittances improve household
income and, therefore, increase

disposable

consumption.

1.8.5 Foreign Direct Investment

Foreign Direct Investment (FDI) more than
doubled between 2008 and 2009 (Table 1.6).
However, Kenya is still among the countries that
received the lowest FDI in both Africa and among
other developing countries. The low level of FDI in
2008 could have been a result of the post-election
violence that erupted immediately after the 2007
elections. However, the economy did well to
rebound in 2009, and the country should be able
to continue optimizing its capability of attracting
more FDI. Among the factors that affect FDI flows
include the macroeconomic environment as well
as institutional factors such as observance of law
and order, political stability, and corruption. Thus,
more effort is needed in ensuring macroeconomic
stability, political stability, security and law and order

160,000
140,000
~— 120,000
=1
]
-
E 100,000
B
w
E 80,000
£ 60,000
=
8 40,000
20,000

eunyD)
eIpuy
3d43q
€N

PUe[FEYL

gy ginos

% 2007 [H 2008

E 0 = e »  =®
5 8 4 &8 & z &g °*
& = & = o

12009

Source: World Bank (2010)

KENYA ECONOMIC REPORT 2011




in order for the country to improve its attractiveness
as a destination for FDI.

China 138,413.00 147,791.00 78,192.73
India 25,127.16  41,168.61 34,577.00
Egypt 11,578.10 949460  6,711.60
Thailand 11,323.99 8,570.12 5,955.60
Nigeria 6,033.00 4,876.44 5,786.68
South Africa 5,736.93 9,644.83 5,628.09
Indonesia 6,928.48 9,318.45 4,877.37
Ghana 970.38 2,111.59 1,684.74
Malaysia 8,453.77 7,375.91 1,609.31
Tanzania 646.97 744.02 645.00
Uganda 792.31 728.86 603.75
Mauritius 340.76 377.72 256.68
Seychelles 249.31 241.44 248.57
Kenya 729.04 95.59 140.52

Source: World Bank (2010)

1.9.1 Macroeconomic Prospects

As is the case with the world economy, the Kenyan
economy was on a recovery path in 2010, recording
an impressive growth rate of 5.6 per cent. There
were severe multiple shocks in 2008 whose impact
was slightly muted in 2009, with an economic
performance of 2.6 per cent being recorded. This
economic recovery is expected to continue and
remain above the 2008/09 performance. However,
the final outcome will depend on both domestic
and external factors, and the policy response by
the government. The implementation of the new
Constitution, political reforms that include the 2013
general elections, macroeconomic stability and the
effective implementation of the Medium-Term Plan
(MTP) of Vision 2030 are part of the key domestic
factors. Weather conditions remain an important
determinant of agricultural performance and
inflationary outlook. The relevant external factors
include the pace and composition of the global

economic recovery and growth, trends in crude oil
prices and stability in the neighbouring countries.

1.9.2 Recent Economic Performance
and Estimates for 201 |

The economic recovery that started in 2009
continued in year 2010 with a growth rate of 5.6 per
cent. The four quarters in 2010 recorded impressive
growth rates with the first quarter having 4.5 per
cent, second quarter at 4.6 per cent, third at 5.7 per
cent and the fourth quarter with the highest at 7.2
per cent. The first three quarters of 2011 have shown
a continued recovery though at a lower speed than
expected. The first quarter had 4.9 per cent, the
second had 4.3 per cent and in the third quarter,
a paltry 3.6 per cent growth was registered. The
fourth quarter is expected to register a relatively
strong performance due to better short rains. The
average growth for the three quarters is 4.3 per
cent. Given the expected good performance in the
fourth quarter, the overall annual growth for 2011 is
estimated at around 4.5 per cent, which is, however,
lower than the growth recorded in 2010.

All the sectors performed quite well and registered
positive growth rates for all the three quarters in
2011. However, some sectors recorded low growth
rates in the third quarter, such as the manufacturing
sector, which registered 1.1 per cent growth, public
administration had 1.1 per cent and wholesale and
retail trade recorded 1.3 per cent growth.

The sectors that recorded strong growth over the
third quarter of 2011 include construction, mining
and quarrying, financial intermediation, fishing,
and agriculture and forestry with growth rates of
6.9, 6.4, 6.0, 4.9 and 4.8 per cent, respectively. The
growth in value addition in financial intermediation
was supported by the modern technology of money
transfers through mobile phones and increased
lending, as a result of the easing monetary policy to
support growth.
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The overall average inflation rate for 2011 is estimated
at 14.0 per cent, reflecting high inflationary pressures
during the year. This performance is attributed
to drought during half of the year, high oil prices,
depreciation of the shilling and high domestic
demand as the government continued to pursue a
loose monetary and fiscal policy.

1.9.3 Medium Term Outlook

The medium term outlook hinges on smooth
implementation of the Constitution and effective
implementation of the MTP 2008-2012. It is also
critical that the government restores and maintains
macroeconomic stability. The MTP and Vision
2030 targets include real GDP growth of 10 per
cent by 2012/13 and supported by robust sectoral
growth performance. Implementation of Vision
2030 flagship projects is expected to continue.

The economic recovery is expected to continue in
the medium term but below the MTP targets. In the
medium-term, the economy is projected to grow at
4.5 per cent, 5.2 per cent, 5.8 per cent and 6.6 per
cent in 2011, 2012, 2013 and 2014, respectively.
This recovery is pegged on favourable international
environment, effective implementation of the
medium term policy agenda and favourable weather
conditions. In the projections, it is assumed that
international oil prices will remain stable in the
medium term.

Table 1.7 summarizes the key macroeconomic

variables for the years 2009, 2010, 2011 and three-
year forecasts.

GDP growth 26 56 4.5 52 58 6.6

Inflation 9.0 40 14.0 100 7.0 5.0
overall

Private con- 5.0 1.0 0.8 4.0 6.0 7.0
sumption

growth
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Private in- 1.0 4.0 3.0 6.0
vestments
growth

100 13.0

Government 6.0 10.0 7.0 8.0 7.0 8.0
consump-

tion growth

Government 8.2 5.0 9.0
investment
growth

12.0 9.0 10.0

Exports of 9.1 16.0 16.0 8.0 7.0 9.0
goods and

services

Imports of 04 40 60 80
goods and
services

100 120

Financial
deficit as %
of GDP

Public ex-
penditure as
% of GDP

Source: Projections based on KIPPRA-Treasury Macro Model (KTMM)

310 339 330 318 306 302

The average overall inflation for 2011 is 14.0 per
cent as compared to 4.1 per cent recorded in 2010.
Stability in international oil prices and prudent
fiscal and monetary policies are expected to yield
single digit inflation levels of about 7.0 per cent in
the medium term. Improved food production and
favourable weather conditions are crucial for any
future overall price stability, since food commodities
account for a big share in the consumer basket.

The assumptions underlying the fiscal framework
are consistent with the Budget Strategy Paper and
adjustments to reflect actual budget implementation.
Public expenditure as a percentage of GDP is still
high at 33 per cent in 2011. In terms of real growth
in government expenditure, consumption and
investment for 2011 are expected to average about
7 per cent and 9 per cent, respectively. Similarly,
investment is expected to be high due to increased
construction activities especially on infrastructure
and as implementation of the planned development
programmes as contained in the Medium Term
Expenditure Framework gain momentum. In the
years 2012, 2013 and 2014, both consumption and
investment are expected to stabilize but at high



levels supported by a relatively strong economic
environment.

The tourism sector is expected to stabilize and
continue to grow at an annual average of 12 per cent.
This growth is expected to be supported by vigorous
marketing of Kenya as best tourist destination,
and political and economic stability at home. This
is expected to boost exports in the medium term
and support economic growth outcomes. Imports
are expected to expand with the economic growth.
The projected positive growth for Sub-Saharan
Africa at 5.5 per cent for 2011 and 5.8 per cent for
2012 is expected to provide an impetus to private
investments for the recovery process.

With the expansion of the economy expected in
the medium term, imports growth is expected to
continue and is projected to grow at 6 per cent,
8 per cent, 10 per cent and 12 per cent for 2011,
2012, 2013 and 2014, respectively. The import
volume growth will be occasioned by the need to
complement domestic production, purchase of
intermediate and capital goods and purchase of oil
and oil-related products.

However, it is expected that commitment to reform
will remain strong, especially in maintaining
macroeconomic stability, deepening structural
reforms and strengthening key institutions such
as the Judiciary and security. This will provide
a good background for investor confidence and
thus support stability and an improved investment
climate. However, there are some challenges and
uncertainties that might strongly impact medium
term prospects, key ones being weather conditions,
slow implementation of the Constitution, any
occurrences in the international economy, and
regionalstability. Analternative scenariois, therefore,
presented in Table 1.8, showing projected GDP
growth of 4.7 per cent in 2012 and a moderate rate
expansion in 2013 to 2014. The forecasts are based
on the assumptions that high inflation rate continues
in 2012 due to supply constraints, weakening of the
Kenya shilling against the US dollar, and slowdown
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in the global economy. Investors might also take
a ‘wait and see’ stance during the election year. As
a result, some potential investors may fail to take
advantage of the investment opportunities that exist
in the country.

Table 1.8: Economic projections for 2012-2014 (Alternative
scenario)

GDP 2.6 5.6 4.5 4.7 4.9 5.1
growth

Inflation 9.0 4.0
overall

Private 5.0 1.0 0.8 3.0 5.0 5.0
consump-

tion

growth

Private in- 1.0 4.0 3.0 5.0
vestments

growth

140 120 9.0 9.0

11.0 13.0

Govern- 6.0 10.0 7.0 8.0 7.0 8.0
ment con-
sumption

growth

Govern- 8.2 5.0 9.0
ment in-

vestment

growth

140 120 140

Exports of 9.1 160 160 100 6.0 9.0
goods and

services

Imports of 04 40 6.0 9.0
goods and
services

11.0 13.0

Financial 54 -65 -6.4 -6.6 -6.1 -6.4
deficit as

% of GDP

Public
expendi-
ture as %
of GDP

Source: KIPPRA Staff Estimates based on the KIPPRA-Treasury Macro Model
(KTMM)

310 339 330 318 308 306

Slow uptake of the public-private partnership
(PPP) initiative in the implementation of MTP
strategies may lead to a slower rate of economic
expansion than envisaged in Vision 2030. Also, the
weak implementation of the budget can adversely
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affect growth in the medium term. Table 1.8 shows
economic projections reflecting downside risks.

ENDNOTES

1.

Ordinary revenue is composed of both tax and non-
tax revenue. Taxes are compulsory payments collected
by the government to finance its operations, while non-
tax revenue includes rent from buildings, fees, fines and
operating surpluses from public enterprises.

. Appropriations-in-Aid (A-I-A) encompasses funds that
do not go through the exchequer and may include some
loans, grants and internally generated revenue by state
agencies.
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. Grants are voluntary payments made by foreign

governments, international  organizations and
individuals. They may take the form of cash grants,
programme grants or Appropriations-in-Aid. Grants are,
therefore, the transfer of financial resources to Kenya's
Treasury by other countries or agencies, following
mutual agreement but without any conditions for
repayment. Grants differ from revenue since grants are
neither predictable nor sustainable.

Includes disbursements (programme cash loans, project
cash loans, A-l-A), rescheduling, change in arrears,
repayment of arrears, less repayment due.

. Includes domestic borrowing, privatization proceeds,

bank restructuring costs and financing.




Strengthening Public
Expenditure Management

Chapter

2.1 Introduction and Background

The implementation of the Constitution of Kenya
2010 offers opportunities as well as challenges in
strengthening expenditure and macroeconomic
management. The Constitution of Kenya
2010 provides for wide-ranging reforms and
establishment of new institutional and governance
structures. These have important implications
for public expenditure and macroeconomic
management in Kenya. They include:

1. Devolution, which leads to creation of county
governments, county revenue funds and
distribution of functions between the national
and county governments.

2. Principles of public finance enshrined in
the Constitution (Chapter 12), which
include openness and accountability, public
participation and equitable development.

Establishing appropriate institutions and
reforms that support these constitutional
principles  requires immediate  policy

attention.

3. Other structures such as Equalization Fund,
Judiciary Fund, Commission on Revenue
Allocation (CRA), Controller of Budget,
Salaries and Remuneration Commission and
an independent Central Bank of Kenya.

This chapter reviews Kenya’s public expenditure
and macroeconomic framework within the
context of the Constitution of Kenya 2010. Public
expenditure management is concerned with
the determination of the needs and aspirations
of the society and the deployment of resources
(manpower, money, materials and institutional
arrangements) for meeting those needs and
goals. The key aspects include expenditure
planning (translation of policies into budgetary
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decisions), budget execution, external oversight
and design and implementation of policies that
support the achievement of public expenditure
management goals. The three broad objectives
of public expenditure management are to ensure
macroeconomicstability through enhanced overall
expenditure discipline and control, allocation
of resources towards the nation’s priorities,
and ensuring ‘value for money’ or operational
efficiency. The quality of the macroeconomic
framework and public expenditure institutions
should support stability, equity and economic
growth.

2.2 Review of Recent Institutional
Reforms in Public
Expenditure Management
and Performance

Recentreformsin public expenditure management
(PEM) have aimed at enhancing the link between
policy planning and budgeting, strengthening
transparency and
corruption in PEM and improving operational
efficiency through introduction of results-based
management in the public service. The key
reforms include: introduction and strengthening
of the Medium Term Expenditure Framework
(MTEF), introduction of Integrated Financial
Management Information System (IFMIS), and
strengthening of the legal framework for PEM
by enacting relevant pieces of legislation such
as the Government Financial Management Act
2004, Public Audit Act 2003, Public Procurement
and Disposal of Assets Act 2005 and the Fiscal
Management Act 2009. The government launched
the Strategy for the Revitalization of Public
Financial Management System in Kenya (2006-
2011) to guide reforms in financial management.
Other reforms include establishment of a National
Integrated M&E system, and various amendments
to the Central Bank Act to enhance operational
effectiveness, including the establishment of a

accountability, combating
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Monetary Policy Committee responsible for
monetary policy formulation.

While Kenya has made commendable progress in
strengthening institutions for public expenditure
management, its rating on Country Policy and
Institutional Assessment (CPIA)!
there is substantial scope for improvement.
Based on the most recent published data, the
country performance rating for Kenya in 2009
was moderately low. The CPIA shows that Kenya
performed moderately high on the economic
management (4.2) and structural policies (4.0),
compared to moderately low performance on
policies for social inclusion and equity (3.5), and
public sector management and institutions (3.3).

reveals that

Figure 2.1: IDA country performance ratings (CPR), 2009
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Certain countries outperform Kenya, including East
African Community members (Uganda, Tanzania
and Rwanda) and others such as India and Vietnam.
There is, therefore, a case for strengthening Kenyan
institutions to enhance public service delivery
and create a conducive environment for private
investment and growth.




2.3 Review of Current Policy
Formulation

While various institutions and stakeholders are
involved in policy formulation, three institutions,
namely:  Ministries of Finance; Planning,
National Development and Vision 2030; and
the Central Bank of Kenya (CBK), play a leading
role in macroeconomic policy formulation and
management. The Ministry of State for Planning,
National Development and Vision 2030 is
incharge of medium and long-term planning as
well as monitoring and evaluation of national
development. The Constitution, Government
Financial Management Act 2004, and the Fiscal
Management Act 2009, provide the Treasury with
the authority to formulate and implement fiscal
policy. The CBK, through the Central Bank Act, has
operational independence in the formulation and
implementation of monetary policy. Besides, there
are 42 ministries responsible for coordinating and

implementing sectoral policies.

Kenya’s long-term development goals are outlined
in Vision 2030, whose aim is to transform Kenya
into a newly-industrializing middle income country
by 2030. The Vision is being implemented through
five-year medium term plans. The first Medium
Term Plan (MTP) covers the period 2008-2012. The
MTP is in turn implemented through three (3) year
Medium Term Expenditure Framework (MTEF)
budget. In addition, there are Vision 2030 Sector
Plans and Ministerial Strategic Plans that inform
planning and budgeting for national development
goals (Table 2.1). At the sub-national level, District
Development Plans have been the basis for planning
and linking or ensuring consistency between
national and sub-national planning.

The planning framework is faced with various
challenges, key among them the weak links
between the MTP and the MTEF, and weak sub-
national planning frameworks. Sub-national level
participation in the MTEF is hampered by lack of an
appropriate legal framework.
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Table 2.1: Kenya’s planning framework

National Key Elements
Level

Kenya Framework for long-term development

Vision to transform Kenya into a middle income

2030 country by 2030

Medium Implement Vision 2030 through 5-year

Term Plan  rolling plans (1t Plan covers period 2008-
2012)

Vision Detailed Vision 2030 sector requirements,

2030 including flagship projects

Sector

Plans

MTEF Comprises of a macroeconomic policy

framework (Budget Outlook/Strategy)
and MTEF sector reports that link policy
to budget expenditure and management
decisions

The adoption in 2000 of the Medium Term
Expenditure Framework (MTEF) was an important
step towards strengthening the link between budget,
policy and planning. The Kenyan MTEF model
includes a public expenditure review process,
a macroeconomic spending framework, sector
policy prioritization, and public sector hearings
that enhance stakeholder participation. Although
there have been reforms on the MTEF to enhance
outcomes, participation at the sub-national level has
been limited.

The budget formulation process begins with the
issuance of a Treasury circular to all accounting
officers. The circular provides guidelines for the
preparation process and the time frame. Public
Expenditure Review (PER) is now part of the
budget process. PER involves a diagnostic review of
the structure of expenditure and composition that
supports policy.

Table 2.2 summarizes public financial management
performance for Kenya based on the Public
Expenditure  and  Financial = Accountability
Assessment Framework (PEFA) in areas that did
not show much improvement in the intervening
periods.

KENYA ECONOMIC REPORT 2011




MACROECONOMIC AND SOCIO-ECONOMIC PERFORMANCE

Figure 2.2: Linkages between various national planning processes

VISION 2030

(NATIONAL)
MEDIUM TERM
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Ministry/Agency
Strategic Plans

VISION 2030
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MTEF BUDGET
MACRO-
FRAMEWORK AND
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DISTRICT
DEVELOPMENT
PLANS (2008-
2012)

Source: KIPPRA staff

Figure 2.3: The PER, MTEF and budget preparation cycle in Kenya
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Table 2.2: Kenya'’s public financial management (PFM)
performance

Summary of PFM performance | Score | Score
scoring 2006 | 2008

Credibility of the Budget

1. Composition of expenditure A B
outturn compared to original
approved budget

2. Stock and monitoring of B B
expenditure payment arrears

B Comprehensiveness and
Transparency

Classification of the budget

4, Comprehensiveness of the B B
information included in the
budget documentation

5. Extent of unreported D+ D
government operations

6. Transparency of inter- B B
governmental fiscal relations

7. Oversight of aggregate fiscal risk C C
from other public sector entities

8. Public access to key fiscal B B
information

C Budget Cycle

C(i)  Policy-based Budgeting

9. Orderliness and participationin B C+
the annual budget process

10.  Multi-year perspective in fiscal C C+
planning, expenditure policy and
budgeting

C(ii)  Predictability and Control in
Budget Execution

11. Effectiveness in collection of tax D+ D+
payments

12.  Predictability in the availability B+ B+
of funds for commitment of
expenditures

13.  Recording and management B B
of cash balances, debt and
guarantees

14. Competition, value for money B B

and controls in procurement

15. Effectiveness of internal controls C C
for non-salary expenditure

C(iiij)  Accounting, Recording and
Reporting

16.  Timeliness and regularity of C C+
accounts reconciliation

STRENGTHENING PUBLIC EXPENDITURE MANAGEMENT

Summary of PFM performance | Score | Score
scoring 2006 | 2008

17.  Availability of information on
resources received by service
delivery units

18.  Quality and timeliness of in-year C+ C+
budget reports
19.  Quality and timeliness of annual D+ D+

financial statements

C(iv)  External Scrutiny and Audit

20. Legislative scrutiny of annual D+ D+
budget law

D Donor Practices

D-1  Predictability of direct budget D
support

D-3  Proportion of aid that is managed D
by use of national procedures

Source: PEFA (2009)

2.4 Implications of the CoK 2010

Article 220(2) of the Constitution of Kenya 2010
requires that ‘National Legislation shall prescribe
(a) the structure of the development plans and
budgets of counties...(c) the form and manner of
consultations between the national government
and county governments in the process of preparing
plans and budgets. It is, therefore, expected that
such legislation will provide a framework for county
governments to prepare plans or strategies consistent
with medium term plans and/or Vision 2030 goals.

Article 225 provides for the establishment of a
national treasury. The Ministries of Finance and
Planning play a critical role in coordination of inter-
ministerial policy formulation, implementation
and evaluation. In the envisaged reorganization of
the government, Article 152 (1) d provides three
options that could be considered: namely, forming
a super ministry responsible for both budget and
planning; retaining the two ministries separately
but with enhanced coordination through formal
mechanisms such as committees and taskforces
created by law or administrative orders sanctioned at
the cabinet level; or creating a planning commission.
It is important to note that in the past, mere merging
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of the two ministries without changes in the basic
rules and procedures did not help enhance policy
formulation and coordination.

In the third option, the Ministry of Planning could
be replaced with a Planning Commission that will
support and coordinate the planning function at the
national and county government levels towards the
goals of Vision 2030.

The establishment of a national treasury might also
necessitate a review of the current organization
of the Ministry of Finance with a view to aligning
the functions to reflect the responsibilities and
functions that take into account devolution and
establishment of new constitutional offices, such
as the Commission on Revenue Allocation, and
Controller of Budget.

According to Article 152 (1) d, the cabinet shall
consist ‘not fewer than fourteen and not more than
twenty-two Cabinet Secretaries. The dominant
principle in establishing ministries or departments
together with other supporting units is functionality
(e.g. Health, Defence, Education) with various
functions grouped together based on criteria such
as non-fragmentation and non-overlap. The other
principles used include area principle (e.g. Ministry
of State for Northern Kenya), client principle (e.g.
Ministry for Youth Affairs),and process principle (e.g.
Ministry of Public Works staffed with engineers).
In addition to the above principles, ministries may
be established to reflect new policy thrusts. These
criteria will be useful during the reorganization of
government as envisaged under Article 152 (1) d
so as to facilitate effective policy formulation and
coordination. A systematic review of the functions
and organization of the grand coalition government
may be advisable.

Article 220(2) provides for preparation of County
Development Plans. During the month of May
2011, the government released a medium-term
review of the MTP. A review of the district
development planning has not been undertaken. It
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is recommended that such a review be undertaken
as a first step towards development of County
Development Plans as stipulated in Article 220(2).

According to Article 173(3), the Chief Registrar
‘shall prepare estimates of expenditure for the
following year, and submit them to the National
Assembly for approval. The general practice has
been that the Judiciary has been submitting the
budget to Treasury. This new arrangement enhances
the autonomy of the Judiciary. However, if not well
managed, it could entail potential risks to aggregate
expenditure control and macroeconomic stability.
In this regard, it would be useful to establish a
framework for budget negotiations and formulation
involving Treasury so that the Judiciary budget
is within limits that are consistent with a stable
macroeconomic environment, and is subjected to
sufficient prioritization and public participation.

The Fourth Schedule provides the distribution
of functions between the national and county
governments. In designing grant transfer systems,
it will be critical to examine and explore the use
of the grant in filling fiscal gaps, reducing regional
disparities, setting/meeting minimum national
standards and influencing local priorities, especially
in areas of high national but low local priorities.

Budget Cycle: According to the PEFA assessment in
2009 (Table 2.2), practicesin budget preparation had
not improved especially with regard to orderliness
and participation in the annual budget process.
The Constitution introduces new institutions and
requires participation of stakeholders. A framework,
therefore, needs to be developed that plainly
defines the timetable for budget preparation, clearly
indicating the roles of different stakeholders and a
framework for participation.

Budget Coverage: A key principle in public finance
in the Constitution is transparency. Effective
reporting on public expenditure allocations and
utilization is supportive of transparency and
accountability. While budget coverage has focussed



more on the Central government, it is now critical
that coverage is enhanced and extended to the
general government (including state agencies
and sub-national governments). This will ensure
sufficient oversight of fiscal risks and realization
of the goals of public expenditure management.
Reporting should include functional, economic
and geographical classification. This will facilitate
effective analysis of county and central government
expenditure. County governments will need a sound
estimate of the available resources before they can
prepare their budgets. The PFM assessment appears
to suggest that there are weaknesses especially
with regard to unreported government financial
operations.

The PEFA assessment reported earlier indicates
that the PFM systems are weak, especially with
regard to donor practices. Introduction of devolved
governments has the potential for increasing
transaction costs and undermining alignment
and harmonization, if donors are to start working
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directly with 47 county governments without a
proper framework of coordination.

Devolution and Stability: It is important that the
design of the devolved public financial management
systems should support macroeconomic stability.
Consequently, matters related to borrowing and
creation of fiscal deficits, including sufficient
oversight over fiscal operations is critical. While
the Auditor General has reduced the audit backlog
for the Local Authorities, more needs to be done
to clear the remaining audit backlogs ahead of the
operationalization of county governments. Besides,
it is important to establish the assets currently held
by Local Authorities and Central government in
the various counties, so that this does not create
challenges for inter-governmental relationships and
new PEM systems.

ENDNOTES

1 The World Bank's CPIA rates countries on four broad areas, namely,

economic management, structural policies, policies for social inclusion/
equity and governance.
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Chapter

Population Dynamics and
Socio-economic Performance

3.1 POpU lation Growth Figure 3.2: National population pyramid
Kenya has had a sustained increase in its population 100+
since independence. According to the 2009 90-94
Population and Housing Census, Kenya’s population 80-84
was 38.6 million in 2009 with a sex ratio of about 1:1 7074
and an intercensal growth rate of 2.6 per cent. The 60-64
50-54

population distribution shows that 53.6 per cent of

the total population is aged 15-64 years; 43 per cent Ao =remae
is aged below 15 years and 3.4 per cent is above 64 303 Male
years (Figures 3.1 and 3.2). The population is further jz_j:
projected to increase to 54 million in the year 2030 ou
(US Census Bureau, 2010). ‘

4 2 0 2 4

Figure 3.1: Trends in Kenya'’s population, 1948-2009
Source: Census Report (2010)

Population (Millions)
%0 3.2 Demographic Transition
0 Demographic transition refers to the shift from
30 / a high fertility and high mortality equilibrium
/ to a low mortality and fertility equilibrium. Life
20 expectancy in Kenya is on the rise with decline
/ in HIV prevalence rate and mortality rates. Birth
10 ] :
— rates have also declined as a result of late marriage,
0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ urbanization, industrialization, rising aspirations

and other factors. These factors have brought about
major demographic transitions.

1948 1962 1969 1979 1989 1999 2009

Source: Government of Kenya (Various), Economic Surveys
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With a population of 38.6 million people as per
the 2009 Population and Housing Census, Kenya’s
rapid population growth appears to be very steady.
The growth could be explained by increasing
numbers of children due to high fertility rates until
2000. However, since 2000, the number of children
per family has fallen sharply, from 8.1 children in
1978 to 4.6 children in 2008, and it is projected to
reach 2.4 children by 2050 (United Nations, 2009).
According to Fengler (2010), two reasons explain
the changes in population growth. First, high fertility
in previous decades has contributed to increase
in formation of families in the country. Therefore,
even though families are smaller, the total number
of children continues to grow. Second, Kenyans
are living longer. Life expectancy has been rising
over time and is projected to increase to 68 years by
2050. As a result of these trends, the fastest growing
population groups in Kenya are 15 to 64 years, and
this constitutes the working age population (United
Nations, 2009).

90

80 /
Total Popylafion
70
50 / _
g & / Working Ages J5°64
_5 40
E 30
2; Youth 0-14
20
10 Older 65+
0

1950 197§ 2000 2025 2050

Source: World Bank computations based on United Nations (2009)

Thus, as fertility declines and Kenyans live longer,
there is likely to be a dramatic improvement in
the dependency ratio; that is, the proportion of
the working-age population will grow much faster
than the young and elderly population groups that
depend on them. This implies that Kenya is in a
position to benefit from a “demographic dividend”

(Fengler, 2010), especially by 2020 when this gap
starts to widen (Figure 3.3).

Rapid population growth and the even more rapid
urbanization that is associated with it are likely to
affect Kenya’s development prospects. Firstly, high
urbanization is good for development. No country
has ever reached high income levels with low
urbanization. Secondly, population growth increases
density and, together with rural-urban migration,
creates higher urbanization, which is critical for
achieving sustained growth.

Large urban centres have two distinct economic
advantages. First, as more people interact, there is
more scope for innovation. Young people need jobs,
but they also create jobs. Kenya has an educated
workforce and a dynamic service industry, which
typically has lower barriers of entry than agriculture
or manufacturing, and provides opportunities for
young entrepreneurs.

Second, larger groups of the population living
in close proximity allow for economies of scale.
Companies can produce goods in larger numbers
and more cheaply, serving a larger number of low-
income customers (Fengler, 2010). Over the past
decade, Kenya has seen the emergence of a number
of companies, such as in the telecommunication
industry that have successfully targeted the large
numbers of lower and lower-middle income groups,
the “bottom of the pyramid” Their business model
is viable because they can serve a multi-million
customer base.

3.2.1 Dependency Ratio

The most recent human development reports
(UNDP, 2010; 2011)
dependency ratio for 2010 stood at 83.3 per cent

indicate that Kenya’s

down from 106.8 per cent in 1990. Age dependency
ratio is the ratio of dependent-persons aged less
than 15 years or 64 years or more to the working-
age population (persons aged 15-64). Figure 3.4
shows historical data for age dependency ratio or
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a proportion of dependents per 100 working-age
population.

Figure 3.4: Historical age dependency ratio in Kenya
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Source: World Bank (2010)

Between 1968 up to about 1990, the dependency
ratio was almost constant and well above 100.
However, from 1990, the dependency ratio depicted
a declining trend and is now at 83. Although this
is high, at least there has been good progress in
this area and there are good prospects for further
improvement.

However, as shown in Figure 3.5, cross-country
comparisons show that Kenya’s dependency ratio
is among the highest in the world, despite being the
lowest among the East African countries. Uganda
has the highest dependency ratio, which seems to
have risen since 1990. The implication of a high
dependency ratio is that there is a high proportion
of the population dependent on a low proportion of
working population for provision of food, education,
health care and other basic services.

The upward trend in population growth calls for
efforts to manage it, given the pressure a high
population would exert on national resources. The
government together with various stakeholders has
endeavoured to manage population growth through
several efforts. Sessional Paper No. 10 of 1965 on
African Socialism and its Application to Planning
in Kenya highlighted several important issues
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on population. It recognized that a link existed
between the country’s population growth rate and
its impact on socio-economic development. This
awareness prompted the government to adopt an
official population policy in 1967, which culminated
in formation of national family planning action
programmes under the auspices of the Ministry of
Health. The programmes laid great emphasis on
the reduction of family size and spacing of children,
which was expected to contribute to reducing the
population growth rate.

Figure 3.5: Dependency ratios for selected countries
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Source: UNDP (2010) Initiatives for Management of Population Growth

The government established the National Council
for Population and Development (NCPD) in
1982 to advise on matters pertaining to population
and development. NCPD’s role and mandate was
contained in Sessional Paper No. 4 of 1984 on
Population Policy Guidelines.

The National Coordinating Agency on Population
and Development (NCAPD) was established in
2004. Under the coordinating role of NCAPD’s
predecessor, NCPD, Kenya’s population programme
registered considerable achievements that could
be viewed from the two broad perspectives of
policy and programme. NCPD spearheaded the
updating of the 1967 National Family Planning




Policy and formulated Sessional Paper No. 4 of 1984
on Population Policy Guidelines. It subsequently
reviewed Sessional Paper No.4 0f 1984 toincorporate
the recommendations of the International
Conference on Population and Development
(ICPD) Programme of Action and came up
with Sessional Paper No. 1 of 2000 on National
Population Policy for Sustainable Development
(NPPSD). There is also a draft National Population
Policy (2011), which is expected to guide Kenya’s
population and development agenda over the next
decade. NCPD also developed the National Plan
of Action to implement the NPPSD; developed
district-specific plans to implement NPPSD; and
facilitated the development of national policies
on adolescent reproductive health, the youth, and
gender and elderly persons.

On the programme front, NCAPD attributes the
attainment of the following targets to its activities:
decline of population growth rate from 3.8 per cent
per annum in 1979 to 3.3 per cent in 1989 and to 2.5
per cent in 1999; decline in total fertility rate from
7.7 children in 1979 to 6.7 in 1989, 5.4 in 1993 and
4.9 in 2003; and decline in ideal family size among
married women from 4.4 children to 3.8 in 1998 and
3.7 in 2003. Furthermore, the maternal mortality
rate declined from 590 in 1998 to 414 in 2000, but
remains relatively high. The contraceptive prevalence
rate (CPR) increased from 27 per cent (1989) to 33
per cent (1993) and then to 39 per cent (1998) for
all married women.

Other significant developments include:

i. Developmentand dissemination of the National
Population Policy for Sustainable Development

in 1996.

ii. Revision of policy guidelines for family planning
service providers to reflect the broader concept
of reproductive health and family planning and
standards for service providers were released in

1997.

iii. Development of the National Reproductive
Health Implementation Plan for the years 1999-
2003.

iv. Ensuring strengthened reproductive health
service delivery systems at all levels to improve
efficiency, including doubling of the numbers of
community-based distributors.

v. Creating sustained demand for family planning

and ensuring contraceptive commodities’
security by involving all stakeholders including

the community.

vi. Promoting participation of communities and
the private sector in provision and financing of
FP services.

vii. Increaseinavailability of arange of contraceptive
technologies and the concomitant increase in
contraceptive usage.

However, the measures for the management of
population growth have centred mainly on family
planning. For instance, the 1990s saw a steady
increase in the use of family planning, attributed
to some of the aforementioned factors. The reason
for a robust population management policy centres
on the fact that a rapid increase in the population
may lead to unemployment problems, where the
rate of population increase is much higher than
the rate of job creation. As young people move up
the age cohorts, and enter the labour markets, the
majority end up not being economically active. This
is accentuated by the fact that the age dependency
ratio stands at 86.5 per cent, yet the labour markets
cannot provide for the existing labour force, leading
to a high percentage of Kenyans living below the
poverty line.

3.2.2 Challenges of Institutional
Effectiveness

There are some challenges that impede effective
management of population growth, including:
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i. Under-funding of reproductive health (RH)
and family planning (FP);

ii. Heavy dependence on the public sector, in
terms of distribution and sales, placing a burden
on government and donor revenues;

iii. Poverty levels that reduce the affordability of
most contraceptives offered by other agents
other than the government;

iv. Large regional level inequities in availability of
contraceptive methods;

v. Lack of equipment and supplies for FP and RH;
vi. Lack of basic FP services and refresher training;
vii. Stock outs of FP commodities;
viii. Lack of FP and RH knowledge;

ix. Problems of access to and availability of FP and
RH services;

x. Husbands’ disapproval of FP;
xi. Religious and cultural barriers to FP;
xii. Prohibitive costs of FP campaigns; and

xiii. Lifestyles that promote risky sexual behaviour
among the youth.

3.3 Labour Market

This section focuses on recent labour market

performance in Kenya relative to selected
comparator countries. It analyzes challenges and
required actions to ensure increased job creation
and labour force participation in a decent work
environment. Specifically, the section analyzes key
aspects of the labour market, including employment
and unemployment labour market

profiles,

developments and related institutional issues.
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3.3.1 Labour Market Performance and
Development

Labour force and labour participation

The size and quality of a country’s labour force can
potentially affect economic growth, since human
capital is a vital component in the production
process. Kenya’s working-age population, which is
made up of persons aged 15-64 years, was estimated
at 19.8 million persons in 2005-2006. In the same
period, the labour force participation rate, which
is the ratio of total labour force to the working-age
population, was 73 per cent (Table 3.1).

Table 3.1: Labour force participation and unemployment in
Kenya by sex and age (%) (2005/06)

Age Labour force participation Unemployment
2005/06 (%) 2005/06 (%)
Male  Female Total
15-19 30 30 30 25.0
20-24 73 68 70 24.2
25-29 93 82 87 15.7
30-34 97 86 91 7.5
35-39 98 920 94 7.6
40-44 98 920 94 6.4
45-49 926 89 92 5.7
50-54 93 85 89 4.7
55-59 92 82 87 4.0
60 - 64 89 76 82 25
Total 76 70 73 12.7

Source: Government of Kenya (2008)

Kenya’s labour force participation rate increased to
82 per cent in 2009 (ILO, 2010) and continues to
exhibit a divergent trend in its components with
that of the males (88%) being higher than that of
the females (76.3%). However, increases in female
participation rates are expected given continuing
changes in the social acceptance of female workers
and the greater availability of childcare services.
Among the East African countries, Tanzania has
the highest labour force participation rates (88%),
followed by Uganda (84%) and Kenya (82%).
The East African labour force participation rates




are among the highest, relative to the comparator
countries (Figure 3.6).

Figure 3.6: Labour force participation rates across countries
(%) 2008-09
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Source: ILO (2010) and World Bank (2010) World Development Indicators

Unemployment and underemployment

The relatively low overall open unemployment
rate of 12.7 per cent in 2005-06 masks high
open unemployment rates for some groups,
particularly the youth. The open unemployment
rate among the youth aged 15-24 was nearly 25
per cent in 2005-06, about double the overall open
unemployment rate (Government of Kenya, 2008).
The unemployment rates among the youth can
be attributed to such factors as skill mismatch and
information asymmetries in the labour market.
Due to information problems, individuals may
acquire skills that are not demanded in the labour
market. In addition to open unemployment,
underemployment, which measures the percentage
of workers working less than 28 hours per week, has
been on the rise. In 2005-06, about one fifth of the
employed persons were underemployed, while only
about one in twenty was underemployed in 1999
(Government of Kenya, 2008).

Employment

According to annual employment estimates, the
number of employed persons increased from 8
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million in 2004 to 10.4 million in 2009. However,
in 2008, there was a slowdown in employment
expansion. The economy created 493,000 jobs in
2008 compared to 712,000 jobs the previous year
(Government of Kenya, 2010). Among the factors
contributing to the decline were the post-election
violence and the global economic crisis, which
stifled economic growth. Another observable trend
is that most jobs created are in the informal sector.
Figure 3.7 shows that the share of informal sector
employment rose steadily to about 80 per cent of all
jobs in 2009.

Figure 3.7: Sectoral shares in total employment (%) (2004-
2009)
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Source: Government of Kenya (Various), Economic Surveys

Informal sector employment

It is estimated that about 8.3 million persons were
engaged in the informal sector in 2009, up from 6.2
million in 2004 (Government of Kenya, Various
Economic Surveys). Informal sector employment is
highest in the wholesale and retail trade and hotels
and restaurants industry, which absorbed 59.1 per
cent of persons employed in the informal sector
in 2009, followed by manufacturing (21.1%). The
expansion is aresponse to an institutional framework
that imposes high costs to formality (Government
of Kenya, 2010c). Such costs include burdensome
business registration and licensing procedures
and complex tax procedures. The sector has also
expanded due to its potential to absorb the excess
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labour supply occasioned by the failure of formal
wage employment to expand at a pace that would
absorb the expanding labour force.

For instance, in 2009, about 445,900 new jobs
were created, out of which 88 per cent were in the
informal sector. In 2005, about 506,500 new jobs
were created, out of which 91 per cent were in the
informal sector. This implies that in 2009, only two
jobs out of every ten jobs created were in the formal
sector, while the rest, about eight out of ten, were
in the informal sector. Between 2005 and 2009, the
informal sector grew at about 35.1 per cent while the
formal sector grew at about 12.9 per cent, indicating
the declining capacity of the modern economy to
create employment.

Figure 3.8: Growth in formal and informal sector
employment (%)

Year
N
8
S

Growth in employment

1 Total

ll Formal sector employment (%) B Informal sector empl, (%) (%) l

Source: Government of Kenya (Various), Economic Surveys

There are clear regional disparities in informal sector
employment, with a high concentration of informal
sector activities in rural areas. In 2009, 62.2 per
cent of the informal activities were in the rural areas
and 37.3 per cent in urban areas (Government of
Kenya, Various Economic Surveys). However, these
activities were concentrated in Nairobi (24.3%), Rift
Valley (18.9 %) and Central Province (15.8%).

3.3.2 Labour Market Institutions

There is no single tight definition of what labour
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market institutions encompass. International

(2008)
labour market institutions to range from formal

Labour Organization-ILO considers
labour market regulations and policies to informal
values and norms, as well as labour markets as
institutions in themselves. Common specific
examples of labour market institutions include:
minimum wages and wages in general, unions and
collective bargaining, and employment laws and
regulations. Other examples of institutions are:
temporary employment contracts, social dialogue,
apprenticeship programmes, and equal employment

legislation and so on.

Recent developments and performance

Minimum wages have been in operation in Kenya
for a long time and are aimed at compensating
workers for increases in the cost of living. Minimum
wages in Kenya cover formal sector workers but,
as seen above, most workers are in the informal
sector. In addition to low coverage, evidence of
low compliance implies that minimum wages are
unlikely to hinder job creation in Kenya. Currently,
the aim of the government is to move towards use of
productivity to anchor wages. The task of establishing
productivity levels and linking them to wages was
given to the newly-established Productivity Centre
of Kenya.

Employment laws form another important
institution in the labour market. Rigid employment
laws and regulations can generate labour market
inefficiency. Kenya enacted new labour laws recently.
These are (i) The Labour Institutions Act, 2007;
(i) The Employment Act, 2007; (iii) The Labour
Relations Act, 2007; (iv) The Work Injury Benefits
Act, 2007; and (v) The Occupational Health and
Safety Act,2007. It is too early to make an assessment
of the new labour laws given that the laws are yet to
be fully implemented. However, the implementation
of these laws faces a number of challenges. First, a
balance between the need for economic efficiency
and the need for worker protection is not easy to

strike. Second, the Ministry of Labour does not have




adequate capacity to make the laws operational. For
example, there are not enough inspectors to conduct
inspections envisaged in the Occupational Health
and Safety Act. These challenges must be dealt
with to ensure that the laws do not erode Kenya’s
competitiveness.

The Global Competitiveness Index (GCI) (2010-11)
has labour market efficiency as one of its 12 pillars.
The GCI (2010-11) indicates that Kenya’s labour
market is relatively efficient with a score of 4.6 out of
7 for labour market efficiency and a rank of 46 out of
139 countries. Ten sub-indices are used to generate
the labour market efficiency index and some of these
include: cooperation in labour-employer relations,
flexibility in wage determination, hiring and firing
practices, redundancy costs and the extent to which
pay relates to productivity. In the previous 2009-10
report, Kenya ranked 40" out of 132 countries with
respect to labour market efficiency, which was an
improvement from a rank of 60 in 2007.

Figure 3.9: Labour market efficiency score and rank across
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As already noted, minimum wages and wages in
general are key institutions in the labour market.
Specifically, the cost of labour and minimum
wages has been advanced as an explanation of

STRENGTHENING PUBLIC EXPENDITURE MANAGEMENT

rising unemployment in Kenya. Minimum wages
combined with job security regulations are thought
to constrain employment growth by imposing
excessive labour costs that discourage businesses
from hiring more workers. However, as indicated
in Figure 3.10, the GCI (2010-11) indicates that
Kenyan executives perceive that pay is fairly related
to productivity and may not support the notion
that formal sector wages are too high. Kenya ranks
37 in the rigidity of employment index, indicating
that labour market regulations are less rigid than
in most comparator countries. In addition, Kenya
fares relatively well in hiring and firing practices
(12%), indicating that hiring and firing of workers
is impeded little by regulations. Thus, job security
regulations relating to hiring and firing are perceived
as minor impediments to job creation.

Labour unions and their activities is an institution
that may affect employment growth. Labour unions
in Kenya have a relatively small size of union
membership relative to total employment. The
unions are, therefore, unlikely to be a major barrier
to employment creation. Kenya’s rank of 83 out of
139 in cooperation in labour-employer relations
in the World Economic Forum (WEF) Executive
Opinion Survey (2009/10) suggests that there is
need to improve on aspects of labour-employer
relations and social dialogue.

From the foregoing discussions on performance
of the labour market, Kenya’s labour market faces
a number of challenges including: high rates
of unemployment and underemployment and
relatively inadequate growth in formal sector
jobs. The latter is problematic since the increasing
number of fresh university graduates target formal
sector employment opportunities. When formal
sector jobs are not forthcoming, these job seekers
may resort to queue for better jobs, thus worsening
the unemployment situation. The informal sector is
also plagued by low productivity, hence low wages.

One of the avenues that have been proposed to
circumvent the growing informal sector is the need
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Figure 3.10: Pay and productivity
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to formalize the informal sector jobs partly by
reducing the costs of formalization. As indicated,
Kenya’s labour market is perceived as relatively
efficient in a number of areas including: flexibility
in wage determination, hiring and firing practices,
redundancy costs and the extent to which pay relates
to productivity. Even so, Kenya remains weak in a
number of indicators that would greatly undermine
creation of formal jobs. These include: perceptions
that the total tax rate is high, high number of
procedures required to start a business and a high
burden of customs procedures.

Other areas posing a challenge fall under the ambit
of the institutional pillar. Important sub-indices
(and rank by the GCI 2010-11) include: irregular
payments of bribes (134), burden of government
regulation (106), business costs of crime and
violence (124), organized crime (123), and ethical
behaviour of firms (117). Clearly, expanding
formal sector jobs and overall employment creation
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will require improvements in these measures of
institutional effectiveness.

3.4 Poverty and Inequality

Poverty has remained a top priority in Kenya’s
agenda
manifests itself through various deprivations and
associated low living standards. This section analyzes
the poverty prevalence in Kenya. It focuses on
various indicators, including poverty incidence and

development since independence. It

inequalities. Comparative analysis is also undertaken
using a multidimensional measure of poverty, which
is the most recent measure of poverty capturing both
food poverty and other dimensions of deprivations.

3.4.1 Poverty Prevalence

Poverty is pervasive in Kenya. The poor in Kenya
are identified as: the landless, the elderly and those
with special needs, those without formal education,




orphans and vulnerable children, among others.
Similarly, poverty is associated with landlessness,
lack of education, prevalence of sickness and
vulnerability. Poverty is also described as a rural
phenomenon. It is mainly concentrated in the rural
areas, where the bulk of the population (75%)
resides. According to Geda et al. (2001), poverty
is mainly found in the agricultural sector, and
further findings suggest that focusing on education
in general and primary education in rural areas in
particular and raising income opportunities for the
poor would be essential for poverty reduction.

The most recent poverty analysis based on the
survey data for the KIHBS 2005/06 finds that the
poor constitute about 45.9 per cent of the total
population. Analysis based on the poverty projection
model (Mwabu et al., 2003) shows that poverty rates
increased to 50.9 per cent in 2008 and declined to
49.4 per cent by the year 2010. The methodology,
which is based on borrowed coefficients and growth
and inequality estimates, is the basis for predicted
poverty numbers in this report (Table 3.2). The
most recent survey, the Kenya Integrated Household
Budget Survey 2005/06 puts the national income
poverty incidence at 45.9 per cent. This means that
about 45.9 per cent of the 30 million people were
living below the poverty line in 2005/06. While the
total population increased to 38.6 million by 2009,
the total number of poor people also increased
significantly (19.4 million). Vision 2030 targets
to reduce poverty from 46 per cent to a range of
between 30 and 35 per cent by 2012.

Similarly, the trend in Table 3.2 shows that poverty
remains a rural phenomenon. In 2007, rural poverty
increased by 4.6 percentage points, while national
poverty increased by 3.2 percentage points. In 2008,
the number of poor people increased by a further 2.1
percentage points from the previous year. However,
the year 2010 recorded slight improvement in the
poverty headcount. The improvement is associated
with improved economic growth and re-distribution
policies, which are linked to various reforms.

Year National Rural Urban
2005/06* 45.9 49.1 33.7
2005/06 46.1 50.5 29.7
2007 48.8 53.7 349
2008 50.9 56.5 36.2
2009 50.5 56.0 36.0
2010 49.4 54.5 353

* Actual poverty estimate based on survey data (KIHBS).

Source: Poverty Projections Using KIHBS 2005/06 data

Country Income poverty Multidimensional
headcount poverty headcount
Kenya = 60.4
South Africa 3.1 220
Egypt 6.4 16.7
Ghana 28.5 30.1
Uganda 31.1 -
Tanzania 35.7 65.3
Thailand 1.7 -
India 28.6 554
China 2.8 12.5
Brazil 21.5 85

Source: UNDP (2010)

The pervasive nature of poverty is a common
phenomenon in most developing countries. Apart
from income poverty measures, poverty could also
be described as multidimensional in nature and it
differs from one country to another. In terms of non-
income poverty, Sub-Saharan Africa has the highest
incidence of multidimensional poverty. This varies
from alow of 3 per cent in South Africa to a massive
93 per cent in Niger. In Guinea, Mali and Niger,
more than half of the population is poor and has
experienced a child death. In addition, Burkina Faso,
Burundi, Ethiopia and Mozambique have more than
half of their populations poor and live in a household
where no one has completed primary school. Other
African countries range between 45 per cent and 69
per cent. In Kenya, non-income poverty is worse in
North Eastern Province.
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Nearly half of the world’s multidimensional poor
live in South Asia (844 million people), while more
than a quarter (458 million) live in Africa (UNDP,
2010). Poverty of both income and non-income
indicators has a negative effect on the overall
human development index. This index is made up of
measures of health, education and living standards.
Despite attempts to eradicate poverty, it remains a
key development challenge for most governments in
developing countries, especially in Africa.

Inequality is another aspect that negatively
affects both poverty and growth. This negative
relationship extends to human development
indicators as measured by health, education and
living standards. In developed countries, public
cash transfers through pensions, housing and family
cash benefits, and disability and unemployment
benefits household On

average, according to the Human Development

supplement income.
Report for 2010, inequality has worsened in most
countries over the years. In Sub-Saharan Africa,
inequality increased substantially during the 1980s
and improved during the growth period of the late
1990s and 2000s (UNDP, 2010). A few countries
have begun to tackle this inequality through
progressive policies such as targeted social policies.
For instance, some Latin American countries,
and more recently other diverse countries in Sub-
Saharan Africa (Malawi, Ghana, Uganda, Tanzania
and Kenya), have introduced targeted micro-based
interventions such as conditional and unconditional
cash transfers. While targeted transfers have proved
effective in reducing poverty, they are not the only
ways to tackle poverty and inequality. The processes
for budget allocation and monitoring are also
important. In Kenya, the recent decentralization
policies have provided an opportunity for
communities to be engaged in the process. There are
also efforts to address underlying disparities such as

regional and gender disparities.
According to the Human Development Report

(UNDP, 2010), the global trend estimates for global
income inequality are both mixed and controversial.
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One estimate shows a significant decline in income
inequality, with the world Gini coeflicient falling
from 0.68 to 0.61 over 1970-2006, while a different
study with different time frames shows that the
world Gini coeflicient has worsened since 1998
and now stands at 0.71. However, both schools of
thought agree that income inequality in the world’s
population is generally very high. On the other
hand, data on trends in inequality in non-income
dimensions are scant, but general patterns emerge.

In health, the overall gaps between the high and
low-income groups tend to be large, especially in
developing countries. For instance, infant mortality
is more frequent among the poorest households
across all regions. In Indonesia and Nicaragua, infant
deaths are more than three times more common in
the poorest fifth than in the richest. In developing
countries, improvements in education have
increased access to education. In Egypt, between
1995 and 2000, school participation increased by 18
percentage points for girls in the poorest fifth of the

income distribution.

Country Income Gini coefficient
Kenya 47.7
South Africa 57.8
Egypt 32.1
Ghana 42.8
Uganda 42.6
Tanzania 34.6
Korea, Rep. 31.6
Singapore 42.5
Malaysia 37.9
Thailand 425
India 36.8
China 41.5
Chile 52.0
Brazil 55.0
Argentina 48.8
United States 40.8
Japan 24.9
United Kingdom 36.0

Source: UNDP (2010)



3.4.2 Poverty Trends and Institutional
Arrangements and Reforms

The human development sector has continued
to receive considerable attention from most
governments. In September 2000, world leaders
committed the global community to halving by 2015
the proportions of the poor and hungry. They also
pledged to achieve other Millennium Development
Goals. Following these commitments, individual
governments took it upon themselves to put in place
policies and institutional reforms that would be
necessary in the achievement of the MDGs.

In Kenya, despite the failure of some poverty
reduction efforts, the government has continued
to spearhead the fight against poverty. The current
guiding policy document is Vision 2030, which
articulates the various policies and reforms. The
institutions encompass the formal and informal
rules and customs within which individuals and
firms operate; policies, on the other hand, refer
to various strategies and measures a government
adopts to achieve its goals and objectives within
a country’s institutional framework. Some of the
institutions and reforms that are necessary for the
achievement of Vision 2030 goals have already been
implemented.

For instance, the implementation of the social
protection programmes since 2003 has helped
relieve the severe vulnerability that many households
face. The social protection programmes, which range
from giving cash to households to public works
programmes, such as giving food for work, have
been shown to reduce short-term poverty. However,
the effects of the programmes on headcount poverty
are likely to be insignificant if the programmes
target the very poor with very low benefit transfer
amounts. However, the impact on poverty depth
and poverty severity could still be substantial even
when the transfer benefits are low. The effects of
these programmes are also long term and their
magnitudes are linked to performance of sectors
such as education and health, which are critical in
eliminating long-term poverty.

In order to institutionalize this process, the
government has made commendable efforts in
drafting a social protection policy to guide the whole
process. The main objective of the proposed policy is
to create a social protection framework that benefits
all citizens, and in particular, to provide support to
the poor to help them access services and income-
generating opportunities.

The Constituency Development Fund (CDF) is also
a key institutional reform established through the
Constituency Development Fund Act of 2003. The
fund is an annual budgetary allocation by the central
government to each of the country’s parliamentary
the CDF provides
individuals at the grassroots the opportunity to make

jurisdictions. In essence,
expenditure choices that maximize their welfare
in line with their needs and preferences. Since the
community is better informed about their priority
needs, the choices made can be expected to be more
aligned to their circumstances. Nevertheless, there
are increasing concerns on issues of efficiency and
equity in the utilization of the funds.

The introduction of free primary education in
2003 has also seen many poor families send their
children to school. Coupled with this is the school
feeding programme, which benefits those schools
in drought-prone regions. The programme offers
meals in the schools in order to keep the children in
school. Along with the free primary education is the
introduction of direct transfer of education funds
to schools, and provision of learning materials.
Recently, the government introduced subsidized
secondary education, which has enabled many poor
families to take their children to school.

Despite the ongoing reforms, the government also
envisages to implement many other reforms in other
sectors that have direct relevance to the poverty
reduction effort. These include land reforms, judicial
reforms, public sector reforms, among others.
The details of these reforms have been reviewed
elsewhere in this report.
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3.4.3 Institutional Reform Priorities
over the Next Three Years

There are several reform agendas that have been
identified as pathways to poverty reduction. These
priorities cut across all sectors of the economy.
However, priorities specific to the social pillar as
outlined in Vision 2030 include increased levels
of income made possible by interventions that
reduce gender and regional inequalities in access to
education, health and social services. The target is
to raise the human development index for Kenya to
about 0.6-0.7 by the year 2012 from its current level
of 0.47. In addition, special welfare programmes
would be provided to meet the needs of the most
disadvantaged individuals and communities, in
order to increase their overall welfare. The education
and health sectors would also play a significant
role in attaining gender and regional parity. The
programme targets a primary school net enrolment
rate of 95 per cent and secondary school transition
rate of 80 per cent.

Similarly, a poverty reduction and reduced income
disparities initiative would reduce inequalities in
access to public services and income opportunities
across gender, social status and regions. The target
would be to reduce the national poverty index from
46 per cent to a range of between 30-35 per cent
by the year 2012. The six growth sectors (tourism,
agriculture, financial services, wholesale and
retail trade, manufacturing, and business process
offshoring) would play a key role in providing
income-earning opportunities for disadvantaged

groups and regions.

Another initiative is to empower local communities
through increased efficiency in the use of devolved
funds. The goal for 2012 is to increase the amount of
devolved funds by a percentage consistent with the
annual growth in government revenue. This would
be achieved by increasing the amount, efficiency and
impact of devolved funds and by increasing public
participation and voice of the poorest members of
local communities.
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The health sector is one of the key components
of the social pillar of Vision 2030. Good health is
recognized as a critical pillar in ensuring individual,
household, community and country prosperity.
In pursuit of population health, the government
continues to give priority to access to basic health
services with strong emphasis on reaching the
poor. The health sector continues to emphasize
the importance of re-directing resources towards
preventive and promotive health care, cost
effectiveness and efliciency in resource allocation
and use, enhancement of public health regulations,
strengthening of health institutions and fostering

partnerships in health care provision and financing,

Health sector performance is presented in terms of
trends in health indicators such as life expectancy
and mortality, and the direct causes of morbidity
and mortality, including the various disease burdens
in the population. In this respect, the role played by
interventions to improve reproductive and child
health servicesare analyzed, aswell as trendsin health
inputs in relation to health outcomes. The health
inputs considered include health expenditures,
health infrastructure and human resources.

3.5.1 Health Indicators

Impact indicators are a good measure of trends
in the overall health of the population. The most
commonly used health indicators relate to life
expectancy, adult mortality rate (AMR), maternal
mortality rate (MMR), under-S mortality rate
(UMR), infant mortality rate (IMR), and neonatal
mortality rate (NMR). These indicators are defined
as follows:

«  Adult Mortality Rate (AMR): Number of deaths
per 1000 adults;

« Maternal Mortality Rate (MMR): Number
of women who die during pregnancy and
childbirth, per 100,000 live births;



+ Neonatal Mortality Rate (NMR): The
probability of an infant dying within the first 28
days;

+ Infant mortality rate (IMR): The probability of
dying before the first birthday;

+ Under-five mortality rate (UMR): The
probability of dying between birth and the fifth
birthday.

Trends in life expectancy

Life expectancy at birth measures the overall
quality of life in a country. It can also be thought
of as indicating the potential return on investment
in human capital. As can be seen from Figure 3.11,
life expectancy was 53 years in 2000 and fell to 52
years in 2001 where it stagnated until 2005. It then
improved slightly in 2006, probably due to steady
economic growth and improvement in infant and
maternal mortality rates. Life expectancy rose to 54
years in 2007, but stagnated there in 2008 due to
unfavourable effects of the post-election violence

and drought.

Figure 3.11: Life expectancy at birth
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A comparison is also conducted of life expectancy in
Kenya with comparator countries. As of 2010, South
Korea, Chile, Malaysia, Egypt, Indonesia, Germany
and Vietnam had life expectancy of more than 70
years, which is more than the world average of 66.6
years. The country with the lowest life expectancy is
Nigeria at just 48.4 years (World Bank, 2010). Most
Sub-Saharan African countries including Kenya,
saw life expectancies of their populations fall below
the world average during this time. As can be seen
from Figure 3.12, life expectancy in Kenya compares
favourably with life expectancies in Sub-Saharan
Africa and other world regions.

Figure 3.12: Life expectancy for selected countries, 2010
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A closer look at life expectancy by gender reveals
that the life expectancy of females has consistently
been above that of males save the year 2006 when

life expectancy for both males and females was at

par.
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Trends in mortality rates

There have been remarkable declines in under-5 and
infant mortality rates after 2005 (from 93 to 74 in
2008 and 85 in 2010, and from 61 to 55 in 2010,
respectively). These gains were probably largely
due to: (i) increases in immunization rates; (ii)
the increased use of mosquito nets; and (iii) the
positive rate of per capita economic growth in that
period. Data on maternal mortality rates is elusive
and non-existent in many African countries. There
is no trend data on maternal mortality reported by
health institutions because of poor reporting rates
by these institutions. However, data available from
public health facilities show that some progress has
been made in reducing maternal and child mortality
rates (Figure 3.13).
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Figure 3.13: Trends of mortality rates
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Figure 3.14 gives a comparison of Kenya's mortality 545 deaths per 1,000 adults aged between 15 and 60
rates in relation to selected countries in sub-Saharan  years. On the other hand, Germany has experienced
Africa and elsewhere. Nigeria seems to fare the  the most impressive reductions in mortality rates,
worst in all health indicators, except for the adult  as all mortality rates are single digits, apart from the
mortality rate where Botswana fares the worst, with  adult mortality rate of 78 deaths per 1,000 adults.

Figure 3.14: Mortality rates for some selected countries, 2010
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Figure 3.15 compares Kenya’s health indicators with
those of Africa and the rest of the world. Generally,
Kenya is at par with other African countries on
average, but far below the world average on all the
indicators for which data is available.

Figure 3.15: Health impact indicators for Kenya, Africa and
the world, 2010
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3.5.2 Burden of Disease

This section describes trends in the burden of disease
in Kenya in terms of mortality and morbidity trends.
The morbidity and mortality rates in the country
are driven by the underlying social and economic
determinants such as household and individual
characteristics, the environment, and the health
system. Individual level factors include low level of

Table 3.5:Causes of death by province, 2010

Cause of death  Nairobi Central Western Coast

Malaria 983 1,663 8,481 1,694
Pneumonia 2,131 3,750 2,169 1,095
AIDS 911 1,482 1,813 946
Tuberculosis 1,391 1,304 1,523 866
Cancer 1,070 1,644 1,796 567
Anaemia 543 972 1,509 865
Heart disease 616 1,262 448 198
Other accidents 1,656 522 166 225
Meningitis 823 431 380 289
Road accidents 904 648 167 293

Source: Government of Kenya (2011a), Economic Survey

maternal education (74% female literacy, compared
to 85% for males); poor nutritional status (34.7% of
children stunted); and large gender inequalities in
favour of men (WHO, 2008). The environmental
determinants of health include poor access to clean
water, inadequate sanitation, soil degradation, and
a variety of disease vectors that thrive in certain
ecological systems (WHO, 2008).

Mortality trends

Table 3.5 shows the ten major killer diseases in the
country by province for the year 2010. Nationally,
Malaria was the leading cause of death followed by
Pneumonia and AIDS. Tuberculosis and cancer
follow closely with significant deaths. In Nairobi,
Central and Rift Valley provinces, Pneumonia is the
leading cause of death, and Malaria is the leading
cause of death in all the other provinces.

Morbidity trends

Over time, Malaria and diseases of the respiratory
system have been the leading cause of inpatient
morbidity nationally. As shown in Table 3.6, Malaria
hashad a clearlead over the years and, unfortunately,
it is on the rise. Diseases of the respiratory system
have almost been stable, though they increased
slightly in 2009 and 2010.

Nyanza Eastern RiftValley North Total
Eastern
8,565 4,621 2,497 156 28660
3,046 3,605 3,653 59 19508
2,253 2,163 2,141 7 11716
2,799 1,696 1,158 52 10789
1,832 1,526 1,614 64 10113
1,538 1,118 884 51 7480
600 603 854 24 4605
425 568 857 16 4435
902 433 897 10 4165
478 504 1,074 8 4076
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Table 3.6:Leading causes of in-patient morbidity in Kenya,

2005-2010
Disease 2005 2006 2007 2008 2009 2010*
Malaria 276 286 308 328 31 29.7
Diseases 24 224 245 241 25 25.5
of the
respiratory
system
Disease of the 59 58 6.1 7 7 7.1
skin
Diarrhoeal 4.2 4.4 47 49 5 4.8
diseases
Intestinal 4.7 4.1 43 1.2 1 1.1
worms
Pneumonia 23 2.8 3 3.5 3 2.8
Accidents 24 22 24 2 1.9
Rheumatism, 1.7 1.7 1.9 1.7 2 1.7
joint pains,
etc
Urinary tract 1.5 1.6 1.8 23 2 1.7
infections
Eye infections 15 15 16 1.7 2 1.7
All other 243 249 185 188 21 22.1
diseases

*Provisional

Source: Government of Kenya (2011b), Statistical Abstract

Table 3.7 shows that Malaria and diseases of the
respiratory system together accounted for almost
half of all outpatient morbidity over this period. The
trends in both of these conditions have remained
fairly stable over time. Other leading causes of
morbidity such as skin diseases, diarrhoeal diseases
and intestinal worms have also shown a stable
trend over time. Over 60 per cent of all outpatient
morbidity has been due to infectious diseases, while
accidents have accounted for no more than 3.1
per cent of out-patient diagnoses over the period
analyzed.

Table 3.7:Leading causes of outpatient morbidity in Kenya

2000-2010
Disease 2005 2006 2007 2008 2009 2010*
Malaria 33.2 286 308 320 32.0 497
Disease of the 25 224 245 247 248 433

respiratory
system
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Disease 2005 2006 2007 2008 2009 2010*
Diseases 6.4 5.8 6.1 6.9 6.5 11.8
of the skin

(including

ulcers)

Diarrhoeal 48 44 47 5.1 5.2 7.6
diseases

Intestinal 46 4.1 43 35 33 5.7
worms

Accidents 26 22 24 2.2 1.8 3.1
(including

fractures,

burns, etc)

Pneumonia 2.8 2.8 3.4 3.5 3.2 4.8
Urinary tract 1.7 1.5 1.6 1.6 1.6 29
infections

Eye infections 16 15 18 1.8 1.7 29
Rheumatism, 1.9 1.7 1.9 23 2.6 43
joint pains,

etc

* Provisional

Source: Government of Kenya (2011a)

3.5.3 Key Intervention Areas

Key interventions to improve population health are
recommended in areas of reproductive health and

child health.

Reproductive health

Antenatal care and skilled birth attendance

Attendance of antenatal care services was already
high in the early 1990s and continues to be high
with nine out of ten women attending clinic at least
once. However, for skilled birth attendance, only 50
per cent of the deliveries were attended by a skilled
professional in 1989, but fell to 44 per cent in 2010.

The place of delivery is highly correlated with the
skilled birth attendance, as very few deliveries at
home are attended by doctors or nurses. There are
marked differences in the country in this respect
between the provinces, with Central Province and
Nairobi having institutional delivery rates that are
twice as high as in all other provinces.




Figure 3.16: Trends in ANC coverage and skilled birth

attendance
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Source: World Bank (2011) and World Health Organization (2011)

Figure 3.17: Delivery in a health facility by province, 2008’

Neurobl Central Coast Eastern  Nyanza  Rift Valley Western North Eastern

Source: KNBS (2010)

Fertility

Total fertility rate is the average number of children
that would be born per woman if all women lived to
the end of their childbearing years and bore children
according to a given fertility rate at each age. The
total fertility rate (TFR) is a more direct measure of
the level of fertility than the crude birth rate, since
it refers to births per woman. This indicator shows
the potential for population change in the country.
A rate of two children per woman is considered the
replacement rate for a population, resulting in relative
stability in terms of total population numbers. Rates
above two children indicate populations growing in
size and whose median age is declining. Higher rates
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may also indicate difficulties for families in feeding
and educating their children, and in enabling adult
female members to enter the labour force. Rates
below two children indicate decreasing and ageing
populations.

Figure 3.18 shows trends in total fertility rates in
Kenya between 2005 and 2010. The data shows that
fertility rates have been on the decline over the years,
but is yet to reach the optimal rate of two children
per woman.

Figure 3.18: Trends in total fertility rate in Kenya
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Source: World Bank (2011)

Contraceptive use

Data on contraceptive use is drawn from the
KDHS (KNBS, 2010) and World Health Statistics
(World Health Organization, 2011). The overall
contraceptive prevalence rate among all married
women 15-49 increased gradually over the period,
with 46 per cent of this group using any method
in 2008-09 (Figure 3.19). The rate seems to have
dropped slightly in 2010.
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Figure 3.19: Contraceptive use rate among married women
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Source: KNBS (2010) and World Health Organization (2011)

Figure 3.20 shows distribution of contraceptive use
by married women aged 15-49 years old by province.
Married women in Central Province have the highest
contraceptive prevalence rate for any method (67%)
and 63 per cent for modern method, followed by
Nairobi (53%) and 49 per cent for modern method
and Eastern Province (52%) and 44 per cent for
modern method. The lowest level of family planning
use is recorded in North Eastern Province at 4 per

cent, which also has the highest percentage of non-
use of any method. A whole 54.5 per cent of currently
married women of reproductive age in Kenya are not
using any method of family planning.

Child health

Kenya’s child health strategy includes a range of
interventions in early childhood, neonatal health
care, school health services and adolescent health.
Integrated Management of Childhood Illness
(IMCI) for children under five years of age was
introduced in selected districts in the late 1990s and
expanded during the following decade.

Immunization

Annual trends in immunization coverage are derived
from the World Bank database (World Bank, 2011).
These are shown in Figure 3.21. DPT immunization
coverage reached a peak of over 85 per cent in 2008
and has been on the decline since then. A similar
trend is observed for measles immunization.

The provincial differences for BCG, measles® and
fully immunized are shown in Figure 3.22 based

Figure 3.20: Distribution of contraceptive use by married women by province, 2008>

120
100
80
60
40
20
0
Lo Rift | Wester N.

Nairobi | Central | Coast | Eastern | Nyanza Valley 0 | Eastern Total
1T Anymethod 53.3 66.7 34.3 520 | 373 424 46.5 3.5 4S8.5
I¥ Modern method 49.0 | 625 | 297 | 438 | 329 | 347 | 411 3.5 394
I¥ Traditional method 6.3 4.2 4.6 83 44 7.7 S4 0.0 6.0
B No method 44.7 33.3 65.7 48.0 | 62.7 57.6 53.5 96.5 54.5

Source: KNBS (2008)
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Figure 3.21: DPT and Measles immunization coverage (%) 2000-2010
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on data from the HMIS 2010/2011 financial year.
Overall, BCG coverage was 71.6 per cent, measles
70.1 per cent and fully immunized 64.3 per cent.
Eastern Province had the lowest coverage for all
the three types of immunization followed by North
Eastern Province. Central, Eastern and Rift Valley
provinces had similar pattern of coverage in all the
three areas (BCG, measles and fully immunized).

Trends in full immunization coverage for children
under one year old by province between 2005 and
2010 are shown in Table 3.8. Nairobi and Central
provinces have the highest coverage, while North
Eastern Province has the lowest coverage.

Figure 3.22: BCG, measles and fully immunized children below one year

. o w19
100 7 220 £gx
80 - N
O vy O
by g™
60 - noony
40 -
20 -
0 -
Nairobi  Coast N. Eastern
Eastern

71.9
67.3

67.6
63.9
78.5
80.5
70.1
81.7
81.6
72.5
71.6

68.5
59.1

64.3

Central R.Valley Western Nyanza National

! BCG (% of newborns, upto 2 weeks)

I¥ Measles (% of children < 1 year)

IT Fullyimmunized (% of children < 1 year)

Source: Government of Kenya (2011a)
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Table 3.8:Full immunization coverage for under-ones by

province
2005 2006 2007 2008 2009 2010*

Nairobi 75 76 78 74 83 103
Central 93 88 85 86 92 102
Coast 61 74 78 75 71 87
Eastern 67 78 78 64 80 83
North 48 72 81 89 67 64
Eastern

Nyanza 53 66 66 75 79 79
Rift Valley 57 67 70 64 71 72
Western 57 59 68 66 85 920
National 63 71 73 71 78 83

*Provisional
Source: Government of Kenya (2011b)

On the international scene, a comparison is made of
Kenya and other countries for measles and DPT3
for 2010. For measles, Kenya compares well with her
peers, though far below countries such as Malaysia,
South Korea, Germany, among others.

3.5.4 Health Inputs

These refer to the inputs that are needed to deliver
the health services, and they include human
resources for health, health infrastructure and
operational finances. This section analyzes overall
health expenditures, followed by human resources
for health and health infrastructure.

Health expenditures

There are three main sources of finances for health
in Kenya, namely, public (government), private
(household out of pocket payments or cost sharing)
and donors. Government contribution to total
healthcare financing is 29 per cent, donors 31 per
cent and private 36 per cent and others (private
companies and local foundations) 4 per cent. The
total health expenditure per capita trends, total
health expenditure as a percentage of GDP, and
government health allocations as a percentage of
total government allocations are shown in Figure
3.24.

The overall financing available, in real terms, has
been increasing over time, from an estimated total
health expenditure of US$ 17.7 per capita in 2001,
to an estimated US$ 40 per capita in 2010. The
reduction in 2008 is a reflection of the peculiar
situation in that year, with reduced funding due to
the post-election crisis then. However, looking at
total health expenditure as a share of GDP, there is
no increase; values remain within 4.3-4.6 per cent of
GDP being spent on health. This suggests that the
increase in health funding is an absolute increase,
not a real increase.

Figure 3.23: Measles and DPT immunization coverage for selected countries, 2010
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Figure 3.24: Total health expenditure trends (USS)
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As can be seen from Figure 3.25, the absolute
increases are from government and external sources,
with private spending having reduced. External
sources represent some of the most unsustainable
sources of financing. This is well seen in the level of
funding during 2008, the year of the post-election
crisis, when external financing had the most

Figure 3.25: Contribution to total expenditure (USS$)
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significant drop as compared to all the other sources
of financing.

Out of pocket financing for health has been
increasing over the years, in absolute terms. This has,
however, been reducing as a portion of total health
expenditure from 51 per cent in 1999/2000, to 35.9
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Sources: Government of Kenya (n.d; 2009) and WHO (2010; 2011)
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per centin 2005/06 (Government of Kenya, 2009a).
The further increases in total health expenditure
due to increasing government and donor financing
should further reduce this portion of financing.

Total expenditure on health as a per cent of GDP
for different countries (Figure 3.26) shows that
Kenya is amongst the lowest spenders on health as
a per cent of GDP. Countries with lower per capita
income, such as Uganda and Tanzania, have higher
allocations to health as a per cent of GDP than
Kenya. This could be explained by the fact that these
countries have a lot of donor support compared to
Kenya, and the fact that they qualified for Heavily
Indebted Poor Countries (HIPC) Initiative (which
Kenya did not) and as a result, they have to allocate
the debt forgiven to health and education.

Human resources

For health goals to be achieved, adequate numbers
of health workers with the appropriate training must
be available. The health workforce includes those
directly providing health services as well as health
administrators and engineers working in the health
field who do so indirectly.

Trends in human resources
In absolute terms, the health workforce has been

Figure 3.26: Total expenditure on health as a % of GDP, 2009
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increasing over time. However, the number of
enrolled nurses has remained the same for about
three years, while the number of clinical officers
declined in 2008 from 5,797 in 2007 to 5,03S.
However, health workers/10,000 population has
remained the same for all cadres, except for nursing
officers, which has been on the rise, and enrolled
nurses and clinical officers, whose number has been

on the decline for the three year period (Table 3.9).

In all provinces (Figure 3.27), a general decline is
evident in the number of health workers per 10,000
population over the period analyzed. In Nairobi,
however, this trend is reversed in 2008-2009.
Also, there is no significant difference amongst
the provinces in terms of health workers/10,000
population, though North Eastern Province is
clearly lagging behind and Central Province has a
clear lead in all the years except 2009, when Nairobi
Province is leading.

Kenya compares relatively well with other African
peer countries regarding availability of public
health workers. It has a fairly good availability of
public health workers for a number of cadres, when
compared even with the global picture. This is shown
in Figure 3.28.

Comparison with selected countries using latest
available data for nurses (2000-2010) shows the

11.3
103

82 82 85

Source: World Health Organization (2011)
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Table 3.9:Health workers/10,000 population by cadre

Type of Health 2007 2008 2009 2010*
Personnel Number No/ Number No/100,000 Number No/ Number No/
100,000 100,000 100,000
Doctors 6,271 17 6,623 17 6,800 18 7,129 18
Dentists 931 3 974 3 859 2 898
Pharmacists 2,775 7 2,860 7 2,921 8 3,097
Pharmaceutical 1,680 5 1,851 5 1,950 5 2,233
technologist
Nursing officers 12,198 33 14,073 37 26,988 70 29,678 75
Enrolled nurses 31,917 86 31,917 83 34,032 88 34,282 86
Clinical officers 5,797 16 5,035 13 7,816 20 8,598 22

Source: Government of Kenya (2011b)

Figure 3.27: Health workers/10,000 population by cadre by province
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2006 0.85 091 0.76 0.74 0.5 0.57 0.77 0.57
2007 0.77 0.9 0.73 0.73 0.5 0.57 0.75 0.56
2008 0.75 0.9 0.72 0.72 0.46 0.55 0.73 0.55
2009 1.12 1.86 0.69 0.68 0.42 0.54 0.69 0.54

/1 2004 1% 2005 ¥ 2006 w2007 x 2008 1 2009

Sources: Government of Kenya (2010a)

country is performing relatively well within the Physical infrastructure

region compared to Tanzania, Rwanda and Ghana  'The number of health facilities is a proxy to the
(Figure 3.29). quantity of health infrastructure investment within
the country. Health facilities in Kenya can be

KENYA ECONOMIC REPORT 2011 @




MACROECONOMIC AND SOCIO-ECONOMIC PERFORMANCE

Figure 3.28: Benchmarking of selected staff cadres, 2000-2010
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classified according to ownership. Hence, we have  Trends and distribution of physical facilities
public facilities (owned by the Government of

Kenya), those owned by Faith-Based Organizations The number of health facilities has been increasing

(FBOs),  Non-Governmental ~ Organizations ~ OVer time in the period 2006-2010. This is depicted
(NGOs), and those that are wholly private. in Figure 3.30. Between 2006 and 2007, the facilities

only increased by 118 facilities but rose by 601 the
following year and 506 between 2008 and 2009.
This abrupt increase between 2007 and 2009 could
be attributed to the Constituency Development
Fund (CDF) facilities.

Figure 3.29: Benchmarking of nurses/10,000 population 2000-2010
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Figure 3.30: Trends in total numbers of physical facilities Province, while North Eastern Province has had
No. of health facilties the least number of facilities over time. Figure 3.31
8,000 shows the trend in health facilities by province.
7,000 ;

: Health facilities per 100,000 persons (Figure 3.32)

6000 . .
' ' have not shown remarkable increase over time

5000 T ' since, as the facilities increase, the population is also
increasing. The increase between 2007 and 2009
could be attributed to the CDF health facilities.

4000 +—

No. of health facilities

3,000 +——

2000 +— We use the number of hospital beds per 10,000
persons as the variable to benchmark the country
performance (Figure 3.33). From the WHO
‘ ‘ ‘ ‘ statistics (World Health Organization, 2011), Kenya

2006 2007 2008 2009 2010
is doing better in number of hospital beds per 10,000

1,000 +—

Source: Government of Kenya (2011a) persons than Uganda, Nigeria, Ghana and Tanzania,
but lagging far behind the developed countries.

By province, the number of health facilities has also
been growing over time though at different rates.
Nairobi, Western and North Eastern provinces
have had very small growth rates in health facilities
compared to Rift Valley, Central and Nyanza
provinces. Rift Valley Province has the highest
number of health facilities, followed by Central

Figure 3.31: Trends in health facilities by province, 2005-2009
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2006 28.61 2998 10.53 30.57 275 5.89 29.17 1.12
2007 | 2641 1722 1236 35.56 3.01 8.09 35.73 1.0§
2009 | 29.12 35.82 12.59 33.89 4.08 6.94 37.03 122

Source: Government of Kenya (2011)
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Figure 3.32: Health facilities per 100,000 persons
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Figure 3.33: Number of hospital beds per 10,000 persons,
2009
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3.6 Education
Provision and sustainable financing of quality
education and training are fundamental in the

attainment of objectives in the Kenya Vision 2030
through development of requisite human capital
(Government of Kenya, 2007b; 2008c). Efforts
towards this include substantial expansion of the
sector over time. In 2009, for example, there were
38,247 Early Childhood Development Education
(ECDE) centres; 26,667 primary schools, 6,971
secondary schools, 10S primary teacher training
colleges and 31 universities in the country
(Government of Kenya, 2010a). During the same
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period, the enrolment was 1.91 million children
in ECDE centres; 8.8 million pupils in primary
schools (9.4 million in 2010); 1.5 million students
in secondary schools (1.7 million in 2010); 177,735
students in universities; 163,340 students in non-
formal schools; 189,000 adult education learners;
about 26,324 trainees in teacher training institutions
and 71,513
institutions. On the other hand, the education

students in technical education
sector receives a substantial proportion of public
funds. For instance, in 2007/08, the total education
expenditure as a percentage of GDP was 6.2 per cent
and 7.4 per cent in 2009/10 (Government of Kenya
Appropriation Accounts and Economic Survey,
Various).

Despite the substantial that the
government spends on education and training, the
sector faces various challenges with regard to quality,

resources

equity in access and financing. All these issues are
related to the management of learning institutions.
In effect, this section examines issues and trends
directly related to public spending on education,
access, quality and internal efficiency, equity, and
issues of institutional management of education
and training in Kenya. These factors have direct
impact on the processes and strategies for improving
educational attainment and educational objectives as
articulated in both Vision 2030 and the Constitution
of Kenya (2010). Issues on the current status of
institutional frameworks are also discussed. Further,
the section discusses the country’s education sector
performance relative to selected comparator and
aspirator countries.

3.6.1 Financing of Education and
Training

Public spending on education and training increased
from 6.2 per cent of GDP in 2007/08 to about
7.4 per cent in 2009/10. This represents about
25 per cent of total government expenditure. In
2009/10, about 88.5 per cent of the total education
expenditure was recurrent, down from 91.9 per cent
in 2007/08. Increasing the level of development




expenditure is partly due to the economic stimulus
spending mainly towards expansion of school
infrastructure and improvement of learning facilities
in most marginalized areas (Table 3.10).

2007/08 2008/09 2009/10
Education 6.2 6.5 74
expenditure as % of
GDP
Education 23.2 21.9 24.8

expenditure as %
government outlays

Education recurrent 30.8 29.8 329
expenditure as %

government recurrent

outlays

Education 6.1 5.9 8.6
development

expenditure as

% government

development utlays

Ministry of Education 91.9 91.0 88.5
recurrent expenditure
as % of expenditure

Ministry of Education 8.1 9.0 11.5
development

expenditure as % of

expenditure

Source: Government of Kenya (Various), Appropriation Accounts, and
Government of Kenya (Various ), Economic Surveys

Table 3.11 shows the allocation of the total
education budget across the education sub-sectors.
Despite the observed decline in the proportion of
primary education as a percentage of total education
expenditure, the primary education sub-sector
has received the highest allocation across all the
education sectors over the years. For instance, in
2009/10, the primary school sub-sector received
the highest share of government expenditure on
education (44%). Secondary and university sub-
sectors received 25 per cent and 13 per cent of the
total education budget, respectively. The substantial
allocation to primary education is a deliberate effort
towards attainment of the Millennium Development
Goals (MDGs) and Education for All (EFA) goals
on attaining Net Enrolment Rate (NER) and

completion rate of 100 per cent at primary education
level by 2018.

2007/08 2008/09 2009/10
General Administration  9.85 7.38 12.46
and Planning
Primary Education 52.01 49.81 4418
Teacher Education 0.36 0.29 0.16
Special Education 0.35 043 0.06
Early Childhood 0.05 0.18 0.16
Education
Secondary Education 2297 24.67 24.59
Technical Education 3.46 4.85 5.89
University Education 10.94 12.39 12.50
Total Education 121.13 136.89  159.21
Expenditure (Ksh
billion)

Source: Government of Kenya (Various) Appropriation Accounts and
Economic Surveys

The secondary education sub-sector receives the
second highest share in the total education budget.
As shown in Table 3.11, government allocation
to the secondary education sub-sector increased
marginally from about 23 per cent in 2007/08 to
nearly 25 per cent in 2009/10. The increase could
be attributed to the introduction of the Free Day
Secondary Education programme. The funds for
this programme are mainly spent on teaching
and learning materials and other operational
costs; bursary allocation for bright students from
poor households and vulnerable groups; and
development grants allocation and infrastructure
across provinces.

Data provided in Table 3.12 shows estimated
government (recurrent) spending per student
enrolled in the respective levels of education. The per
capita public primary education spending increased
from Ksh 7,457 in 2007 to Ksh 7,978 in 2009 at
current prices. The unit spending for secondary
education (Ksh 27,574) was 3.5 times that of
primary education in 2009, and 48 per cent of Gross
Domestic Product (GDP) per capita. University
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and technical education public unit spending (Ksh Technical 8835  101.74 144.70
83,761 and 113,779) were 10.5 times and 14 times University 28131 25327 196.55

that Ofp rimary educatlon’ respectlvely. Source: *Government of Kenya (Various) Economic Surveys and authors’
computations
Table 3.12: Per capita expenditure on education by level,

2007-2009 (Ksh) In 2010, total public expenditure on education as a

| 2007 2008 2009  percentage of GDP was relatively high (7.4%) for

Unit public Kenya compared to South Africa (5.1%), which
spending (Ksh) had a relatively higher GNI per capita (US$ 9,812).
Primary 7457 7,781 7,978 Public spending on education as percentage of GDP
Secondary 29,485 29,484 27,574 was, however, close to Botswana’s level of spending
Technical 43474 55318 83761 (8.1%). Kenyas GNI per capita at the time was
University 138417 137,707 113,779 estimated US$ 1,628, while that of Botswana was
Secondary 4.0 3.8 35 Table 3.13: Gross Enrolment Rate (GER) and Net Enrolment
Technical 58 7.1 105 Rate (NER), 2007-2010
University 186 177 143 2007 2008 2009 2010
GDP per capita*® 49,204 57,887 Pri- Gross Male 1118 1122 1128 109.8
54,371 mary Enrol-
ment
Rate
Primary 1516 1431 13.78 f:;le e
Secondary 59.92 54.23 47.63
Figure 3.34: Public spending on education as % of GDP and GNI, 2010
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Total 1089 109.8 110.0 109.8 Fe- 23.2 27.9 35.1 38.9
Net Male 941 946 936 906 male
Enrol- Total 24.2 289 35.8 32.0
ment
Rate Source: Government of Kenya (2010b)

Fe- 89.0 90.5 92.1 923
male

Total 91.6 92.5 929 914

3.6.2 Performance of the Education

Sector
Sec- Gross Male 414 463 49.0 50.9
ond-  Enrol- L.
ary  ment Access and participation
Rate .
FR 34 1588 e 14 Overall primary gross and net enrolment rates
migle increased from 108.9 per cent and 91.6 per cent in
Total 380 425 453 478 2007 to 109.8 per cent and 91.4 per cent in 2010.
Net Male 252 298 365 380 Grossand net enrolment rates in ECDE were 60.6 per
Enrol- cent and 49 per cent in 2009 and 2010, respectively.
;‘aizt Secondary gross enrolment rate increased from 38

per cent in 2007 to 47.8 per cent in 2010, while net

Figure 3.35: Average primary and secondary net enrolment rates for selected countries, 20071-2009
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Source: UNDP (2010)
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enrolment rate rose from 24.2 per cent in 2007 to 32
per centin 2010.

Cross-country data as shown in Figure 3.35 indicates
that Kenya’s NER at the primary and secondary
levels are above the Sub-Sahara Africa averages of
74 per cent and 29.5 per cent, respectively. However,
Kenya’s secondary school NER of 32 per cent in
2010 was lower than for Korea (96.4%) and South
Africa (71.9%). The average for medium human
development countries was 57 per cent (Figure
3.35).Itis evident that although there is considerable
progress in primary education participation levels,
there is need for enhanced access to post-secondary
education.

In 2010, for instance, only 15.5 per cent of Kenya’s
population aged 25 years and above had attained
at least secondary education. This was relatively
low when compared with the levels attained by
comparable countries such as South Africa (57.9%)
and Botswana (24.7%) (Figure 3.36).

Figure 3.36: Population with at least secondary education
(% ages 25 and older), 2010
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KENYA ECONOMIC REPORT 2011

Internal efficiency

Drop-out rate

Dropout rate is a measure of internal efficiency of
any education system. It constitutes the percentage
of students to total enrolment who exit the system at
any given level. It is also assumed that transfer into is
equal to transfer out of education and/or the effect,
if any, is negligible. During the period between 2005-
2008, Kenya’s dropout rate was estimated at 16.4 per
cent and was relatively higher than for Korea (1.6%),
but lower than the Sub-Saharan average of 36.5 per
cent (Figure 3.37). Although it is not possible to
estimate the direct cost associated with dropping
out of school, the indicator depicts wastage in the
learning process and it leads to lower class sizes and
under-utilization of available physical and human
resources in learning institutions. Further, pupils
who drop out before completing the school cycle
do not also attain the requisite skills for sustainable
development.

Figure 3.37: Average primary dropout rate (% of primary
school cohort), 2005-2008
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Source: UNDP (2010)

Repetition rate

Grade repetition in primary schools is a common
phenomenon in most countries, Kenya included




(Figure 3.38). The main motive of repetition is
to improve performance in student test scores.
Although there is a government policy of non-
repetition, an average of about 5.8 per cent of
primary school children was observed to have
repeated a class between 2005-2008.

Repetition rates were relatively low for Egypt and
Chile; but medium human development countries
recorded a high of 6.5 per cent despite their level
of human resource development. Given that the
Government of Kenya through FPE allocates US$
14.6 per student per year in Kenya, the repetition

Figure 3.38: Primary completion rate, 2007-2010 (%)
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rate translates into an annual total loss of US$ 7.9
million to cater for over 544,110 repeaters per year.

Primary completion rate

Primary completion rate was estimated at 76.8 per
cent in 2010, having declined from 81 per cent in
2007 (Figure 3.39). This implies that despite the
improvement in access to schooling, the number of
pupils who completed grade (class) 8 as a proportion
of the total population aged 13 years declined
during the review period. This issue requires further
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investigation, given its implications on education
policy targets.

Figure 3.39: Primary repetition rate (% of primary school
cohort), 2005-2008

High Human Development ‘ 6.5

Medium Human Development 29
Sub-Sahara Africa 94
Tanzania 42
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Ghana 65

—
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Source: UNDP (2010)

Transition rates

Transition rate between Standard 8 and Form I
was about 59.6 per cent in 2007 and 66.8 per cent
in 2010 (Figure 3.40). Transition is affected to
some extent by lack of capacity and low educational
attainments among those who complete Standard 8,
which means that some students have not met the
minimum requirements to join secondary education.
Transition from secondary to university education is
relatively low compared to transition from primary
to secondary education. The highest rate achieved
recently was a transition rate of 6.5 per cent in 2008.
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Figure 3.40: Transition to secondary education, 2007-2010
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Access to tertiary education

The tertiary education GER for Kenya was 4.1 per
cent in 2007-2010 and was lower than that of South
Africa (5.5%), Egypt (31.2%) and the Republic of
Korea (96.1%) (Figure 3.41). A related challenge
that can be observed from the analysis is the relatively
lower percentage of females enrolled in Kenya’s
tertiary education institutions (36% in 2010). The
implication of the low access rates at secondary and
tertiary levels of education is that interventions to
boost access to post-secondary education would
form a key strategy to improve supply of skilled
human resource for key development sectors in the
economy.
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F,'gure 3.41: Average tertiary gross enrolment rate (% of Figure 3.42: Adult Iiteracy rates for selected Countries, 2005-
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Figure 3.43: Average and expected years of schooling, 2010
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Figure 3.44: Mean primary pupil teacher ratio, 2005-2008
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Adult literacy levels

Using 2005-08 data for selected countries, it can be
seen that the adult literacy rate was 86.5 per cent
for Kenya compared to 98.6 per cent for Chile and
an average of 92.3 per cent for countries with high
human development indices. However, the adult
literacy rate is still low in relation to the comparator
countries such as South Africa (89%) and Indonesia
(92 per cent). This translates to an illiteracy rate of
13.5 per cent for Kenya. Perhaps, this is due to the
low access and participation rate at post-primary
education and regional inequalities in education
service delivery observed in the preceding sections
of this report.

On the other hand, the average years of schooling
for Kenya are only 7 years against the expected 9.6
years. Both educational years are lower than for
Germany and Korea, which have attained close to 12
years of schooling against the expected 15.6 and 16.8
years, respectively. Unlike Kenya, where the average
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population has only attained primary education,
majority population for developed economies such
as Germany (97.2%), Korea (75.3%) and South
Africa (57.9%) have attained at least secondary
education (Figure 3.36). This has enabled these
countries attain high levels of human resource
development.

Pupil-teacher ratio

The pupil-teacher ratio (PTR) is used as proxy for
quality of education. Currently, the policy target is
to attain a pupil-teacher ratio of 40:1 but this could
be increased to 45:1 for high potential areas and
25:1 for low potential areas (Government of Kenya,
2010). According to the 2010 data, primary PTR is
estimated at 47:1, an indication of large class sizes in
some schools across the country (Figure 3.44). The
lowest PTR was recorded in developed economies
such as Germany (18:1) and Indonesia (21:1). The
latter countries also have a high human development
index.




Figure 3.45: Gender inequality index, 2010
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Inequalities in access to education

Inequality in access to education can be defined in
terms of gender, income and locality differences.
Gender inequity refers to the extent to which the
traditionally disadvantaged gender groups, such as
females, have opportunities to access various levels
of education, succeed in education and make use of
the education and training as an asset for enhancing
their chances in life, such as in employment.
Income-related inequality focuses on the extent to
which the financially disadvantaged groups have
access to various levels of education. Under locality-
related equity, we present challenges to education
opportunities for people living in disadvantaged
regions such as marginalized rural areas and income
poor, including the hard-to-reach and marginalized
areas and urban informal settlements.

Gender equity

The Gender Inequality Index (GII) measures equity
across gender in human resource development. It is
a composite index capturing loss in achievements in
three dimensions of human development, namely,
health, empowerment (including attainment at
secondary and university education) and labour
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market participation due to gender differences.
The human development report (UNDP, 2010)
shows that the Gender Inequality Index for Kenya
was estimated at 0.74, meaning the male population
is advantaged in terms of the three dimensions
their
counterparts. This level was similar to that of Egypt
and Sub-Saharan average, but higher than the index
for Korea (0.31) and Chile (0.51) (Figure 3.45).
Factors contributing to the high gender inequality

mentioned above, relative to female

index for Kenya include the disadvantaged position
of women in the access to secondary and tertiary
education, and low labour force participation.

Locality-related equity

Estimates on regional, gender and income
inequalities in gross enrolment in primary schools
using KIHBS 2005/06 show that gross enrolment in
rural areas was 120 per cent compared to the urban
gross enrolment of 114 per cent (Table 3.14). The
low gross enrolment in urban areas relative to rural
areas can be attributed to inadequate provision
of schooling infrastructure in urban informal
settlements, especially in Nairobi and Coast

provinces.
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The lowest gross enrolment rate of 73 per cent (89%
for boys and 55% for girls) was recorded in North
Eastern Province, while the highest gross enrolment
rate of 127 per cent was recorded in Eastern, Nyanza
and Western provinces. The low enrolment rates in
North Eastern Province can be associated with such
factors as high direct and indirect schooling costs
including uniform, poverty, socio-cultural challenges
in some places and limited school infrastructure and
related long distances that pupils have to cover to

school.
Primary Secondary
Male Female All Male Female All
Residence
Urban 115 112 114 59 51 55
Rural 122 119 120 40 36 38
Province
Nairobi 105 115 110 85 71 79
Central 120 123 122 56 51 53
Coast 121 108 114 26 21 23
Eastern 124 129 127 36 33 35
Nyanza 134 121 127 47 47 47
Rift Valley 117 114 116 43 38 41
Western 127 127 127 41 31 36
North 89 5 73 20 9 15
Eastern
Wealth
Quintile
Lowest 117 114 115 16 14 15
Second 131 124 128 30 25 28
Middle 122 119 121 49 39 44
Fourth 119 121 120 59 56 57
Highest 112 108 110 80 72 76
All Kenya 121 118 119 43 38 41

Source: Demery and Gaddis (2009)

Income-related equity

Despite elimination of primary school user fee,
some children are out of school at all levels. The
degree of out of school children is higher among the
low income groups and at secondary school level.
Using 2005-06 data, enrolment was also highest
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among the second lowest wealth quintile (131%)
with a surge in primary enrolment recorded among
the poorest income group for both boys and girls.
Children from poor families are out of school due to
direct costs such as uniform as well as indirect costs
or the opportunity costs of schooling.

Overall, the lowest income quintile benefits more
from primary education, while post-primary
education benefits predominantly the high income
quintiles. In 2005/06, for instance, 17.4 per cent
of the low income group benefitted from overall
expenditures on education, compared to 23.7 per
cent of the high income group. About 24.7 per cent
of the poorest quintile benefitted from primary
education, 9.5 per cent from secondary education,
and 1.9 per cent from tertiary education. These
levels were lower when compared with the benefit
incidence for the high income group, which was
estimated at 27.2 per cent for secondary and 70 per
cent for tertiary education. The benefit incidence
was higher for males than for females at all levels of

education.
Quintile Poorest Quin- Quin-  Quin- Richest Kenya
Quintile  tile2 tile3 tile4  Quin-
tile

Pri- Both 247 252 21.6 18.2 10.2 100

mary  Male 128 129 108 93 51 509
Fe- 11.9 123 10.9 9.0 5.1 49.2
male

Sec- Both 95 59 219 55 272 1000

ondary  jajes 48 92 127 124 36 527
Fe- 47 6.8 9.2 13.1 13.6 474
male

Tertiary  Both 1.9 20 7.0 19.1 70.0 1000
Male 1.9 14 58 56 76.0 62.3
Fe- 0.6 1.2 35 324 37.7
male

AllEdu- Both 174 193 194 20.2 23.7 1000

qtion — pales 91 02 05 10 22 530
Fe- 83 9.1 9.0 9.2 114 470
male

Source: Demery and Gaddis (2009)



The findings show that higher education is generally
accessible to the higher socio-economic groups and
that the cost of education is greatest for tertiary
education, compared with other levels of education.
This means that untargeted education financing
might be enforcing the socio-economic advantage
of the high income groups, and this might worsen
the inequality problems in both higher education
and take up of employment opportunities. Besides,
although primary and secondary education (day)
are by law free from direct school charges, there
are unofficial levies that put financial burdens on
the income-poor households. Moreover, financial
burdens on the poor, which include school fees
and opportunity costs, are increasingly high in
secondary and higher education levels. All these
work to constrain the poor from accessing education
opportunities at the various levels.
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Human Development Index

In 2010, Kenya had a relatively low Human
Development Index (HDI) of 0.47 compared
to South Africa (0.597), Indonesia (0.60) and
Botswana (0.633) (Table 3.16). The respective
indices for Korea (0.877), Chile (0.783), Germany
(0.885) and overall average for countries with high
human development (0.717) are all above 0.70; the
Sub-Saharan average was 0.592.

Table 3.16: Human Development Index, 2005-2010

Figure 3.46: Gross National Income (GNI) per capita PPP 2008, US$ and HDI
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Figure 3.47: Population with at least secondary education (% age 25 and older) and HDI
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2005 2009 2010 due to mineral resource income (mainly diamond)
South Africa 0.587 0594 0.597 that enabled high and sustainable financing of
Kenya 0.443 0.464 0470 infrastructure, education and health; and strong
e 0.443 0463 0467 institutions and reforms instituted in early 1990s to
Nigeria 0.402 0419 0423 curb corruption, which included establishment of
Uganda 0380 0416 0422 an independent Ombudsman’s office.
Tanzania 0.370 0.392 0.398
Sub-Saharan Africa 0366 0384 | 0389 In Figures 3.46 and 3.47, we attempt to assess the
P — e Py py— correlation between HDI on one hand, and GNI
development ' ' : per capita and access to secondary education on
High human 0.692 0712 0717 the other hand. Indeed, HDI increases with an

development
Source: UNDP (2010)

The high HDI for Botswana relative to Kenya can be
attributed to strong institutions and strong economic
growth (UNDP, 2010) relative to other countries
such as Nigeria that have abundant natural resources
but have low economic performance and HDIL
Botswana had the third highest growth rate in gross
national income per capita over the last 30 years,
behind only China and South Korea. This in part was
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increase in economic performance of any country
as measured by the GNI per capita and purchasing
power parity. Countries with low proportions of
populations with secondary education also have low
human development. Thus, for Kenya to produce
the critical mass of human resource required for
attainment of Vision 2030, it is important to address
factors that are constraining access to post-primary
education, besides ensuring sustainable economic
growth accompanied with better standards of living.
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Figure 3.48: Poverty headcount ratio (%) 2005/06-2014
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Poverty Reduction
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Figure 3.50: Poverty depth (%) 2005/06-2014
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et al. (2003) to make poverty projections using the
KIHBS 2005/06. The underlying model asserts that
poverty is a function of growth and inequality. The
growth projections used here are GDP projections
discussed in the macroeconomic section of this
report. We assume that the future Gini coefficient
is the same as for the previous years, that is about
0.41.

Eradicating poverty remains a challenge that the
government cannot ignore (as shown in Figure 3.46).
According to the KIHBS 2005/06, the proportion
of Kenyans living in poverty in 2005/06 was 46 per
cent of approximately 30 million people at the time.
Despite moderate economic growth, the gains in
poverty reduction have been minimal over the past
five years. Between 2005/06 and 2010, the national
poverty rate was projected to have increased to 50.5
per cent in 2009, but instead declined minimally
to 49.5 per cent in 2010. During this period, rural
poverty increased from 49.1 per cent in 2005/06 to
56.0 per cent, the highest ever, but declined slightly
to 54.5 per cent in 2010. Unlike the national poverty
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headcount ratio, urban poverty remained low during
the same period.

On the medium term projections, Figure 3.48 shows
that rural poverty headcount ratio remains high
with very small reductions between 2011 and 2014.
Given the projected economic growth rates, it is
evident that the number of poor people in the rural
population is extremely high compared to the poor
population in the urban areas.

Using population projections from the KTMM, it is
envisaged that despite the decline in the percentage
of the population living in poverty, the absolute
number of the poor in the population will increase
marginally. For instance, between 2011 and 2014,
the number of poor people will increase from 20.3
million to 21.3 million. This means that an additional
one million people will fall into poverty by the
year 2014 (Figure 3.49). The exact number of the
population below the poverty line would very much
depend on the kind of policies and institutions that
will prevail in the economy at that time.




While headcount ratio is a good predictor of the
overall poverty level in the population, it does not
provide any information on how poor the poor are.
For this reason, a different poverty indicator is used
to reveal the intensity (or depth) of poverty. It is
measured as the average income shortfall of the poor
person from the poverty line. The larger the poverty
gap, the poorer the individual. According to Figure
3.50, the poverty depth increased from 16.3 per
cent to 21.0 per cent at the national level, between
2005/06 and 2009. This means that, on average,
the poor in 2005/06 had an expenditure shortfall
of about 16.3 per cent of the poverty line whereas
the poor in 2009 had an expenditure shortfall of
21.0 per cent of the poverty line. According to the
projections, poverty depth will decline to 17.9 per
cent in 2012 and further decline to 16.5 per cent in
2014. However, the absolute number of the poor
population will increase over the years. The rural
estimates worsened to peak at 17.5 and 22.6 per cent,
respectively, during the same period. The projected
reduction in the rural poverty gap during 2011 to

Figure 3.51: Projected poverty severity (%)
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2014 (from20.2% to 16.9% ) implies implementation
of policies beneficial to the poor over the period,
but such reduction is insufficient to lift them out of
poverty. While the urban poverty gap is projected
to decline only marginally during the same period,
it nonetheless remains relatively low. The per capita
cost of eliminating poverty will depend on the
absolute poverty line for the respective years.

The above scenario has the implication that the
envisaged policies for the medium term should be
designed to equitably benefit the poor in rural areas,
where the deprivation is most severe.

Another indicator of poverty that is sensitive to
income disparities among the poor is poverty
severity. It attributes more weight to the poorest of
the poor. Between 2009 and 2014, it is projected
that poverty severity would decline gradually from
a high of 12.9 per cent to 7.1 per cent at the national
level (Figure 3.51).
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As can be seen from Figure 3.51, the rural poverty
severity index is projected to decline from 12.3 to
5.2 per cent over the medium term. These impressive
reductions could be interpreted to mean that anti-
poverty programmes for the period are strongly
pro-poor. Some of these programmes, which have
direct impact on the incomes of the poor, include
the social protection activities that fall under various
ministries within the government. Despite the fact
that these programmes target both rural and urban
areas, the impact on poverty severity differs across
regions. These differences could, to a certain extent,
be attributed to prevailing regional differences in
resource endowments.

3.7.2 Medium Term Prospects for
Education

The education sector has recorded impressive
performance in the last decade following the
expansion in enrolment across all education levels
and improved transition to secondary education.
As indicated earlier, in 2010, the country achieved a
net enrolment rate of 91.4 per cent and 38.4 per cent
for primary and secondary education, respectively.
Primary completion rate was 76.8 per cent, while
transition rate from primary to secondary education
wasrecorded at 66.8 per cent during the same period.
However, the country’s policy target is to increase
primary net enrolment and completion rates to 100
per cent by 201S5; to reduce regional disparities in
access to primary education; to increase primary to
secondary transition rate to 75 per cent by 2012; and
to increase secondary to university transition rate to
over 10 per cent by 2018.

Population 2009 2010 2011 2012 2013 2014
(Ac-
tual)
ECDE (4-5 240 268 275 282 288 295
Years)
Primary 850 860 878 926 974 10.22
(6-13
Years)
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Second- 3.14 320 324 333 343 353
ary (14-17
Years)
ECDE
Public 130 137 142 147 152 1.57
Private 060 0.63 065 0.67 0.70 0.71
Total 190 200 2.07 214 222 229
GER (%) 74 75 75 76 77 78
Primary
Education
Public 8.11 848 885 921 9.61 10.05
Private 083 086 088 090 092 094
Total 894 934 9.73 10.11 1053 10.99
GER (%) 110 109 111 109 108 108
Secondary
Education
Public 139 158 182 201 2.11 217
Private 0.16 0.16 0.17 0.17 0.17 0.18
Total 155 175 199 218 228 234
GER (%) 45 48 61 65 66 66

Source: KIPPRA Estimates based on the Education Simulation and Financial
Projection Model, 2010; 2009 Kenya Population and Housing Census Volume
1C.

Other policy targets include improving quality and
internal efficiency across all education levels by
reducing dropout and repetition; improving adult
literacy; ensuring equitable access to basic and
continuing education; improving quality of physical
facilities in learning institutions; and quality delivery
of science and technology among other higher
education programmes. Strengthening of public
private partnerships, especially at tertiary education
level, is a potential intervention aimed at enabling
the country expand access to higher education.

On the other hand, the expansion in this sector will
depend on the growth in the school age population
over time. For instance, the school age population
aged 4-S years is expected to increase from 2.4
million to about 2.95 million by 2014. Primary
school age population is expected to increase from
8.5 million children to 10.22 million children by
2014, while the secondary school age population
(14-17 years) is expected to rise from 3.14 million in
2009 to about 3.53 million by 2014.



Medium Term Plan Indicator Unit
Output/ Outcome

Reduced under-five Under-five mortality ~ Per 1,000
mortality rate

Reduced maternal Maternal mortality Per 100,000
mortality rate

Increased proportion of ~ Skilled attendantat %

skilled attendant at birth  birth

Immunization coverage  Children under 1 year %

fully immunized

Reduced HIV prevalence  HIV prevalencerate %

Access to HIV health care Patients on ARVs %

services

Reduced Malaria Ratio

incidence

Proportion of
inpatients with
malaria

Target Achievement Remarks
2009/10 2009/10
55 74 Not achieved
254 488 Not achieved
64 43 Not achieved
85 77 Not achieved
6.4 6.3 Achieved
60 56.2 Not achieved. Lack of funds
to upscale
17 16 Almost achieved.

Challenge: High resistance
to Malaria drugs

Source: Ministry of State for Planning, National Development and Vision 2030 (2011)

Taking these policy targets and expected school age
population growth into account, ECDE enrolment is
projected to increase from 1.9 million in 2009 to 2.3
million in 2014. On the other hand, primary school
enrolment is expected to increase from 8.9 million
in 2009 to 10.9 million students in 2014. Secondary
school enrolment is projected at 2.34 million by
2014, up from 1.55 million in 2009 (Table 3.17).

Gross enrolment rates at ECDE, primary and
secondary levels are projected at 78 per cent, 108 per
cent and 66 per cent by 2014, respectively, indicating
the countryis on track towards achieving the national
sector targets. However, there is need to address
regional disparities in the sector and relatively low
transition rates across education levels. Further, the
envisaged expansion calls for substantial investment
(human resource and physical infrastructure) in

MDG Goal No. Target MDG MDG Current
Baseline Goal Estimate
1990 2015
Child health (MDG 4) Prevalence of underweight children < 5 years (%) 325 16.2 11
Reduce IMR/1000 by 2/3 between 1990 and 2015 67.7 25 52
Reduce UMR/1000 by 2/3 between 1990 and 2015 98.9 33 74
Proportion of 1 year olds immunized against Measles 48 920 80
(%)
Maternal, - sexual Reduce MMR/100,000 by 3/4 between 1990 and 2015 590 147 488
reproductive health (MDG 5)
Proportion of births attended by skilled health staff (%) 51 20 47
Coverage of Basic Emergency Obstetric Care (BEOC) N/S 100 24
% WRA receiving family planning commodities N/S 70 43
Disease control (MDG 6) Pregnant women/children<5 sleeping under ITNs (%) N/S 80/80 40/39
TB case detection rate (%) NS 60 47
Treatment completion rates (Smear +ve cases) (%) 75 90 80

Source: WHO Regional Office for Africa (2009)
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the sector and improved efficiency in utilization of
existing resources.

3.7.3 Medium Term Prospects for
Health Outcomes

Despite some good progress in the health indicators
over the last five years, Kenya is still far below the
MDG targets and other local medium term targets.
The targets set in the Medium Term Plan of Kenya
Vision 2030 for the financial year 2009/10 and the
associated achievements are shown in Table 3.18.

The national under-five mortality rate stood at 74
per 1,000 with regional estimates ranging from 51
per 1,000 in Central Province to 121 per 1,000 in
Western and 149 per 1,000 in Nyanza. There has
been considerable decline in child mortality rates
(infant mortality, neonatal and under-five) despite
the disparities. However, the under-five mortality
target for 55 per 1,000 live births set by the sector
for 2009/10 was not met as shown in Table 3.18.

Likewise, other health indicators such as maternal
mortality, skilled birth attendants and immunization
coverage did not change as expected. However, the
target for HIV prevalence reduction was achieved,
whereas targets for access to ARVs and Malaria
incidence reduction were missed by about 0.1 and
1.0 percentage points, respectively.

Table 3.19 shows MDG targets against achievements
for different health indicators. Kenya is still far
below the MDG targets for most of the health
indicators. Declines from high initial levels of
infant mortality are driven mainly by reductions
in the number of post-neonatal deaths (i.e., deaths
occurring between the age of one month and twelve
months). These deaths are more easily averted
by the typical (and relatively inexpensive) child
survival interventions, such as child immunizations
and oral rehydration therapy. However, as the
overall level of infant mortality comes down, further
reductions in infant mortality can only be obtained
via reductions in neonatal mortality. Averting
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neonatal deaths typically requires more expensive

interventions, such as professionally-attended
deliveries, prompt treatment of neonatal infections
(such as pneumonia), and availability of emergency
obstetric care at lower levels of health-care facilities.
Thus, sustained infant mortality reduction becomes
increasingly more difficult and expensive. In Kenya,
more than three quarters of infant deaths now occur
in the first month of life, therefore, future reductions
in infant mortality will have to be driven largely
by reductions in neonatal mortality, which are

considerably more difficult and expensive to attain.

The fifth Millennium Development Goal is to
reduce the maternal mortality rate by 75 per cent
between 1990 and 2015. The 2008-09 KDHS
results show that maternal mortality remains high
in Kenya. A strategy essential to reducing the
high maternal mortality rates is to ensure that all
births are managed by skilled health professionals.
Currently, the proportion of births managed by
health professionals and the proportion delivered
in a health facility are 44 per cent and 43 per cent,
respectively.

The prospects of Kenya attaining the health MDGs
and other national targets are dimmed by a number
of challenges, which include inadequate funding,
low health facility deliveries (despite high antenatal
care coverage), high poverty levels (which adversely
affect health seeking behaviour of the population),
inadequate and uneven distribution of health
personnel (which hampers service delivery), and
inadequate infrastructure.

3.8.1 Conclusion and Synthesis of Key
Issues

The country is experiencing a major demographic
transition. This is evidenced by the rising life
expectancy, improvement in dependency ratio,
declining HIV prevalence, declining mortality rates



and low birth rates. The demographic transition will
have implications on the labour market and location
and nature of demand for goods and services.

The labour market hasbeen dynamicas characterized
by rapid increase in the working age population.
Despite the increase in labour force participation
rates, most of the jobs are being created in the
informal sector, which is characterized by relatively
low productivity and earnings. This has resulted into
the emerging challenge of the working poor. Other
challenges include: high rates of unemployment and
underemployment and skills mismatch.

According to the Global Competitiveness Report
(WEF, 2010), Kenya’s formal labour market is
relatively efficient. This is characterized by high
ranking in cooperation in labour-employer relations,
flexibility in wage determination, hiring and firing
practices, redundancy costs and the extent to which
pay relates to productivity in the formal sector.
Kenya faces challenges in a number of indicators that
would greatly undermine creation of formal jobs.
These include perceptions that the total tax rate is
high, high number of procedures required to start a
business, and a high burden of customs procedures.
Other areas posing a challenge include: payment
of bribes, burdensome government regulations,
business costs of crime and violence, organized
crime, and unethical behaviour of firms.

There are inequalities in access to education at all
levels and low access to post-primary education.
Although the government spends over 7 per cent of
GDP on education, the performance indicators are
unsatisfactory. Access to post-primary education is
low and levels of performance vary across regions,
gender and income groups. The marginalized areas
and urban informal settlements have low education
participation rates, while higher income groups
benefit more from post-primary education relative
to the low income groups. The Gender Inequality
Index (GII), which captures equity across gender
in human resource development in terms of the
three dimensions of human development (health,

empowerment and labour market participation),
shows that the male population is more advantaged
relative to their female counterparts.

There is a weak balance between increased access
to basic education and quality of education service
delivery. In addition, the process of monitoring
education performance and learning is either weak
and/or non-existent at both local and national
levels. The low education attainment levels are also
associated with the evident low health outcomes,
unemployment and high poverty across regions and
among the population.

There is low skills development, low integration
of ICT in learning processes and low innovation.
Tertiary and research institutions are weak in
delivering capital intensive and high technology
skills and focus on soft skills. Uptake of science
and technology disciplines is also low, hence little
innovation.

Although most health outcome indicators improved
during the review period, the mortality rates are still
below the MDG targets. Some of the indicators that
recorded a positive trend include life expectancy,
skilled birth attendance and HIV prevalence rates.
Maternal mortality and under-five mortality rates
improved, but the levels are still below the MDG
targets.

Health
characterized by low public spending and high

sector financing is unsustainable as
donor dependence. The interventions include: real
increases in financial resources for health, additional
health workers and health facilities. The country is
lagging behind in relation to the requirements set by
UN MDGs and the WHO and Abuja Declaration for
health funding. Much remains to be done to lift the
health sector in Kenya to the standards envisioned
in Vision 2030. In order to bring about reasonable
improvements and meet local and international
targets for the health sector, a number of challenges
need to be addressed which include: inadequate
funding to support planned and initiated projects,
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low health facility deliveries despite high antenatal
care (ANC) coverage, high poverty levels (which
affect health seeking behaviour of the population),
inadequate and uneven distribution of health
personnel (which hampers service delivery) and
inadequate infrastructure.

Poverty and regional and income inequalities still
remain a challenge to long-term development of
the economy. In 2010, the poverty incidence was
estimated at 49.5 per cent, having worsened from
45.9 per cent in 2005/06. Inequality is another
aspect that negatively affects both poverty and
growth. This negative relationship extends to
human development indicators as measured by
health, education and living standards. These call
for effective economic growth and redistribution
policies for sustainable development.

3.8.2 Recommendations and Future
Considerations

Effective management of Kenya’s
demographic transition

For Kenya to benefit fromits demographic transition,
there is need to invest in human capital development
including health, education and quality job creation,
especially for the youth.

There is need to create not only more jobs but
also jobs perceived to be of good quality in both
the formal and informal sectors. This can be done
through further enhancing the role of the private
sector, for example, by improving the complex tax
compliance procedures. Other interventions include
skills development for workers with low education
and training levels; addressing unemployment
especially among the youth; deepening skills
development, and ensuring the creation of good
quality jobs in both the formal and informal sectors.
Linking macroeconomic

growth targets to

redistributive  interventions including cluster
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development, addressing unemployment and social
protection programmes targeting the vulnerable
groups in society is critical. Policy suggestions
towards addressing the labour market, health and
education follow:

Labour

i. Creation of good quality jobs in the dynamic
labour force calls for accelerated and sustained
high rates of economic growth and emphasis
on increasing total factor productivity across
all production units. This can be achieved
by reducing the cost of doing business and
keeping political and macroeconomic risks low.
Simplifying registration processes, improving
governance and physical infrastructure, and
curtailing crime should be a top priority for the
government.

ii. Given that agriculture is one of the sectors with
the largest potential for job creation, there is
need for increased investment in irrigation.
Improvements in all forms of infrastructure
such as supply of energy, rehabilitation of roads,
supply of water and provision of other social
amenities can lead to increase in agricultural
productivity and better investment climate for
rural non-farm enterprises. This will create jobs
in rural areas and stem rural-urban migration
and related urban unemployment issues.
Effective implementation of the Constitution
has potential to create jobs at the local level.

iii. Financial assistance programmes are popular
the
unemployed workforce, especially the youth.

interventions aimed at empowering
The Youth Enterprise Development Fund
(YEDF) should consider enhancing systematic
and targeted training as a way of complementing
the funding function. Other interventions
include efficient business support services and
monitoring and evaluation framework for job
creation interventions. The framework will also

enable assessment of the quantity and quality of



jobs being created in all sectors of the economy:
public, private, agriculture, and informal sectors.
Furthermore, an integrated employment and
wealth creation programme for micro and small
enterprises should be implemented.

iv. Institutions such as decentralized labour market
information system and institutionalization
of school-to-work transition mechanisms will
improve the design of employment policies and
programmes for the youth. This will help assess
the relative ease or difficulty of the youth’s
transition from school to work life. It will also
help identify levels of skills needs; perceptions
and aspirations in terms of employment; job
search processes; barriers to entry into the
labour market; and the preference for wage
employment

versus  self-employment and

required interventions.

v. 'The rapid informalization of the labour market
and the economy poses a challenge due to low
productivity, and hence low earnings in some
of the activities. There is need to further reduce
the costs of firm formalization to encourage
informal firms that wish to become formal to
do so if it would enhance their productivity.
Increase in casual workforce is another aspect of
informalization. Employment safety regulations
aimed at protecting workers’ welfare as
recommended in the new labour laws should be
upheld and should cover casual workers while
addressing issues of worker exploitation.

Health

The key issue that needs to be addressed in the
health sector is financing. Adequate financing will
address the other underlying issues of inadequate
and demoralized health workers, inadequate health
infrastructure and medical supplies. In addition,
more resources will be channelled to preventive
care, which will help ease the burden of disease
by improving water and sanitation, among other
preventive measures. If the above issues are

addressed, health outcomes will ultimately improve.

Heath financing, therefore, needs to be addressed

by:

1. Increasing government allocations to the health
sector: As noted from the analysis above,
government allocations to the health sector
fall far below the Abuja Declaration of 15 per
cent of GDP (government allocation is 4.3% of
GDP). Countries with much lower per capita
incomes than Kenya are allocating more to the
health sector.

2. Finding new sources of funds: This could
be done by encouraging and supporting
community health insurance schemes and micro
insurance. This will go a long way in addressing
the problem of access to health services.

3. Earmarked funds: The government could
introduce earmarked taxes going directly
to funding the health sector or specific
interventions in the health sector. Taxes such
as cigarette and beer taxes (commonly referred
to as ‘sin taxes’) could be channelled directly to
financing health sector activities. This is because
consumption of these products sometimes ends
up adding to the burden of disease, and thereby
adding to the financial burden of the health
sector.

4. Strengthen partnerships: There is also need to
enhance private sector participation in funding
of health sector activities. This should be
coordinated and channelled to priority areas
in the health sector. For instance, many private
companies target some activities in the health
sector for their corporate social responsibilities.
This could be coordinated so that the money
is channelled to priority areas in the health
sector. Also, more private players should be
encouraged to come on board. This could then
lead to a collaboration and partnership with the
private sector, whose policies and services have
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an impact on health outcomes with enhanced

joint planning, funding

and monitoring
arrangements.

Education

1.

@

Increasing equity and access for the poor:
Effective government intervention is needed
to ensure equitable access to educational
resources and facilities. This is critical because
the effectiveness of the recent policy reforms in
the sector (such as Free Primary Education and
Free Day Secondary Education) largely depends
on the extent to which the interventions
take account of the needs and circumstances
of regional disparities, the poor and their
involvement in the design and implementation
of the programmes. This could include targeted
policy effort encouraging poorer households
to enrol their children at appropriate levels of
schooling.

Increase access to post-primary education: There
is need for programmes aimed at increasing
transition across levels of education and
expanding access to post-primary education.
These are critical for improvements in human
capital development in the country. Specific
interventions towards addressing internal
efficiency challenges (dropout, repetition and
low transition across levels) include enforcing
the non-repetition policy in schools, and
institutionalizing automatic promotion from
primary to secondary education, while ensuring
that every Kenyan child has access to basic
education and remains in school until they

attain the age of 17 years.

Improving quality of basic education: Ensuring
a balance between increased access to basic
education and high quality of education service
delivery within the free primary and secondary
education schooling programmes is critical. It
is also important to note that improvements in
schooling quality, efficiency and equity depend
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on a nexus of teaching and learning factors.
Schooling and the general formal teaching and
learning environment can also be influenced by
resources, and how individual schools translate
inputs to expected outputs and outcomes.
Enhancing the quality and effectiveness of
management of learning institutions is also
important.

Design technology for assessing and monitoring
education quality at the school level: To help
monitor and sustain continuous improvement
in education, there is need at all levels for
innovative intervention within the context
of decentralization for participatory decision
making. Head teachers, in order to provide
leadership and mobilization of community
support, should be able to assess and implement
corrective measures aimed at improving
education quality of their schools and use the
information in strengthening school strategic

plans.

For instance, improving quality and efficiency
of the teaching and learning processes in
classrooms and schools depends on information
of the actual and feasible teaching and learning
conditions. One approach to building a
supporting information base is to develop
easily quantifiable, identifiable and monitorable
indicators at school level that take into
account the teaching and learning processes.
The indicators should reflect the government
education targets such as adequate facilities,
availability and utilization of instructional
materials, pupil-teacher ratio, class size and
school attendance (teachers and pupils) and
school performance and general learning
achievements. The performance indicators can
then be adapted by counties, school committees,
teachers and other local level management
organs.
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ENDNOTES

12008 is the latest date for statistics on delivery in a
health facility by province from KDHS 2008-09.

2 Data on contraceptive use by province is available only
in KDHS's.

3 Fully immunized include BCG, Measles, and 3 doses
each of DPT and Polio Vaccine (excluding Polio Vaccine
given at birth).

KENYA ECONOMIC REPORT 2011







PAR'T 11

Sectoral Performance

his part provides an analysis of key sectors of the economy,
Tnamely: Infrastructure and Economic Services (Chapter 4),
Tourism (Chapter S), Agriculture (Chapter 6), Wholesale and
Retail Trade (Chapter 7), Micro and Small Enterprises (Chapter 8),
Manufacturing (Chapter 9), Business Process Outsourcing/Offshoring

(Chapter 10), Financial Services (Chapter 11), and Environment and

Natural Resources (Chapter 12).
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4.1 Introduction

Infrastructure and Economic

Services

The term infrastructure refers to the technical
structures that support a society, such as roads, water
supply, sewers, power grids, telecommunications
and so forth. Viewed functionally, infrastructure
facilitates the production of goods and services.
Successful infrastructure development necessitates
appropriate institutional arrangements.

World Concerns indicates that infrastructure is a
basic and a necessary requirement for achievement
of any of the MDGs. The growth of infrastructure
lies in having strong institutions, the right policies,
increased funding, greater efficiency and a
responsible private sector. Inadequate infrastructure
can deter foreign investors. Research shows that
inadequate public infrastructure tends to drive away
foreign investment, while quality infrastructure
attracts private investment. Public infrastructure is
also related to productivity. Congestion, for example,
takes a major economic toll-it slows movement of
goodsandimpactsproductivity. The portofMombasa
is estimated to incur cost of congestion (in terms of
lost time and fuel consumption) of 35 metric tonnes
per day; waiting period immediately translates to

close to US$200,000. Modern infrastructure also
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creates employment opportunities and attracts
skilled knowledge workers, increasing the country’s
growth and competitiveness.

Table 4.1: Infrastructure contribution to GDP (%)

Infrastructure 2007 2008 2009 2010*
National GDP growth 7.1 1.7 2.6 5.6
Electricity and water 1.5 1.21 24 24
« Electricity 0.8 1.5 1.7 1.7
- Water supply 0.6 0.6 0.6 0.7
Construction 3.8 3.8 4.1 43
Transport and 106 10.2 9.8 9.8
communication

«Transport and storage 7.6 7.5 7.2 7.3
« Post and 3.0 2.7 2.6 2.5
telecommunications

Real estate-renting and 53 5.1 4.9 4.8
business services

- Real estate dwellings, 2.7 2.5 2.5 2.4
owner-occupied and

rented

- Real estate-renting and 2.6 2.6 2.5 24
business services

21.2

19.1

Total infrastructure 21.2 213
* Provisional figures

Source: Government of Kenya (2011b)




Infrastructure contribution to GDP rose from 21.2
per cent to 21.3 per cent in 2007 to 2010. The largest
contribution of GDP from infrastructure came from
transport and communication, which stood at a
lower value of 9.8 per cent in 2010 down from 10.6
per cent in 2007 (Table 4.1).

Electricity and water performance increased from
1.S per cent in 2007 to 2.4 per cent in 2010. This
was due to increased demand in energy as a result
of a stable macroeconomic environment and
peace in the country. Conversely, the real estate
sub-sector (which includes dwellings, rented and
owner-occupied as well as real estate-renting and
business services performance) was moderately
stable at 2.7 per cent and 2.6 per cent, respectively,
in 2007 but went to 2.4 per cent in 2010. The post
and telecommunications sub-sector recorded a high
contribution of 3 per cent in 2007, but declined
slightly to 2.4 per cent in 2010. Water supply and
construction stood at 0.7 per cent and 4.3 per cent
in 2010 up from 0.6 per cent and 3.8 per cent in
2007. Water supply had the lowest contribution to
infrastructure.

4.2 Expenditure Review and Policy
Setting

4.2.1 Analysis of Expenditure on
Physical Infrastructure Sectors

An extensive and efficient infrastructure is an
essential driver for growth, competiveness and
overall development of the country. The government
scaled up investments in key infrastructure facilities
covering road network, energy supply and transport
system, and port services. About Ksh 182 billion
(representing 20.1% over the amount allocated in
2009/10) wasallocated towards financingprioritized
infrastructure development countrywide.

Funding of physical infrastructure in the country
is mainly from government and with some support
from donor-funded programmes. Public expenditure
on physical infrastructure has in the past three years

INFRASTRUCTURE AND ECONOMIC SERVICES

increased tremendously. According to the Public
Expenditure Review 2009 (Government of Kenya,
2009), both development and recurrent expenditure
saw huge increases. The development and recurrent
expenditures increased from Ksh 21.84 billion and
Ksh 51 billion in 2007/08, respectively, to over
Ksh 40 billion and Kshs 90 billion, respectively, in
2009/10. This has mainly been driven by massive
investment in road and energy sub-sectors (Table
4.2) and the shift in policy emphasis from recurrent
to development expenditure.

With regard to physical infrastructure expenditure
by sub-sector, the roads sub-sector realized the
highest allocation. Recurrent public expenditure
in roads increased from about Ksh 16.5 billion in
2007/08 to Ksh 21.4 billion in 2009/10, an increase
of 29.3 per cent. In the same period, development
expenditure increased from Ksh 24.6 billion to Ksh
46.4 billion, an increase of 88.7 per cent. This is an
indication that more emphasis has been placed on
roads construction and long-term infrastructure
development than in the earlier years when
recurrent expenditure on roads was prominent due
to increased maintenance costs. Within the same
period, donor-funded roads projects increased from
Ksh 25.5 billion to Ksh 26 billion (increased by
1.8%).

Table 4.2: Analysis of expenditure on physical
infrastructure sectors (Ksh millions)

Year 2007/08 | 2008/09* | 2009/10* | %
Change

Analysis of actual recurrent expenditure

Sub-sectors

Roads 16,567 21,159 21,435 29.4
Transport 1,968 3,214 3,363 70.9
Public 709  3,443.59 3,384 377.3
Works

Housing 1,294 1,716 1,857 43.5
Energy 290 366 372 283
Local Gov- 973 10,547 11,308  1062.2
ernment

Nairobi 37 268 339 816.2
Metropoli-

tan
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Year 2007/08 | 2008/09* | 2009/10* | %
Change

Total 21,838 38,261 40,049 834
Analysis of development expenditure

Sub-sectors

Roads 24,596 42,353 46,437 88.8
Transport 3,244 4,231 2,481 -23.5
Public 1,454 2,597 2,267 55.9
Works

Housing 1,284 2,330 2,066 60.9
Energy 17,704 30,386 31,260 76.6
Local Gov- 2,796 3,517 3,462 23.8
ernment

Nairobi - 2,050 1,690 =
Metropoli-

tan

Total 51,078 88,328 90,449 77.1

Analysis of donor-funded programmes -Physical in-
frastructure

Sub-sec- 2007/08  2008/09* 2009/
tors 2010*
Roads 25,543 25,558 26,000 1.8
Transport 4,789 2,739 1,943 -59.4
Public 115 80 = =
Works
Housing 68 179 176 158.8
Energy 6,775 7,816 8,042 18.7
Local Gov- 101 1,263 1,500 1,385.1
ernment
Nairobi - 50 - -
Metropoli-
tan
Total 37,391 37,685 37,661 0.7
Total 110,307 164,274 168,159 524
Source: Ministry of Finance (2009)
In the transport sub-sector, development

expenditure declined from Ksh 3.2 billion in
2007/08 to Ksh 2.45 billion in 2009/10 (reduced
by 23.5%). Development expenditure in the energy
sub-sector showed tremendous progress, standing at
Ksh 31.2 billion in 2009/10 (76.5% increase) from
Ksh 17.7 billion in 2007/08.

From 2007/08 to 2009/10, public works recurrent
expenditure increased, while that of development
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expenditure and donor-funded programmes
dropped. The recurrent allocations for housing
reduced, while for development expenditure and
donor-funded programmes increased. In the same
period, local government and Nairobi Metropolitan
donor-funded programmes and both recurrent and

development expenditure increased.

4.2.2 Analysis of Resource Allocation
and Utilization in Infrastructure
Sub-sectors

The physical infrastructure sector in Kenya faces
major limitations and inefficiencies. The most typical
and chronic obstacle has been inadequate resource
allocation. This scenario is further complicated
by low absorption rates of the financial resources
allocated to the sector over the years, a fact that can
exact a strong argument against increased budgetary
allocations to such a highly deserving but grossly
underfunded sector.

Analysis of recent recurrent and development
resource requirements and allocation and absorption
rates gives a clearer picture of the shortcomings that
institutions must effectively address. Under the
recurrent resource account, the roads and transport
sub-sectors lead with deficits running into several
billions; Ksh 5.4 billion for roads and Ksh 2.5 billion
for transport in the 2011/12 financial year. The
development resource account displays a different
picture with the highest deficits ranging from Ksh
8 billion to over Ksh 20 billion in the energy, local
government and housing development sub-sectors.
These are also the sub-sectors experiencing very
high unmet infrastructure demand. Less than 20 per
cent of Kenyans have access to electricity and the
unmet housing demand exceeds 100,000 units per
year. Tables 4.3, 4.4. and 4.5 show the most recent
estimates from the Medium Term Expenditure
Framework (MTEEF).




Table 4.3:Analysis of recurrent resource requirements vs
allocation (Ksh millions)

Sub- Esti- Requirements Vs Allocation
sector s /mates Require- Alloca- Variance

2010/11  pent- tion-

2011/12 2011/12

Roads 25,548 31,040 25,646 -5,394.0
Trans- 4,430 6,357 3,816 -2,541.0
port
Public 1,470.72 1,827 1,519.04 -308.0
Works
Housing 977.8 2,170 1,702 -468.0
Energy 2,283.29 2,682.87 2,381 -301.9
Local 13,201 15,135 14,243 -892.0
Govt.
Nairobi 319 580 334 -246.0
Metro
Total 48,229.81 59,791.87 49,641.04 -10,150.83

Source: Government of Kenya (2011a)

Table 4.4:Analysis of development resource requirements
vs allocation (Ksh millions)

Estimates

2010/11

Require- Alloca- Vari-
ment tion ance
2011/12 2011/12
Roads 79,194 87,276 81,299 -5,977
Trans- 7,213 13,378 9,255 -4,123
port
Public 5,051.9 9,561 6,052 -3,509
Works
Hous- 2,982 11,045 2,782 -8,263
ing
Energy 34,072.85 65,448.38 44,880 -20,568
Local 5,799 17,865 4,486 -13,379
Govt
Nairobi 1,158 9,132 1,558 -7,574
Metro

otal_| 13547075 | 21370538 | 150312 | 63,393

Source: Government of Kenya (2011a)

Analysis of recurrent and development expenditure
from 2007/08 to 2009/10 exposes the low level
of budget execution, especially in the roads and
transport sub-sectors. Underlying these poor
results are causes that can be traced back to failures
in the institutional environment. There has been
general under-<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>