

















CHAPTER 1—PROGRESS, PROBLEMS AND STRATEGY

I.1. Since Independence in 1963, Kenya has made substantial progress
towards the long term objectives adopted by KANU, the Government, and
the nation. These objectives have been clearly stated in the Constitution, the
several KANU Manifestoes, numerous addresses by the late President, Mzee
Jomo Kenyatta, and H.E. the President, Hon. Daniel arap Moi, the three
preceding development plans, and Sessional Paper No. 10 of 1965 entitled
“African Socialism and Its Application to Planning in Kenya”. They include
political equality, religious freedom, social justice, freedom from want,
ignorance and disease, human dignity including freedom of conscience, equal
opportunity for all citizens, and high and growing per capita income equitably
distributed.

1.2. In order to marshal the nation’s resources in the pursuit of these
objectives, the Government has adopted four basic principles which define
the nature of the development process in Kenya. They are:—

(i) Widespread Participation.—All Kenyans are expected to participate in
the development process. Creating and dispersing opportunities for
such participation is a major aim of development strategy.

(ii) Diversity of Organizational Forms and Incentives.—A variety of forms
of ownership and modes of operation is essential to the promotion of
participation and efficiency. The conduct of economic and social affairs
may be organized by individuals, companies, co-operatives, statutory
boards and corporations, voluntary agencies, and the state. The critical
question is the effectiveness of the organizational form in advancing
the economic and social objectives of development.

(iii) Government Participation.—The Government will play a decisive and
leading role in initiating and directing development. It will also parti-
cipate directly in the promotion and profits of strategic economic
activities, such as the production and distribution of critical farm
inputs, leading export industries, selected import substitution efforts,
and important agricultural processing developments, provided that
highest standards of efficiency are maintained.

(iv) Mutual Social Responsibility.—Deriving from the African family
tradition, a sense of mutual social responsibility will be actively
promoted among all economic agencies. Competition and diffusion of

o~ ownership will be encouraged in order to limit profits, exploitation and

concentration of economic power, and to enhance efficiency. Com-
munity initiatives, as exemplified by the Harambee movement, are
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ANNUAL FLUCTUATIONS IN GDP (REAL), GDP PER CAPITA AND
POPULATION PROJECTIONS GROWTH RATES, 1964-1977
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1.32. One class of industrial products which is likely to remain more
expensive for us to import is capital equipment. The immediate effect will
be to reduce the rate of capital formation. But with an appropriate wages
policy, described in Chapter 2, the higher cost of capital will induce both
the public and private sectors to reduce costs by using more labour and
domestic material and equipment in place of some of the capital equipment
now imported. Moreover, those industries that now produce mainly with
domestic materials and labour will become more profitable and be induced
to expand more rapidly than those that are heavily capital intensive and
dependent on imported materials. Finally, the higher cost of importing capital
goods will stimulate the development and expansion of selected capital equip-
ment industries in Kenya. These effects will be favourable to the expansion
of domestic output and employment.

1.33. While developments such as these will help to redress the balance of
payments and at the same time increase self-reliance, the Government itself
will assist directly by limiting its borrowing from the Central Bank. As a
consequence, under normal circumstances, the growth of Government expendi-
tures will adhere closely to the growth in revenues, including foreign aid and
long-term borrowing. In order to achieve the Government’s objectives over
the planning period, Ministries will seek economies in their operations and
improvements in managerial efficiency. The moderate rate of growth in
Government expenditure and the limited resort to Central Bank borrowing
will ensure that the volume of credit available to the private sector will be
sufficient to sustain substantial growth.

1.34. The transition from a community of three nations to a larger sub-
Regional Community will take considerable time. It is a goal toward which
Kenya is actively working. In the meanwhile, Kenya’s industry and agri-
culture face the challenging tasks of increasing the efficiency of their opera-
tions, diversifying their sources of supply and assuming a more competitive
and energetic posture in a larger number of international markets. The
promotion of tourism will also be pressed more vigorously over the planning
period.

1.35. These examples indicate that new constraints also represent new
opportunities. The strategy for development in this Plan and the policies for
its implementation as outlined in the next chapter are intended to build on
these opportunities and to ensure that future development has firm roots in
Kenya’s own resources, while at the same time confronting the second gene-
ration problems that require attention.

The Strategy for Development

1.36. Poverty has several dimensions. Inadequate income is the most
obvious one. The Integrated Rural Survey of 1977 discloses that 41 per cent
of families engaged in smallholder agriculture—a group that represents about
80 per cent of Kenya’s total population—had incomes, including subsistence
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Employment Policies

2.58. Table 2.1 indicates the present state of productive work opportunities
and how they are expected to grow over the plan period. The population
of productive age, those of both sexes who are aged 15-59 inclusive, is
expected to grow at 3.5 per cent per annum. Furthermore, as a result of the

ProDUCTIVE WORK TARGETS

Table 2.1
Annual | AVERAGE ANNUAL
Percent- INCREASE
1976 1978 1983 age 1978-83

Reported | Estimated| Target | Increase
1976-83 | Number Shoare

'000’s *000’s ’000’s ’000’s %

Labour Force:
1. Population of Produc-

tive Age (15-59) .. 6,600 7,070 8,400 35 266
2. Labour Force (85%)! 5,610 6,000 7,140 35 | 228
Employment:
3. Modern Sectorz .. 915 1,000 1,250 46 SO 222
4. Small Scale Agri.3 .. 2,665 2,810 3,210 27 80 356
5. Pastoralists .. .. 390 410 470 27 12 53
6. Rural Non-Farm¢ .. 990 1,100 1,460 57 72 320
7. Urban Informals .. 125 140 195 6-5 11 49
8. TotAL EMPLOYMENT 5,085 5,460 6,585 3-8 225 100-0
9. Residual (Row 2 less

Row 8)6 .. .. 525 540 555 0-1
10. Residual as per cent

of Labour Force .. 9-4 90 7-8 i

!-The labour force estimate excludes those of working age who are handicapped and
unable to work, those who are attending school, and those who do not seek work.
It includes those under the age of 15 and over the age of 59 who are actively engaged
in productive work.

% Modern sector employment projections will increase as a result of the Government’s
decision to increase modern sector employment by 10 per cent during the 1979
calendar year.

3 The man-hours employed in agriculture as given in Chapter 6 divided by 2,000 hours
to convert to equivalent man-years. This figure, 3,250,000, has been reduced by
195,000, the number of workers in large-scale agriculture subsumed in row 3, and
390,000, the number reported in row 5.

¢ This figure is based on a study by Thorbeck and Crawford. They estimate off-farm
rural employment at 1,200,000 in 1976. From this has been deducted 210,000 re-
presenting an estimate of the number employed as casual workers on small-scale
farms and included in row 4. ;

> The figure reported in the Economic Survey 1978 for Nairobi and Mombasa raised
on a population-weighted basis to cover all urban areas.
% The residual includes those who are openly unemployed and the number representing

underemployment.
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Government’s decision to increase modern sector employment by 10 per
cent during 1979, employment projections contained in the above table will
increase to that extent. The age of 15 is taken as the entry point into labour
force because primary education ends at the age of 14 years. But all of those
in this age group (15-59 years) will not be actively seeking work and hence
are not included in the labour force. There will be some attending school and
the University, others will be handicapped to such an extent that they are
unable to work, and some mainly married women living in urban areas, will
not want jobs. Secondly, some under the age of 15 and over the age of 59
are actively engaged in productive work. Taking these factors into account,
the actual labour force is estimated to be 85 per cent of the population of
productive age; it will also grow at 3.5 per cent per annum.

. 2.59. Total productive work opportunities will grow at a slightly faster
rate if the plan targets are achieved, namely at 3.8 per cent. Hence, the
residual will decline significantly as a percentage of the labour force over
the planning period from 9.0 to 7.8 per cent. The residual is not, however,
a clearly defined group of people. It includes those who are openly un-
employed and the man-years equivalent to the time for which many people
are underemployed throughout the year or seasonally. The residual is there-
fore a composite number and its components cannot be identified.

2.60. The relatively small size of the residual does suggest, however, that
the problem of open unemployment, visible as it is in the urban areas and
among school-leavers, is of smaller magnitude than the problem of the
working poor, those who work, often very hard and for long hours, for very
little income. Hence, the most serious employment problem, indeed, the most
serious development problem, is that of the working poor. The number of
families estimated to be in this category, i.e. those households with incomes
of less than Sh. 3,000 per year, was 1,404,000 and included the following
groups:—

Number of Average Household

Families Income (Sh.)
Small farms (less than Sh. 2,200) ... 618,500 1,650
Landless and squatters ... 410,000 2,250
Pastoralists e . o 195,000 2,000
The handicapped adults ... 140,000 1,500
Urban poor 40,500 2,400
o o o
1,404,000 1,880

These families have a total population of 6,703,000 which is 49 per cent of
the nation’s total population. The groups include nearly all of the rural
landless and squatters and pastoralists and nearly 40 per cent of small farm
families. Clearly, increasing employment opportunities for those who are
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2.199. The Dcvelopment objective of the current Plan is to shift develop-
ment from the urban to the rural areas where the majority of the population

élives. The Government expects commercial banks to help in this task by

(

-channelling some of their surplus savings into the development of rural
areas instead of transmitting them to urban areas where 'they -are used
mainly for financing trade. Commercial banks which are purely urban centred
in this country should not expect the authorities to look at their activities
with favour during the plan period. In this respect, commercial banks will,
in future, be allowed to open one branch in the urban areas for every one
branch they open outside Nairobi and Mombasa or any other centre where
the Central Bank opens a branch. Commercial banks will be required to
onlend a substantial amount of the deposits they collect in those rural areas
where these are mobilized.

2.200. A sophisticated and growing financial system needs qualified man-
power. But the country has a big gap in the facilities for the professional
education and training of personnel working in the financial institutions. To
ensure competent staff and requisite expertise, an Institute of Banking and
Finance will be established in this country during the plan period and will
be financed from a training levy. “~

2.201. In conformity with Kenya policy of mixed economy, the Govern-
ment will continue to participate in the two large banks already wholly owned.
Every encouragement will however be given towards local participation in
the ownership of foreign banks operating in this country.

- 2.202. The Government will extend its facilities towards the rural areas
and will seek ways to make savings more attractive to those in the middle
and lower income groups wherever located. In this respect, the Kenya
Post Office Savings Bank has introduced Premium Savings Bonds which are
available through specified branches of the Post Office and branches of many
commercial banks. These are available in denominations as small as Sh. 10.
In lieu of interest, the bonds participate in monthly drawings for prizes. Early
in the planning period three other savings schemes will be introduced, one
of them being a save-as-you-earn arrangement. These cfforts should stimulate
savings among the lower income groups in many parts of the country.

2.203. The Government will need significant amounts of imports in the
course of implementing its development projects during the plan period as
indicated in the forward budget. It will thus need foreign exchange for
financing these imports.: The Government will prepare in its annual budget
exercise a foreign exchange budget showing detailed breakdown by ministries
of exchange requirements. These requlrements w111 be communicated well
in advance to the Central Bank. - : :
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2.204. Monetary policy in Kenya is largely implemented on the basis of
the liquid assets ratio (defined as cash, balances at the Central Bank, Treasury
Bills and net positive inter-bank balances in Kenya and overseas) to net
deposit liabilities. That is, banks and private non-bank financial institutions
are required to maintain specifically designated liquid assets (equal at present
to 18 per cent for banks and 20 per cent for non-bank financial institutions)..
The monetary authorities have already modified the use of this monetary
instrument by adopting a variable cash reserve ratio as part of the liquid

assets ratio. The proportion of the cash ratio will be increased gradually in
future.

2.205. The high rate of growth which the Kenyan economy has experi-
enced in the recent past was funded by a very high level of investment; total
capital formation as a percentage of GDP increased on average by around
20 per cent for the period 1964 to 1972. By 1975 and 1976, this ratio had
reached about 25 per cent.

2.206. A part of this investment was financed by foreign borrowing, but
the major part was financed from domestic savings. Reinvestment of earnings
accounted for a large part of this saving and other personal saving (largely
through the financial system) was also important. The official sector (largely
the Kenya Government directly) was an important saver in the first decade,
when it accounted on average for 13 per cent of total community savings.
This ratio has been falling in recent years.

2.207. Corporate savings form a major part of development finance in this
country and a return of 20 per cent on invested capital is considered worth-
while world wide and attempts to distribute profits above that figure will not
be viewed favourably by the Government. Companies operating in developing

countries like Kenya are expected to plough back profits for increased
production.

2.208. The Nairobi Stock Exchange has served as a channel of capital
transfers for the domestic economy during the duration of the last two plan
periods and its importance will undoubtedly increase rapidly during the next
plan period as it reflects developments in the Kenyan economy. Activity on
the stock exchange market has grown steadily over the years and during the
1977/78 financial year, the number of shares traded amounted to K£635,000,
compared with K£465,000 during the previous year.

2.209. The market for Government stocks has developed into a principal
source of domestic finance for the Central Government with annual issues
ranging from K£9 million in 1969/70 to K£73.5 million in 1977/78. Total
Government stocks outstanding have increased from K£47.8 million in June
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