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It is the ambition of the Kenyan Government that every Kenyan should
benefit fully from the fruits of independence and be able to face the funrre
with the confidence that the quality of life will improve. The levels of
poverty and deprivation that still afflicl our nation belie this ambition.
The majority of our population in both the rural areas and towns face a
daily struggle to earn enough to provide for their day-to-day needs. In
such circumstances they look forward to a better life for themselves and
their children and hope that the Kenya of the next generation provides
them the chance to prosper. If these dreams are to be realized we must
achieve the vision that is the goal of this Sessional Paper - to bring about
sustained economic growth and rapid employment generation through
industrialization.

The task ahead is daunting but achievable. To transform Kenya into a
prosperous industrial nation will require a clear vision, commitment, and
a renewed spirit of Harambee from every single citizen. As a country,
we must look outward to our neighbours and the world both to seek
opportunities for our enterprises and to invite others to participate in
building our economy. We cannot create a future if we turn our backs on
the challenges of international trade and commerce. To meet these
challenges we must build a unity of purpose through partnership and
universal participation. As this Sessional Paper makes clear, Government
has a vital role to play but its efforts must be matched and even surpassed
by private sector entrepreneurs, managers, technicians and workers.
Together we must build an industrial culture that nurnrres entrepreneurship
and rewards enterprise and hard work.

The function of government in the industrialization process is to support
and facilitate private enterprise. This will be done through: establishing
a conducive policy environment; sound macro-economic management;
maintaining the rule of law together with social and political stability;
investing in physical infrastructure and human resource development;
guarding against human exploitation and environmental degradation; and,
pursuing Kenya's interests in international agreements and relationships.
It will require all Government Ministries and Departments to work
towards the achievement of this goal.
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It is the private sector that must seize the oppornrnities and take the

initiative to invest in productive enterprises to create jobs and a

competitive industrial sector. A true and equal partnership is the only

way forward. In this regard the establishment of an independent forum,

thsNational Industrial Development council, where the private sector and

Government can meet will soon be established.

This Sessional Paper maps out a strategy for Kenya's industrialization

process and the part that Government must play in its implementation.

The Government is totally committed to fulfilling its role and providing

the supportive environment within which the private sector can flourish.

Above 
"ll "1t., 

Government must ensure enhanced stability, security and

confidence for those that invest and those that wish to save for future

investments, for entrepreneurs and workers and for Kenyans and

foreigners wishing to do business in this country. This will call for stable

and well considered macroeconomic management and predictable policies

that are uniformly, efficiently and fairly applied.

The policy environment envisaged in this Paper must be turned into a
realiiy and facilitated by a Civil Service that is effective and without bias

or favour. We cannot allow inefficiency, incompetence and comrption if
we are to successfully build confidence in our economy. To build

confidence takes time, energy and enlightenment but the same can be

destroyed in a single act of foolishness or mismanagement. On behalf of
the Government, I state quite categorically that the policies laid out

hereinafter will be implemented consistently and for the benefit of all.

The Industrial transformation envisaged will not take place unless the

Kenyan people nurture an industrial culture and a reward system that

cherishes devotedness, honesty, hard work, discipline and sacrifice. All
Kenyans must work hard to build the nation, increase productivity and

prosperity and promote patriotism and nationalism among themselves.

Only then will our nation grow in strenfth, both socially and economically

and thus reduce poverty and raise standards of living. All should have

one objective - to work to build the nation in order to strengthen our
position in the world.
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Finally, I wish to stress the fundamental need to turn the written policies
of this Sessional Paper into actions on the ground. Too often in the past

sound policies have failed because of lack of commitment towards
implementation. The topic of implementation is repeatedly referred to
throughout the document. It calls for the necessary steps to be taken,
immediately, to ensure thorough and speedy implementation. Regular
progress reports will be made to the Presidential Economic Commission
(PEC) and actions instigated if implementation appears to falter because

the issues at hand are critically important to the future well-being of the
nation and must be addressed with vigour, discipline and unity of purpose.

JOSHUA M.ANGATIA, E.G.H., M.P.,
MINISTER FOR COMMERCE AND INDUSTRY.
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CHAPIER T
INTRODUCTION AND BACKGROI.JND

1.1 Introduction

l.l,l rhe major purpose of this sessional paper is to set-out national
policies and strategies that will lay the foundation for the structural
transformation required to enable Kenya join the league of Nartty
Indtutialized coururies by the year 2020. 'ihe policies articulated here
are firmly rooted n sessiotut paper No I o1leel on Recovery and
sustainable Developmcnt to the year ziltL, which providea a
comprehensive framework for the rapid restoration of sustainable
economic development in Kenya.

1.1.2 The economic policy environment that exists today, and provides
the context for this sessionar paper, can be traced back to the sessionar
Paper No 1 of I9E6 on Economic Management for Renewed Growth.
Thl document represented a major *.t".stied in Kinya's macroeconomicpolicy orientation. It introduced an economic adjusunent programme
designed to: estabrish a market-based incentive ryrt .; ,.rorrn the rore of
Government and the public sector; and, put in prace poii.i", that would
lead to rapid deveropment with equitablq wearth distribution. ertnougtr
the 1986 Scssionar paper emphasized the read rore of agriculture and rural
development, it made clear that industrialization was i't y objective. Itput forward a dual approach that remains valid today when it stated
"Government's strategy for industrialization must .on 

"nt 
arc on two

approaches. First, the domestic market for manufactured goods must beexpanded markedry. lnond, Kenya's industry must be restructured tobecome much more efficient and cipable of eiporting-r*, profitably
and competing against imported gooar with modir.rc [ri*.tion',.
1.1.3 Kenya has a relatively large manufacturing and industrial service
sector whose share of Gross Domestic product tcbpl has increasea verylittle over the past two decades. The sector has not been dynamic enough
to function as "an engine of growth" for the whole economy and has notcontributed significantly to foreign exchange earnings- The sector hasbeen inward-looking with limited-technological progrls and reflects past
import-substitution policy orientations. uoievei, tL p.r, oecade has seen
a rcmarkable reform of the poticy environment under which the 

".ono.y
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operates and, despite the economic downturn experienced in the early

t^990s, there is every reason for believing that Kenya now stands poised

for accelerated economic growth'

1.2 WhY KenYa Must Industrialize

1.2.1 Historical experience indicates that the Kenyan economy has

enjoyed periods of great advances, but also suffered disheartening

oo*"to.n . Incidences of poverty and unemployment, meagre foreign

exchange earnings from exports of her primary products mainly

agriculirral produce, have culminated in the scenario of unfavourable

bilance of payments and low per capita income. It is estimated that some

43 per ..ni of Kenya's popuiation live below the poverty line. In 1995

the per capita Gross Domistic Product (GDP) stood at only U'S'$ 275'

and the economic growth was inadequate in terms of absorbing the

growing labour force.

1.2.2 Despite the fact that Kenya has been one of the few countries in

sub-saharan Afti". to experience a decline in fertility rate from 7 '9 pet

cent in 1981 to 5.4 per cent in 1991, the unemployment problem has

continued to prevail with the labour force growing at a faster rate of 4'0

per cent annually. consequently, lack of productive employment

oppornrnities resuited in a fail in real wages by about one third in all

sectors of the economy. In addition, the population pressure on th1

agricultural land and the associated decline in individual holdings resulted

in low and decreasing productivity.

1.2.3 It is against this background that Kenya has to face up to the

enormous .*ploy..nt chatlenge of the next century. For near full

employment 6 be aihieved during the period 1997-2020, employment

growth must average 4.3 per cent annually. This is in sharp contrast to

historical annual eriptoymint growth rates of 3 per cent in 1963-1986 and

just over 2 per ..nt in the iast decade. The need to almost double

Lmployment growth rates calls for renewed determination to implement

laboui intensive development strategy. The government recognizes that

jobs can only be createdand sustained through encouragement of efficient

industries which are internationally competitive through utilization of the

latest technology. In order to cope with these challenges, the economy

will be expectid to grow at between 8-10 per cent per annum for along
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period of time while industry is projected to increase its growth rate from
the current 5 per cent to 15 per cent by the year zo2o. This definitely
calls for enhanced industrialisation which is achievable tf^rr.,roh th-
adoption of new integrated strategy in which market-driven dev;ropment
is combined with careful capacity building and strengthening or tn.
institutional framework.

| 2.4 It is the goal of this Sessional paper to provide 4 framework of
Government policies that will stimulate economic growth and employment
through the expansion of the industrial sector. With arable land ind other
constraints limiting the capacity of the agricultural sector to absorb
existing and future employment demand, it is essential that non_farm
sectors of the economy provide alternative opportunities for employment
and wealth creation. The immediate challenge is to build firm business
confidence and take direct and indirect actions that will support the private
sector in its operations. Macroeconomic balance, under conditions of a
free fi,ancial system and liberalized external flows, will be the starting
point for reasserting this confidence. Furthermore. only when all citizens
are given equal opportunity to contribute to and benefit from economic
development will the nation become committed to the maintenance of
peace and stability. Government will ensure that a positive policy
environment is created and maintained to encourage private investment
from both domestic and fbreign sources.

1.2.5 It is only through rapid and sustained economic growth that the
national wealth can be created and thus increased employment and
incomes and viabie enterprises. These will, in turn, provide the resources
to support measures to alleviate poverty, protect vulnerable groups and
provide rising standards of living for our people. Thus, industrialization
is not an end in itself but a means to accelerate the Country,s economic
development. In order to achieve economic "take-off", Kenya must utilize
the full potential of her resources to broaden the economy and to generate
a vibrant industrial.sector based on primary processing, manufacturing,
commerce and services. Historical experience throughout the world has
shown that Kenya's objective of achieving rapid and sustained growth
cannot be achieved in the absence of industrialization. This has also been
the case with all successful Newly Industrialised countries (NICs) such as
those of south East Asia.
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1.3 The Role of Government

1.3.1 The transformation required in Kenya will not come about as a

result of direct public investment and action alone' Government's role

will be to provide an enabling policy environment, namely, providing and

maintaining essential infrastructure, investing in human resource

development and basic welfare, and, when necessary, guarding against

human exploitation and environmental degrddation'

1.3.2 In addition to the sectoral policy issues and support services

enumerated in this Sessional Paper, Government will continue to do the

following:-

. maintain a stable political and economic climate that

generates business confidence, protects property rights and

upholdstheruleoflawandadministrationofjustice;
o piovide administrative and social services, such as

education and training, and health where the private sector

is unable to provide an acceptable standard of service.

where possible, beneficiaries of such social services will
becalledupontocontributetowardstheirprovision;

o provide and maintain the basic infrastructure at reasonable

cost to consumers. lnvolvement of private Sector operators

in the provision and management of infrastructure will be

encouraged;
o play a catalytic role, when necessary, to ensure a

continuous flow of new investors into the country. In

pursuanceofthis,specificpolicies,programmesand
projects will be designed to create inter-industry linkages,

development of small scale industries through linkages,

subcontracting,andentrepreneurshipdevelopment;and'
o enhance the participation of civil groups and private sector

organizations including decision making process by

encouraging regular dialogue e'g' through the Kenya

lnstitute of Public Policy Research and Analysis

(KIPPRA).

1.3.3 In order to create the necessary conditions for the implementation

of the policies articulated here, the current reforms of the civil service, to
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strengthen implementation capacities and induce efficiency, will be carried
through. A comprehensive review of government structure and operational
procedures with a view to dismantling outdated practices and modernizing
the remaining ones will be completed. The down-sizing of the civii
service introduced under the Civil Service Reform programme will be
intensified and remuneration for technical and professional officers be
improved as public financial resources permit. Productivity in the civil
service and other public sector institutions will be promoid by setting
clear guidelines of appointrnent and promotions based on technical
competence and experience. Clear responsibilities and lines of authority
will be established in order to ensure speedy and efficient implementation
of strategies articulated in this Sessional paper.

1.3 -4 If Kenya is to emulate the achievements of the countries that have
generated rapid growth over the last two or three decades, for example the
renown East Asia "Tigers" or more recently Malaysia; Thailand; and
Indonesia, then a fundamental restructuring of the economy will have to
take place. Kenya cannot replicate the policies and achievements of those
countries that are described as "newly industrialized" as its resource base,
geographical location and its adjustment to the global economic situation
existing today is different. However, as will be described later, there is
much we can learn from their varying experiences. Apart from the pivotal
roles of the private sector, supported by a conducive public policy and
investment, the common fundamentals apparent in all Newly lnoustriitisea
countries (NIC) have been: (l) the achievement of macroeconomic
balance; (2) maximizing the utilization of natural and human resources;
(3) realistic and flexible currency exchange rates; (4) liberalized and
efficient capital and credit markets; (5) attracting long term foreign
investment; (6) efficiency and flexibility in the utilization of factors of
production; and (7) development of a strong Industrial Research and
Development capacity through increased resource allocation to the
National Research and Development Institutions. Overreaching all of these
was longstanding political and economic stability that provid.d long t..,
consistency and created confidence.

1.4 The Role of the hivate Sector

1.4.1 It is the private sector that must seize the opportunities and take the
initiative to provide the investment in proc.ssirrg, manufacturing and
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service industries, to obtain appropriate technologies and develop efficient

production that will bring about a competitive and export orientated
^industrial 

segtor. This Sessional Paper represents the first step in forging

a new partnership between the public and private sectors that is so

essentiai if Kenya is to achieve rapid and sustained economic growth'

1.5 EffectivelmPlementation

1.5.1 To achieve the national goal of industrial transformation, it is

imperative that determined and sustained actions are taken to implement

the industrialization policy framework articulated in this paper' Two

levels of Government action are required:
o at the policy level further work is necessary to, firstly, firm

up and detail policies and' secondly, to put them into

action. This requires follow up action from the Ministries

andGovernmentagenciesimmediatelyresponsible;and,
o many sectoral and sub-sectoral policies must be further

developed to create specific programmes and proiects tn

order to bring about full implementation' Such

programming will be carried out through medium and short

term plans and financing arrangements'

Both levels of implementation must be time-bound, that is a predetermined

timetable should be in place together with specified targets, so that

implementation can be managed and monitored'

1.5.2 Coordination of the many Ministries and agencies that must be

actively involved in bringing about our industrial transformation is

absoluiely essential. Furthermore, monitoring and periodic reviews of

policies ind implementation programmes must be rigorously undertaken

ind, if required, corrective actions speedily put in place. These two

critical ,"q,ri..ments demand the establishment of an authoritative body to

spearhead Government's participation in the industrialization process.

Such a body must also be able to coordrnate the implementation of policies

and actions in the private sector. For this reason a National Industrial

Development Council (NIDC), to be cliscussed later at Chapter 4, will be

established composed of public and private sector representatives. It will

be the ..rpontibility of the NIDC to direct the implementation of

Strategies laid out in this Paper and to recommend necessary changes or

amendment to Policies.
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1.5.3 The NIDC will liaise on a day-to-day basis with technical
Ministries to provide coordination and informaiion interflows. It will
establish monitoring systems to track implementation based on quantitative
targets set out in National Development plans and Budgets. Responsibility
for undertaking policy review wiil be passed to KIppRA which has been
established.

1.5.4 The implementation of industrialization strategies will require
numerous publicly financed programmes and projecls. Given that
financial resources will be severely constrained, ui l.rrt over the medium
term, it is essential that only highly effective and efficient projects that
respond to priority tasks are implemented. The annual public Investment
Programme (PIP) exercise will be used to select and prioritise all public
capital investments. The project Management Department (pMD), within
the office of the vice president and Ministry oi pranning and Nationar
Development (ovp&MpND), wilr continue to be responsibre for
coordinating the preparation of the plp but will be given th. n"..rru.y
authority to appraise all project proposals and demand revision and
redesign where proposals do not conform to agreed plans of action or are
unsatisfactorily designed. The pMD will work ctoslty with the Ministry
of Finance to match resources to projects and identify additional sourcesof finance. Hence, ail projects *itt u. appraised by ovp&MpND while
approval will be made jointly by ovp&MpND ind MoF and all the
necessary authority will be given to the OVP&MPND to fulfil this
mandate.

1 
5 5_ Regular progress reports on implementation will be submitted tothe cabinet. This is an indication of the importance of industrial

transformation to the furure of Kenya. As such the full authority of
Government wilr be focused upon the progress of timery imprementation.
Immediate and decisive action by the t igtirt authority in ttre land wilr beinstigated should implementation falter.

I : 6 As is emphasized throughout this Sessionar paper, Kenya,s goal of
industrialization will onry be achieved through a new^spirit of partnership
between Government and the private sector. However, cooperation and
coordination needs to be widened and deepened to bring about trust and
confidence among ail actors in the country's economic i'everopment.
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For its part, Government will ensure political and social stability and

consistency in economic policy, given that these are essential prerequisites

for the implementation or- rapia and sustained economic growth'

Government will be more ,rrponiiu. to the needs of the private sector and

U. pr.pur.d to take .".Son.bl. and timely actions to facilitate private

enterprise.
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CHAPTER 2:
THE KENYAN INDUSTRIAL SETTING

2.1 The Economy: Past Experience and Future Prospects

2.1.I Since independence the Kenyan economy has experienced a

number of cycles of growth followed by downturns and stagnation.
Immediately after independence the economy registered GDP growth
averaging 6.5 per cent between 1964 and 1971. The oil shocks of the
early 1970s, the collapse of the East African Community and other
external factors caused a marked slowdown in growth in this decade, other
than the "coffee-boom"-induced growth in 1976 and 1977 . The economy
stabilized in the 1980s with GDP growth around 5% being recorded,
except in the 1984 drought year. However, in 1989 growth started to
decline as a result of poor weather, regional conflicts and an influx of
refugees, a global recession that lowered demand for Kenya's traditional
exports, coupled with short term dislocations caused by structural
adjustment, and inadequate macroeconomic management and political
uncertainty. GDP growth in 1990 was 4.3%,23% in 1991,0.5% in
1992 and a marginal 0.2% in 1993. A combination of improved weather,
the favourable impact of economic liberalization and the emergence of the
global economy from recession led to a much improved GDP of 3% in
1994 and 4.9% in 1995 and predictions that furure growth will accelerate
to 6-7 %.

2.1.2 Key indicators of the performance of the economy are the growth
and the sectoral composition of GDP. There exist three broad sectors of
the economy: Agricultural Industry (subdivided into manufacturing and the
rest of industry); and Services (with the government component isolated).
GDP perforrnance and sectoral composition since 1972 are produced as

Table 2.I and Table 2.2below.
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SECTOR t972-76 1977 -80 1981-85 1986-90 t99t-94

Agriculture 3.1 4.2 2.8 4.2 -l 1

Manutacturing 9.6 10.3 3.8 5.7 2.2

Rest of Industry - 1.6 7.7 1.5 4.0 -1.2

Total Servrce
(Private &
Public)

3.7 6.4 4.4 5.4 30

Public Services 6.7 6.0 4.3 5.4 2.4

TOTAL GDP 3.6 6.2 3.6 5.0 1.5

Table 2.1: Annual Average Real GDP Growth Rates (1972-94) (7o)

Table 2.22 Average Sectoral Shares of GDP. (1972-94)(Vo)

SECTOR t972-76 1977 -80 l98l-85 1986-90 t99t-94

Agrrculture 35 34 33 3l 28

Manufacturing 10 T2 l3 l3 t4

Rest of Industry 8 7 't 5 6

Total Services
(Privlte & Public)

41 47 47 50 52

Public Services t4 t4 l5 15 l6

TOTAL GDP 100 r00 100 100 100

2.1.3 Mirroring the general decline in economic activity in the late

1980s, the growth of capital stock slowed to 2.7% per year, compared to
an average of 7.1 % in the 1970s. By the early 1990s, gross investment
was barely sufficient to keep the capital stock from shrinking. By 1994
the indications were that capital investment was rising once again, with an

overall growth of 13 .4% in real terms. However, gross fixed capital

l0



formation still remained low at about 15 per cent of GDP with the vast
proportion (94%) being financed from domestic sources. As can be noted
in Table 2.1, the manufacturing sector suffered reversals in growth,
whereas between 1970 and 1980 the sector registered growth that averaged
9.9% per annum. The comparable figure for 1980-1993 was only 4.7%.
Growth of real value added in the manufacturing sector averaged 10.5%
between 1965 and 1980 but declined to an average of 4.9% between 1980
and 1990. It rose by only 1.9% in 1994, compared to I.B% in 1993.
This sluggish growth is largely attributable to stiff competition from
imported goods that are now available following liberalization.

2.1.4 As can be noted in Table 2.2, the average contribution of
Agriculture to GDP has been declining, but between 199r-94 still
represented 28 per cent of total GDP. The combined share of
Manufacturing and Rest of Industry in the same period was about l0 per
cent less. The gap between the contribution of the two sectors is even
higher in the earlier periods. It may be noted that the share of
Manufacturing has increased slightly over the years only at the expense of
the rest of industry, perhaps reflecting a changing stmcture of this sector.
Success of the industrial transformation strategy should contribute
considerably towards harnessing and strengthening this welcome trend.
Given the virtually unchanged relative contribution of industry to overall
GDP and the continuously declining share of agricurtural sector, total
services (mainly private) have continued to dominate economic activities
in Kenya. The government recognizes the critical role of services in the
economy hence appropriate measures will be taken to promote the sector.

2.1.5 It is Government's belief that the Kenyan economy is at the turning
point and that the steps taken over the past several years will now bear
fruit in terms of economic growth. without suggesting that Kenya must
exactly replicate the path of the East Asian nations that have successfully
pursued industrialization, it is now generally agreed that "getting the
fundamentals right" is a necessary precondition in any scheme for
generating rapid economic or industrial growth. Starting in the mid
1980's, the Government abandoned the old paradigm which upheld the
centrality of state planning and management of economic development, of
allocating resources and producing goods and services for public and
private consumption. In the industrial field, this led to a shift away from
an import substitution strategy with its paraphernalia of permits, licenses
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and inappropriate tariff protectionism, towards a new paradigm which
recognizes market mechanism and private enterprise as more efficient in
generating the economic dynamism that leads to growth. Policies to
strengthen the private sector in order to take up the challenge and
opportunities of the market place have been put in place, while the
government concentrates on structural reforms, improving the legal and

regulatory environment that provides a level playing field for all
stakeholders and necessary investment in human capital and physical
infrastructure.

2.I.6 The Government will pursue the implementation of economic
reforms and structural adjustment programmes while paying particular
attention to the promotion of productive employment. The
macroeconomic environment will continue to be fine-tuned to accelerate
economic growth from the 3 per cent recorded in 1994 to the range of 6
to 7 per cent per annum, compared to the 5 to 6 per cent set in Sessional
Paper No 1 of 1994. Such rates are necessary to reduce the prevalent
high levels of unemployment. It is estimated that employment growth
must average at least 4.3 per cent a year between 1996 and 2020 to
generate the nearly one half a million jobs required each year. Even
allowing for buoyant growth in the agricultural sector, over half of this
employment demand will have to be satisfied in non-farrn sectors. With
public sector employment stagnating in the medium term and growing
only slowly in the long term, the impetus for job creation must come from
the private formal and informal sectors.

2.2 The Existing Industrial Sector

2.2.1 Within an international context, the Manufacturing Sector in
Kenya is characterized by low relative value added, low relative
employment, low export volumes and relatively high wages. In 1994,
according to the Economic Survey of 1995, the sector employed 197,648
people (or 13% of the total employment in the modern sector) , and had

a value added of Kf 1,807.86 million (13.6% of the monetary GDP) and
a total wage payment of Kf583.3 (8.9% of national total). The growth
of employment has been low, averaging l.l7% over 1987-1994. Export
volumes have however been high with the quantum index over 1987-1991
growing by an annual 13% compared to imports of manufactured goods
which have grown in quantum terms by 1.63 % over the same period.
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2.2.2 Intermediate and capital goods industries are relatively
underdeveloped. This means that Kenyan industry is highly import-
dependent. In fact, the greater part of Kenya's imports consist of raw
materials, spare parts and capital goods for the industrial sector. This
implies that over the last three decades, the manufacturing sector has not
managed to create sufficient local linkages. Apart from the agricultural
and other natural resource based industries, manufacturing remains
predominantly an enclave sector. In order to build a self-sustaining
industrial sector, it will be necessary to build linkages to the domestic
economy. Efforts have to be made to promote linkages among industries
to enhance the spread effects of industrial growth and to facilitate the
transfer of technology, skills and the growth of small scale sub-
contractors.

2.2.3 The Service Sector (including the public sector) provides over
two-thirds of total modern sector employment and over half of Kenya's
GDP. Its future prosperity is of vital importance, not only in terms of
direct employment and wealth generation but also in the support it
provides to the manufacturing sector. Consideration of the future
prospects and needs of the Service Sector must be accorded equal standing
as those for the Manufacturing Sector. Some of the potential comparative
advantages that Kenya holds regionally and internationally revolve around
the Service Sector, or as it may be more accurately described the Tertiary
Industrial Sector. An existing example is the tourist industry which
generates the second highest source of foreign exchange earnings.
Information technology, banking and finance and other professional
services may be other examples of industries that have significant potential
for export earnings and employment generation.

2.2.4 Kenya's dynamic Informal Sector is estimated to provide over half
the total employment and has recorded an expansion of nearly 70% over
the last four years. As such the sector has performed a vital role in
absorbing surplus labour. Within the informal sector, manufacturing
enterprises are estimated to engage 27.5% of total employment, with the
remaining 725% engaged in what may be loosely described as services.
The importance of the informal sector extends beyond employmeht, for
it provides a "point of entry" for many Kenyan entrepreneurs into the
manufacturing and service sectors and as a "testing ground" for
development of low cost products. It is also a sector that is
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geographically well distributed throughout Kenya in both urban and rural
areas. Throughout the discussions presented in this Sessional Paper, the

informal sector is included as an integral part of the industrial sector, and,
although there are particular problems facing informal enterprises, the
arguments and proposals put forward should be taken to integrate the
informal sector.

2.3 Comparative Experience with Newly Industrialized Countries

2.3.L What factors enable a country to achieve rapid industrialization and
a status of being a newly industrializing nation? How does Kenya
compare with countries that have experienced industrial take-offl There
must be a conjunction of structural characteristics that distinguish NICs
from the low-income developing countries, that provide evidence of
successful policy implementation. It is useful to compare the past and
current position of Kenya with that of notable recent successful examples
from S.E. Asia. In the sections below, comparative indicators are
presented at two time periods, 1970-1980 and 1981-1993. The three
countries of Thailand, Indonesia and Malaysia are used because they are

considered more pertinent to Kenya's aspiration than the traditional
"Tigers" of E. Asia that embarked on industrialization earlier.

Table 2.3: Growth of Production
(Average Annual Growth %)

2.3.2 In the 1970-80 period growth rate in GDP were about the same for
all the countries. But during the 1980s Kenya's growth declined sharply
while the NICs were able to maintain high growth rates over a fairly long

Country Total GDP Agriculrure Industry Manufacturing Services

1970/8080/93 1970/80 80/93 1970/80 80/93 1970t8080t93 1970/8080/93

Kenya 6.4 3.8 4.8 2.6 8.6 3.8 9.9 4.7 6.8 4.7

Indonesia 7.2 5.8 4.1 3.2 9.6 6.3 14.0 I1.8 7.7 6.9

Malaysia 7.9 6.2 5.0 3.5 8.7 8.2 tt.1 10.3 9.1 5.5

Thailand 7.t 8.2 4.4 3.8 9.7 ll.0 10.5 10.8 7.0 7.7

t4



period. Although the growth rate in agriculture in all the countries
declined, in the S.E. Asian countries this was well compensated for in
expansion of the industrial sector, in particular that of the manufacturing
sector. It would appear therefore that a high growth rate in the industrial
sector is a necessary (if not sufficient) condition for sustainable growth in
GDP. The cumulative average annual growth rate in the manufacturing
sector for the two periods together amounted to more than lo% fir
Thailand, ll% for Malaysia, and r2.4% for Indonesia. It would appear
that to become an NIC, a country must attain and maintain an aveiage
growth rate of l0% or more in the manufacturing sector over a period of
15 to 20 years. Such growth is bound to affect the structure of pioduction
as can be seen in the next table.

Table 2.4: Structure of Productiori
(Distribution of GDp %)

Country Agriculture Industry Manufacturing Serviccs

t910 1993 1970 1993 t970 1993 1970 1993

Kenya 33 27 20 19 t2 t4 47 54
Indonesia 45 l9 19 39 l0 22 36 42
Malaysia 29 nla 25 nla t2 nla 46 nla
Thailand 26 l0 25 39 t6 28 49 5l

2.3.3 It is noteworthy that, in the s.E. Asian countries the industrial
sectors took a larger share of GDp, gaining on agriculture; while the
services sector also grew marginally. But in the case of Kenya, the share
of the manufacturing sector has more or less remained stagnant aroundll% of GDP. The Asian counrries achieved a resrructuiing of their
economy that has not been matched by Kenya. Another thinglo note is
that in the period lg70-r993, Kenya's GDp increased only three fold, thatof Indonesia increased fourteen fold, Thailand ,.u.nt..n fold, and
Malaysia fifteen fold. This then suggesrs that higll growth in the
industrial sector stimulates higher productivity in othei 6..torr.

2.3 4 A further point to note about the NICs is that all adopted an export
orientation in their trade policies and actively encouraged the export of
manufactured goods. As the next table shows, ovei the period the
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structure of their merchandise exports changed from primary to

manufactured goods.

Table 2.5: Structure of Merchandise Exports
(% Share by Sub-Sector)

lgures a

2.3.5 As the industrial sector grew and diversified in the NIC countries,

the structure of exports also shifted from primary products to
manufactured goods. Even in the face of economic recession in the

developed countries, in the early 1980's, the NICs performed well because

the price of manufactured exports are less affected by the short term

gyrations in the business cycle than the price of primary commodities.

Although the proportion of primary products of exports in Kenya has

declined it is nothing like the extent experienced in the NICs.

2.3.6 Two other basic indicators that show discrepancy between Kenya

and the recent S.E. Asian NlCs are worth noting. As will be expanded

upon later, an essential prerequisite for growth is a high level of domestic

savings and investment. Whereas the NICs showed a marked increase in

both domestic savings and investment as a percentage of their GDP,

Kenya has registered a decline between 1970 and 1992.

IextilesMachinery,
fransport etc

Fuels, Metal
& Minerals

Other Primary
Commodities

1970 1993t970 t993 1970 t99J1970 199'3

Country

t970 1993
3r6 12 19+l0'013 16+ 75 55xKenya
t700 554 15lndonesia 44 32

I 624130 14 63 2rMalaysla
l5E 82.5028I5 '2 77 26Ihailand
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Table 2.6: Gross Domestic Savings and Investment
(% GDP)

2.3.7 The above comparisons point to the challenge and task ahead if
Kenya is to join the league of NICs. The experience of those countries
that have achieved industrial take-off indicates that a high level of
investment channelled to the industrial sector is one basic riquir"*.ni.
The level of investment should be in the region of 25 to 30% of GDp.
I hrs rn turn means a high level of domestic savings in both private and
public sectors. This level of investment, properly directed, should be able
to produce a yearly growth rare of 6 to 8o/o in GDp and l0 to rz% in the
industrial sector, rising gradually to 9-10% fbr rhe GDp and 12 to 14 %
for the industrial sector by 2020. The scenario also includes a
"deepening" of the industial sector by creating ,,core,, and ,,linkage,,

industries, as well as acquiring and domesticating relevant technologiei to
enhance factor productivity. It includes broadening the bise of
participation in the industrial sector by constantly bringing in new ,t..urni
of entrepreneurs - men and women, and upgrading their skills; building
up technical and managerial capacity of micro, small and medium scale
industries to produce new products and develop new markets. It includes
adopting an industial culture and an export mentality which implies both
attitudinal, organizational and operational changes in the nation at large.
It implies also a certain level of neo-mercantilism - selling more abroad
than one imports. with this outward orientation comes the need for
efficiency in the use of resources, the need for competitiveness - right
price, high quality, timeliness of delivery, etc.

Country Domestic Savings Domestic Investment

1970 1992 t970 r992

Kenya 24 15 24 t7

Indonesia t4 37 t6 35

Malaysia 27 35 22 34

Thailand 2t 35 26 40
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2.4 Getting the Basics Right

2.4.1 Although the experiences of East and South East Asian countries

that have achieved NIC status are varied, there would appear to be certain

sound lessons that are valid for other countries. Three basic premises can

be isolated which have implications for Kenya's industrialization strategy:

1. The need to establish an economic environment that meets

the six preconditions fbr rapid, export-oriented

industrialization: consistent economic policy, sound

macroeconomic management, a productive agricultural

base. flexible factor markets, accommodation of
entrepreneurs and foreign investors, and, access to growing

markets:
2. Industrialization should follow the path of comparative

advantage, using outward-looking strategies' This would

imply immediate concentration upon labour intensive

manutacturing, including, where viable, the processing of
primary exports. Technologies and skills will have to be

supported by improvements in education and training' but

it will be borne in mind that great leaps into new industries

or technologies that are well beyond existing capacities are

unlikely to be successful; and,

3. Implementing strategies that require as little Government

intervention as possible and avoiding complex and

demanding interventions.

2.4.2 Kenya has moved rapidly to satisfy some of these requirements,

particularly with regard to establishing a conducive economic

environment. The strategies outlined in this Sessional Paper are intended

to provide a framework for moving forward into the next century and

transforming Kenya's economic structure.

2.5 Constraints to Industrial Expansion

2.5.1 In spite of ongoing efforts by the Government to induce structural

reforms, there are a number of constraints inhibiting the private sector

which must be recognized and addressed. It is apparent that many

investors, industriaiists and entrepreneurs still do not regard the business
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environment as sufficiently conducive. Some of the issues are basic to the
overall investment climate and must be tackled in the context of preparing
the country for entering rapid industrial growth.

2.5.2 Physical Infrastructure: In Kenya the infrastructure sector has
benefitted from extensive expansion and upgrading programmes which
have been financed from both external assistance and Government of
Kenya's financial resources. Nevertheless, the sector is not sufficiently
developed to create the enabling infrastructural enviro'nment necessary for
industrial growth. Reasons for the continuing state of insufficient
infrastructure include: the growing population which puts pressure on
available land or services; a poor maintenance culture which results in
erosion of accumulated capital assets; cumbersome land acquisition
practices; and inadequate public sector financial resources to undertake
new capital asset creation. The major physical infrastructural shortfalls
are felt in power and water supply, telecommunications, roads and rail,
and port facilities.

2.5.3 cost of and limited access to credit: This factor has continued
to be a major constraint for the private industrial sector. The financial
sector in Kenya has undergone considerable reform following the inception
of Structural Adjustment Programme. Foreign exchange transactions have
been liberalized, credit allocation and interest rate determination processes
have been deregulated and the range and quality of financial services and
their delivery improved. Alternative financing sources include
development finance instinrtions (DFIs) and the stoik exchange, among
others. In spite of the continuing restructuring of Kenya'i financial
sector, there remain problems facing many entrepreneurs, inparticular the
small scale enterprises and women. These include the absence of an
efficient financial intermediation mechanism which can effectively channel
resources towards private productive investment. Attitudinal problems
arising from the persistent distrust between lenders and borrowers, poor
marketing strategies of the banks and the continuing competition ro,
limited funds between Government debt papers and the uints. The
crowding-out of the private sector from accessing credit is clearly
demonstrated by the fact that the stock of domestic Gouernment debt of
Kshs.5,751 million,at the end of 1994 represented about zg.5% of GDp.
Further, there does not exist, in Kenya, adequate incentives and
guarantees for banks to encourage financing of small and medium scale
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enterprises. This situation is worsened by the absence of a credit rating

ug.niy for corporate borrowers and a credit reference for individual

borrowers

2.5.4 Inadequate Managerial, Technical and Entrepreneurial skills:

The Government has madJ significant efforts towards the development of

Kenya's manpower base to meet the challenges of industrialization'

Nevlrtheless, it still suffers from shortage of critical skills in financial'

production, material and project management and technical capability,

which, among other factors, account for low productivity within the

industrial sector. This may partially be explained by the fact that there

does not exist a consistent national skills development strategy to prepare

the work force for the demands of the twenty-first century industrial

development. Such a national manpower and skill development strategy

would enhance and direct the energies and efforts of both private and

public sector initiatives. A further constraint is the over-reliance of the

private sector on public sector training programmes'

2.5.5 Research and Development: The link between Kenyan industry

and research institutions is weak- no structured mechanism exists for

identifying problems of private industrial sector, which are then passed on

to R&D lnstitutions for investigation and formulation of appropriate

solutions. In most cases, there is no private Sector involvement in the

research conducted by State-controlled research institutions. consequently

research activities .nO finOings of these institutions have made very little

impact on inclustrial or private sector development. Private sector funding

of research in Kenyi is virtually non-existent and no structured

communication or link exists between suppliers and users or research'

This has led to a situation where most research findings are not driven by

demand and thus not entirely relevant to industry'

2.5.6 Commercial and Juridical Systems: The legal environment

within which businesses operate in Kenya is not sufficiently efficient.

This is a consequence of the underdeveloped legal information culture: in

particular the incomplete collection and publication of legal materials, the

inadequate and slow disseminations of laws when passed and the

contin;ing existence of irrelevant, outmoded and anti-market laws and

regulatioris on the statute books even where current practices have sharply

dJparted from the spirit of those rules. Another problem which deters
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private sector operations is evidence^ of unpredictabre and widedrscrerionary powers of adminisi.u,oi, of raws .,io-i.grrrrions, such asthose on tax and customs duties. Trre srow .rJ"r.u."ri"re adjudicationprocess of the Kenyan_courts and, the absenc. ,i;d.qrate speciarized
; ifr ffi:T 

,"?H 
;::"ifl ',1tff :'til i v ;;';; ;' ;l.dli a r so add,o,he

2'5'7 Bureaucra.I. rrrg corruption:- overwherming bureaucracy and
fl:T:I,:l lj';:,1'ld_.red.by 

**!-.r,..preneurs ro be-a maror source or
dup,ica,ion"r'ii.ffi 

t;X}:*",liXXl:f#*:ffi *l*if :.,miservants to processing applicatio^ io, approvals anO ticlbusiness can be costry.- r, oro.. to. cut oerays, ;;#T:tff:i":lbusinessmen offer inoucemenrr"rJ-rp..o-up the il;;;'.rd this has arsounduly increased the .ori of ;f; up business in Kenya. Theestabrishment of an Investment promotio, c"ni.. rr'pcl has not yetsucceeded in reducing the ,rouni or il; ;r* 
,,.i 

or._oo.rationalactivities. Government has shown dete.mination to .*i ou, corruption.
2.6 poficy Strategies for Industrialization

,1.tr:r,l;;.83[l",,cy componen* can be identified that shoutd form
s igna r s,, il;;H;l,ffi Ll; i:ffiil T[:H :1il"1i:Tli,:trrepresenr basic prerequisites ,r,., riirif. i, ptu.. urJl#ir,.r,ry pursuedif Kenya is to realizo its indus,riri rrlirions include:t. political and Sociai SirUif i,y,2' Macroeconomic stabi,zation, coupred with rearistic andflexibre exchange rates and ,.ou.ro'uirig.t o.ri.its, wi, bethe foundation for all else;3' Investment in p.irury-p.oau..tion to increase productivity,especially in smallholder agricultu; il;sary to almostimmediatery raise oomestil ir.o*..,;#;.. exports andgenerate foreign exchange;4. Investment in truman-r?rour..r, in quality as well asquanrity, in order to lav rt. i*no.i,#"i"i productivitygains needed to sustain ievelopment;5. Investment to rehabil.infrastructure; ltate and expand physical
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Financial markets must continue to be the subject of

reforms, seeking'";;;;;J efficiency" greater availability

;?il;il;;i cipitai ano sreater nexibilitv ;

Trade and investml"ittro'*t i: Pi the economy away

from an overly in*t'O iotu'' with tariffs reduced and made

uniform uno ut"iJ"'";;;;;;iic and foreign investment

brought down; .. --t- .^ ronilirrre the workings of the

The Government must'seek tg f*11:i: the workings of'th

market and where-io'nO to be required' provide servrces

and other supportJ;'iiterventions 
to assist the private

sector; )riate action' the Government willg. 
lilil1fl:tlll13H::ffi;;iJ-estaurish 

and maintain

meamngtul dialogue *ifi;;;riv{e sector in order'to

foster greater mutuat 
-unOtttt'nOing and a genume

10. fiI:::t}t'rtffilr, auocation to rechnology Development

rhese **.r,in1,Yffi:il#;d upon in later sections or this Sessional

6

7

8

Paper
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3 'l '2 As stipurated in ,sessro nar paper No. I of 1994 on ,,Recovery 
andsustainable Development to the yiar 2010,,, rio inves-tor will risk longterm investment in a nation where political, sociar .nJ..onomic stability

*::^.::, _ 
prevail. An unstablJ business .ri*.i. -dir.orr.g.s 

newmvestments and encourages disinvestment, capitar flight and specurativeinvestments. Furtherm6re, r, or.ru...ing^urr.*ir..y or tendencytoward corrupt practices are sources or trustri'tion to iru.rtorr. Long andslow bureaucratic procedures, duprication of ricensing requirements andluke-warm attitudei of pubric ;..;;; to processing apprication approvarsand licenses required by investors is costry. roiniourage the privatesector to pray its rightfur rore in industriar i.rnrro.rriion deveroprnent,the Government w,r ensure tt.tporiti.rr, ,o"i"i.nJ?onomi. stab,ityprevail. The fight against corruption will be .ontinu.J.nd expanded tocover all sectors and institutions.

3.1.3. while poriticar and sociar stability shourd be nurrured throughGovernment actions,. it criticaily a.p"na, upon peopre of different ethniccommunities, social groups, 
- 

g"nd"., ritigious' beliefs and racial
lTlry,rds feelingmutuatty r..,i. and identifying with co*mon nationallnterests and aspirations. Kenya has maintai""o i".". a-no stabitity overthe Iast thirty years and the dovernment wil maintain the institutionarframework that wil ensure. thar peace and security are sustained. civirand poriticar rights are.inarienabre rights which ail peopre are entitred toenjoy, irrespective of the stage of ..lnorni. oevetopmlnt in wtrich they

For nrDA rroNs ?&TNTut rRrA LrzA rroN
3.1 Politicat and Social Stabitity

3.1.1 A prerequisite for industriar deveropment is poriticar and sociarstability. Ar should be made .*... that stability and governance areabout people, the management of human affairs, ,urtrin.ut. deveropmentand the exercise of poiitical power io ,.n.g. national affairs. Goodgovernance is synonymous with efficient public sector management andsustainable human deveropment. ro u9 in ptace, ii-.uir, for peopres,involvement' It also ritt, ror equat 
. 
oppo.rnity ili ,,, poriticaraccountability and commitment by the ruleri-and trre ruteo, bureaucratictransparency, and access to information.
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are.KenyaGovernmentiscognizantthateconomicgrowthwithout
respectoftheserightsdoesnotconstituteorenhancedemocratisation.

3.1.4 Industrial transformation will not take place unless the Kenyan

peoplenurtureanindustrialcultureandarewirdSystemthatcherishes
devorednesr, non.rtil;il -"rK discipline and sacrifice. All Kenyans

must work hard to build ttre nation, inJr..r. productivity and prosperity

and promo,. p.t"olil;t'd "ationatism 
t*ong themselves' Only then

will our nation g';;';;ength' botn socially and economically and thus

reduce povertv #.r.J;--s?anaalfs of living' ll'-**td 
have one

objective - to work to build the nation in ordeito strengthen our position

3.2 Macro-economic Policy Framework

3 .2.1 one of the most important.strategies for Kenya, .striving 
for export-

led growth, is ro ;;;J muintuin"mu"ro-."ont*ic stability to build

businessconfioenceandenableexporterstocompetewithforeign
competitors in world markets on an iquat footing- Maintenance of the

macro-economicualanceentailsunu,nb.,ofpoiicymeasuressuchas:
control of the money supply; 

'ttt 
ton*t oi ttrc budget deficit and

inflation; steady progress towards f"t multilateral trade through

reductions in tariffs; complete removal of exchange control; reform of

licensing,.qui,.*"",,ts;re.-allocationofgovernmentexpendituretowards
improvement of the infrastructu"' p'opti nscal incentivl.s for savings and

investment anO tt. aUJition of priie, 'marketing and production controls'

Major policy i"i;;;; have aireaoy uttn t^titn by the Government of

Kenya (GoK) in these areas'

3.2.2ThroughitsstructuraladjustmentStrategy,theGovernmenthas
taken steps to p* ii. ;n ndamentals,, in place- The process has culminated

in a number of major policy 
't'tnget 

which.ttl-1nt"nOed to set the

economy on a pa; ;i.upio uro sustained growth. The major steps have

been fully .rti"ut.i"o-.ir.*t.r. and need only ue summarized as follows:

in the world

(a) Policies to improve the macro-policy environment:

- Curbing public-"tiot t*p"nOitute and budgetary deficits;

- Curbing inflatiou 
ket;

- Interest rates that are determined by the open mar
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(b)

(c)

Public sector reform;
Reform and eradication of controls; and
Maintenance of law and order.

Policies to promote investment:
- Abolition of exchange controls;
- Reallocation of government expenditure to improve

infrastructure;
- Fiscal incentives for savings and investment;
- Expansion and encouragement of the Common Market for

Eastern and Southern Africa (COMESA) as an enlarged
market; and

- Abolition of import licensing.
Policies to promote export:
- Removal of all laws, regulations and procedupes

that restrict import and discourage exports;
- Abolition of import licensing;
- Lowering and reforming tariffs;
- Removal of all exchange controls;
- Setting up of an Export promotion Council;
- Setting up of an Export promotion programmes office

(VAT Remissions);
- Establishing a scheme for Manufacturing Under Bond

(MUB); and
- Setting up an Export Processing Zone Authority.

3.2.3 Government's fiscal and monetary policy has been articulated in
Sessional Paper No 1 of 1994 and other policy documents. In summary,
it comprises the following elements. A fiscal policy focused on the
following medium and long term targets:

the budget (including grants) will be balanced, with net
repayments of public domestic debt, through both reduced
expenditures and increased revenue;
the current revenue will be stabilized at around 24% of
GDP. The base of taxation will be broadened through
minimizing tax exemptions, extending VAT coveragi,
improved customs duty collection,. efficient use of the
Personal Identification Number and computerization of the

a

o
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taxadministrationaspartoftheTaxModernization
programme;

. Government expenditure will be restricted to between 24

and 26 Per cent of GDP;
o budget iationalization measures will aim at maximizing the

productivityofGovernmentexpenditures'Inaddition'
oblective technical and economic criteria will be applied to

Project selection;
obudgetmonitoringandexpenditurecontrolwillbe

strengthened.
Toattainrationalmonetarypolicy,andinordertocontain
inflation'containliquidityexpansionandmaintainpositive
interestrates,thefollowingwillbeundertaken:

.theCentralBankofKenya(CBK)willcontinuetomanage
domestic liquidity through the more efficient market-based

instrumentssuchasthereserverequirement,TreasuryBills
and other Government debt instruments;

otheCBKwillpromotethedevelopmentofsecondary
markets in Treasury Bills and other Government securities;

.exchangecontrolwillbefullyliberalizedandtheKenya
shilling made fullY convertible;

o a stabie exchange rate will be maintained through strict

fiscal and *on.irry policy in support of the objective of

single digit inflation; and

o the Goiernment will tightly limit contracting and

guaranteeingnewnon-concessionalexternalborrowingby
the Public sector.

3.2.4 Public sector and parastatal reforms are further elements of

macroeconomic policy thai will be pursued. Public sector reform,

including tnrt of the civil service, will be continued to bring about a

leaner and more efficient public service that is better able to serve

Kenya's changing needs. The pursuit of parastatal reform programme

inviving the Oivistiture of 207 state corporations and the restructuring of

the 33 remaining strategic enterprises will make a major contribution to

national produciivity, iot only by infusing private sector managerial

efficiency into theii direct operations, but by improving the quality of

their output, particularly in infrastructure'
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This reform programme will also result in the elimination of public
financial flows to state corporations that has, until recently, amounted to

some 5.5 per cent of the GDP.

3.2.5 On its part, Government is committed to maintaining the policy
framework that was outlined in Sessional Paper No 1 of 1994 and which
forms the basis for the industrial policy enumerated here. Macroeconomic
stability, recognition of the leading role of the private sector in economic
development, and the reform of the public sector are, and will remain, the

cornerstones upon which Kenya's future economic prosperity will be built.
The strategies contained in this Sessional Paper do not however, represent
the total effort that must be sustained if Kenya is to successfully
industrialize. They only concern those direct and indirect actions that
Government will undertake in order to support the private sector.

However, it is Government's belief that its supportive actions will be

rewarded in a rapid and positive response from the country's
entrepreneurs.

Increased Primary Production and Value Adding as a Base for
Economic Growth

3.3

3.3.1 The goal of industrialization will only be achieved over time, and
will be brought about only with a general expansion of economic growth
and must be grounded in the economy's current structure. Kenya's
current economic strucfllre is dominated by the primary sector, primarily
agriculture but includes minerals and other natural resources. Significant
short term growth can only be achieved through higher production in this
sector and is essential for a variety of reasons. Firstly,. Kenya's
population will continue to grow, with a total population of 45 million
projected for the year 2020. Further, a major policy objective of the

Government is self-sufficiency in basic foods. Secondly, increased
production, particularly that of smallholders, will lead to rising incomes
and in turn to increased consumption and savings, both of which are
prerequisites for an expansion of the industrial sector. Thirdly, increased

export crop production will increase foreign exchange earnings to financa
the importation of intermediate or capital goods, especially in the early
stages of structural transformation when manufacturing is a small portion
of economic activity. Fourthly, increased primary production will
stimulate forward linkages with other sectors of the economy through

,
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demand for transport, services, marketing and processing as well as some
backward linkages in the form of farm inputs and equipment. Finally,
increased production of raw materials for utilization in manufacturing will
be essential if Kenya is to lessen its reliance on imported raw materials.

3.3.2 The Government's strategy for increasing agricultural production
is set out in Sessional Paper No I of 1994 and Sessional Paper No 2 of
1994 on National Food Policy and need not be repeated in full here.
However, several important points are worthy of repetition. By the year
2020, the proportion of employment found in the agricultural sector is

expected to fall to about 50%, compared to some 66% today but the
numbers involved will increase significantly to over 9 million people
compared to 6 million today. Secondly, the goals of accommodating this
increased employment and increasing production will only be achieved
through increased productivity, yet availability of productive land is
increasingly becoming a major constraint. Thirdly, Government is
withdrawing from many direct interventions into the workings of the
sector and will concentrate its resources upon improved extension,
information services and research.

3.3.3 The most immediate goal for Kenya's industrialization strategy is
to increase value added in our primary exports. 'The export market for
Kenya's traditional agricultural produce and the more recently developed
horticultural crops is by no means saturated, although competitiveness
within the market is increasing. Therefore, the aim must be to intensify
agricultural production and processing through increased research,
efficiency and productivity per unit area. This will involve boosting
yields and ensuring the maximum and sustainable utilization of productive
land as well as downstreaming manufacturing activities. Given efficient
markets and prices that provide a profit, most producers will rationalize
and maximize their production. However, there is evidence that some
high-potential land is left idle and there may be need to introduce
measures and sanctions to bring this land into full production.
Furthermore, steps must be.taken to establish a free land market and to
speed-up agricultural land transfer between willing sellers and buyers. As
an alternative to outright ownership, there needs to be developed an
efficient market for land rentals and other leasing arrangements so that
those Kenyans who are landless and willing to undertake farming can use
private land that may be lying idle.
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3.3.4 Wherever possible, downstream processing, or local resource-based

industrialization, will be promoted to add value to agricultural crops' It

is recognised that substantial potentials exists in the processing of the

major agricultural commodities into semi-finished and finished products'

Hides and skins processing is another example where Kenya could

increase exports of finirh.d and semi-finished goods. The potential for

other primary products should not be overlooked' for example the timber

industry, the possibility of utilizing game and game products, and

increasing fish Production.

3.3.5 The emphasis throughout will be upon smallholder production and

only where estate production has a proven economic advantage will large

scaie units be encouraged. Smallholder production will require time,

resources and skilled personnel to provide adequate back-up support

through research, extension and technology transfer. In addition, there is

need io transform our present smallholder agriculture from its current

status of being a cultural practice or way of life, into smallholder farm

enterprises. The need to increase our exports should not detract us from

the pursuit of national food security, although an increase in foreign

exchange earnings could facilitate increased import of foodsnrffs' The

increasEd production of both foodstuffs for domestic consumption and

export .top, have the potential to increase farm incomes and thus the

wealth for the majority of Kenyans. This in turn will bring about two

factors that must be present to allow industrialization namely: increased

consumption of non-fbod goods and increased savings which can be made

available for domestic investment.

3.4 Human Resources

3.4.1 The availability of a well educated and trained workforce is critical

to the success of Kenya's industrialization process. Since independence

education and training have received high priority and very considcrable

resources have been devoted to expanding education et all levels' Of

greatest importance to the industrialiiation process is an assured supply of

well trained managers and skilled technicians at both shop floo5 and

supervisory levels. bf no less importance is the existence of entreprcnc$g

and managlrs who take risks to invest, by bringing together the productlvC

coordination of all disciplines in the production chain - business, physlCal

production, materials management, maintenance, quality control'
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infrastructural support and distribution. Each of these disciplines calls for
specialized management skills and training. Entrepreneurial skills and
ability are so crucial that they ought to be part of the regular curriculum
of universities. The 8-4-4 curriculum will be reviewed to be more
focused to the National strategy of achieving an NIC status by the year
2020.

3.4.2 Apart from entrepreneurial and managerial skills, there are equal
requirements for operational, technician and artisan skills at the shop flbor
level. There needs to be a proper ratio of technicians and artisans to
engineers and designers. To meet the requirements of the next twenty-
five years, the first step will be to review the skills stock available in the
various categories and then plan for the future, including calculating which
skills to train for, at what levels and in what numbers. In this regard the
recent approval by the cabinet, for the development of a national skills
training strategy is of great significance to our industrialization process.

3.4.3 However, the higher level of performance and productivity
demanded by the competitive environment will require close collaboration
between training institutions and employers of labour, so that the level of
mismatch between output of graduates and the skill demands of the job
market can be bridged. Current objectives of enhancin! the relevance ind
quality of technical education can be improved through more closely
matching supply and demand. Therefore, the Government, in
collaboration with the private sector, will strengthen existing public
training institutes through curricula development and improved facilities.
However, the private sector itself must take an increasing responsibility
for industrial training and retraining. In this regard, the government, in
collaboration with the private sector, is in the process of undertaking the
development of a National skills Training straregy whose objectivels to
put in place a narional system of skills training provision in Kenya in light
of the current and future needs of the economy needs.

3.4.4 widespread unemployment among Kenya's youth constitutes a
serious social-economic problem to policy makers. It is estimated that 59
per cent of Kenya's population is under 20 years old. while the problem
is partly due to the mismatch between demand and supply in thi labour
market, the majority of the youth lack technical and vocational skills and
many of the jobs in the labour market require such skills. As is generally
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the case, open unemployment among the youth is a major. urban problem

and one that effects yourg people with all levels of education' In the rural

areas it is likely that widespread and substantial underemployment means

that many school leavers cannot earn a livelihood'

3.4.5 Kenya has over 600 registered Youth Polytechnics (YPs) which are

well spread around the country. out of these, 375 receive Government

support while the rest are run by local communities on Harambee (self-

n.ipl basis, NGOs and privaie individuals who undertake physical

o.uetopm.rrt of facilities as well as management of the training

progr.'*-.r. Their total enrolment is currently put at 50,000, with an

anniaf output of 15,000 graduates most of whom directly join the informal

sector. ihe technical/-vocational education and training provide the

competencies needed and that are directly usable in Kenya',s economy'

The National Youth Service provides 4-5 years of technical training to

primary and secondary school leavers. The quality of training is excellent

but ttre numbers involved have remained relatively small.

3.4.6 Kenya's youth training programme is a unique example of a

successful iublii-private partnership in development efforts' The fees

charged in these polytechnics are affordable to most Kenyan families'

Youth programmes thus constitute a vital potential bridge for the majority

of Kenya's poor to participate in economic activities and gain the

employment needed foi effective participation in overall 
_nation 

building.

wtrite tne potential for quick expansion is there, the main factor

preventing growttr of the YP programme in Kenya is the inadequacy of

i"rou.".r-.vailable. This includes inadequate physical premises, lack of

training materials and tools, inadequate supply of training instructors and

adminitrators and lack of finances for use in various purposes (including

periodic review of the curricula to attune them to emerging local needs)

"r. 
.*ong the main factors retarding the expansion of the craft and artisan

training in KenYa.

3.4.7 In collaboration with private sector representatives and labour

organisations the Government will undertake a national employment

,.ii.* and policy formulation. This will, in addition to the objectives of

employment generation, also emphasise equality and the right to work for-

all citizens, access to free choice of employment, just conditions of

employment and equal access to the identification and development of
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individual skills and talents. In order to contribute effectively to this
initiative, the national Employment Bureau will be strengthened to enable
it to develop a sound information base on employment trends and labour
market developments.

3.4.8 The foundation of a productive workforce is laid in formal primary
and secondary education and the Government will continue its efforts to
broaden participation and improve the quality of school education.
Literacy is a basic prerequisite to individual empowerment, participation
in development and for a person to fully realise his or trer nrtt poiential
and gain the maximum benefits from the opportunities provided by the
modernising world. Functional literacy in Kenya is characterized by
significant disparities based on geographical regions and gender. whil;
some areas have attained adult literacy rates of over 70% others fall well
below 40% and levels of literacy among women fall well below that for
men throughout the country. The Government will launch a concerted
effort to reduce illiteracy by half by the turn of the century and to reduce
regional disparities.

3.4.9 women make up 5l % of Kenya's population, with over one-third
of rural households being headed by females and a significant proportion
of urban based households. However, although there is no evidence that
women in Kenya face gross discrimination, they do face particular
constraints that handicap their productive potential, notably the multiple
demands on their time and their access to productive ,.ror.".r.
Moreover, the multiple demands on their time ind heavy workloads,
coupled with high levels of illiteracy and inadequate education represent
further constraints on their potential. The Government is aware of the
dangers of trying to tackle the needs of specific groups, even a majority
group such as women, in isolation from the mainstream of develop*.ri.
Past experience has shown that such an approach is neither cost-effective
nor sustainable. Thus, the thrust of Government policy aims at achieving
the successful integration of women while allowing specially targetel
development programmes to tackle specific problems and constraints.
However, where required Government will take action or provide
inducements to the private sector to encourage the full participition of
women in the economic development of Kenya.
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3.4.10 In summary, Government's policies and strategies for raining

and human resource development will be as follows:-
o The provision of good general education which, in addition

to generating broad social benefits to the country, increases

workermobilityandincreasesaccessofallgroupsto
training,includingthepooranddisadvantaged.Thepolicy
of universal primary education will be continued, with

especial attention being given to Arid and Semi-Arid Lands

(ASAL) areas;

o The national completion rate for primary and secondary

education is 35% and 55% respectively. In light of this,

Government will offer "second chance" places for dropouts

to improve their literacy, numeracy and offer them short,

job-siecific training commensurate with their educational

achievements;
o Government jointly with the private sector, will engage a

process to dLvelop a national skills training strategy in

order to ensure that skills training is relevant to the national

economy;
o Support to informal training will be strengthened through

developing stronger linkages between informal sector

artisani and both public and private sector training

institutions;
o Industrial training being offered through the Directorate of

Indusrrial Training (DIT) is already demand driven. The

Government will strengthen the programme through the

reviewofthelndustrialTraining[rvyandtheTrade
Testing Systems currently in practice. Through the planned

reviewi of the Industrial Training lrvy and the Trade

Testing Systems decision will be made on the future of the

DIT as an autonomous institution. The Government is

reviewing the current training levy and trade testing system

inordertodrawupaplanofreformthatwillbe
incorporated into the policy review process on the National

Skill Training StrategY;
o [n order to enhance labour productivity the Government

will formulate a redeployment programme which will
combine counselling, skills' upgrading and entrepreneurial

training. Enterprise education will be introduced as a non-
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examination subject at primary schools to inculcate an
enterprise culture;
The Government will strengthen school career guidance and
counselling in schools to ensure that expectations are in
line with market realities;
Tertiary education curricula will be reviewed and modified
to reflect labour market realities, as the fact that a large
number of graduates will have to base their income on r.l-f-
employment in the urban and rural informal sectors;
The current mismatch between labour supply and demand
can only be corrected through a well functioning
information service. A labour market information ryrt ri
will be created to reach all districts; and
Women, and especially girls from ASAL areas, will be
accorded affirmative action through quota systems and
bursaries and will be encouraged to undertaks training in
non-traditional female occupations. Educational and training
programmes for the disabled will be strengthened as well
as remedial education for street children.
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CHAPTER 4

INDUSTRIAL TRANSFORMATION STRATEGTES

4.1 InstitutionalArrangements

4.1.1 Success in the development of an economy depends both on the

policies a country has adopted and on the institutional framework put into

pl.ce to implement those policies. The adoption of structural adjustment

policies in Kenya has greatly changed the country's socio-economic

environment. Further, Kenya's economy must participate in the

international economy by joining the mainstream of global trade,

investment and technology flows. For Kenya to bring about rapid and

sustained industrial development in this highly competitive global market,

an overall improvement in the strategic management of the industrial

sector is required. This calls for the transformation of policies, practices,

attitudes and' institutional framework.

4.1.2 It is essential to reform the Government's role in the new setting

with a view to limiting it to policy formulation, the provision of
infrastructure and research and extension services, creating an enabling

environment and overseeing the implementation of policies and

prograrnmes. This calls for a shift in the role of Government from that

of control and regulation to that of facilitating private sector development.

This will require improved co-operation and dialogue between the

Government and the private-sEctor.

4.1.3 In order to'facilitate dialogue between the government and the

private sector, it is important to enhance the authority and capacities of
business associations such as the Kenya National Chamber of Commerce

and Industry (KNCCI), the Federation of Kenya Employers (FKE) and the

Kenya Association of Manufacturers (KAM). Equally, bodies purporting

to represent the informal and Jua Kali sectors must be strengthened and

made truly representative. The contribution that the informal sector must

play in employment creation and economic development is central and,

iepresentative associations, at par with those of the formal sector, must be

created. Finally, employee and trade union bodies must be brought into

the dialogue process.
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4.1.4 As the straregy for industrial promotion shifts from controls and
regulatory interventions to promoting private sector development, avenues
will need to be provided for dialogue and concerted action between public
and private sectors. Only then will the formulation of strategic directions
and action plans assist operating enterprises achieve competitiveness and
efficiency. Experience has shown that macro-economic policies tend to
have variegated impact on different segments of the industrial sector.
Therefore, given the particular factor endowment of Kenya, not all
segments will achieve efficiency or international competitiveness at the
same time. some may take a shorter period and others much longer.
Hence the new strategy will seek to develop sub-secroral policies ind
support services to enhance the operation of each sub sector. Specifically
the new management strategy will have three aims:* building up the capabilities of enterprises to fbrmulate and

implement strategies and action programmes which wiil
improve their competitiveness and productivity;* building up the capabilities of Government to formulate and
manage an overall strategy for industrial development
within the framework of an open economy; and* srrengrhening the capabirity of both public and private
sector actors to manage development resources within the
constraints of the country. This organisational strategy will
emphasize assisting the private sector to develop efficient
and competitive industries.

4.1.5 The need fbr the establishment of sub-sectoral organizations ancl
associations or subsystems arises fiom the fact that while macro-economic
policies apply generally to all subsysrems of industry, the conditions of the
markets, the barriers to entry, and the nature of competition may well be
different fbr each of thern. Therefore, in orcler to improve the enabling
environment of the enterprises, the necessary starting point should be at
the level of subsystem in which they operate. There is much eviclence that
enterprises benefit from the stren-sth of the industrial.subsystems within
which they operate and the linkages within an<l between subsystems. For
enterprises operatin-e in weak subsystem environments. there are
substantial problenrs that cannot be overcome by action at the level of the
enterprise alone. Some of these have to do with the policy environment
while orhers are to do with the weaknesses in the induitrial subsystems in
which they operare.
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4.1.6 At the subsystems level the private sector will be encouraged and

assisted to form Strategic Consultative Groups (SCGs) as fora for

discussing issues and constraints relevant to their particular sub-sector'

and to devetop or formulate action plans and programmes to address

constraints in order to suggest specific support'services that will enhance

their efficiency and competitiveness. Such action plans will then be

cleared with the next levei, the National Industrial Development Council'

to ensure that the SCG proposals are consistent with $e overall national

policy.

4.1.'7 The Goverffnent will invite formal and informal representative

associations, employer and employee bodies to join with it to establish the

the National naist*t Deielopment Council (NIDC) to facilitate

consultation and meaningful dialogue. The NIDC will be created as a

company limited by guarantee, with a Chairman elected by the Council'

n if.iei Executive 6f tn" NIDC will be appointed and a Secretariat

created to service the NIDC. Funding for the NIDC will be through

contribution from all parties represented, however, Government recognises

that, at least initially, public funding will have to make-up a significant

portlon.

4.1.8 The functions of the NIDC will include:

o Acting as a forum to address the emerging needs and

challenges to industrial development;
. Assisting the government in formulating strategies for the

development of industrial subsystems;

o Providing strategic information to enterprises on markets,

new technologies, and the nature of competition;

o Monitoring tendencies toward market concentration or

otherformsofmarketdistortionandrecommend
appropriate measures;

. Cirguniring specialised programmes to encourage healthy

competition, and inaugurate and hold annual National

Awards for Excellence for the best performance in quality,

export achievements etc; and

o ACting as an intermediary between the enterprises, their

strategic consultative groups and the Government to ensure

continuous dialogue and a level playing field for all'
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4.1.9 In order to assist the NIDC do its work, a smail Technical support
Group (TSG) consisting of technical and policy analysts of experience and
competence will be created. The TSG will act as a "think tank" as well
as the repository of industrial and technological intelligence in Kenya. It
will also serve as the technical secretariat of the NIDC. The TSG will
establish close contact with appropriate research organisations, for
example the Kenya Institute of Public Policy Research and Analysis
(KIPPRA) and the Kenya Industrial Research Development Instiiute
(KIRDI), in order to carry out industrial research and techno-economic
studies of relevance to the work of NIDC. The NIDC may from time to
:!me set up ad-hoc thematic deliberation committees on issues that cut
across the industrial sector, for example, energy, finance, skill and
manpower development. 

,i

4.2 The Development of Core Industrial Sectors

4.2.L core industries are those that are essential for the formation of a
strong and sustainable industrial base and promote backward and forward
linkages with other industrial sectors. Kenya will adopt a two-phase
approach to promote a sustainable industrial base that will be implemented
over the time span of this Sessional Paper. The two phases have been
designed to respond to the needs to maximize employment generation, to
rapidly increase exports, and to fully utilise indigenous resources, while
recognising existing capiial, human resource and technology constraints.
The two phases will be:

. Phase One: promotion of micro, small and medium scale
industries, utilizing and adding value ro local raw
materials, and requiring relatively modest capital
investmenr. Included in this phase will be a_sro-procesiing,
building and construction materiars, ancr the tourism
industries.

Phase Two: promotion of capital intensive manufacturing
industries that will require high capital invesrment. ,upp,,rt
infrastructure, well developed technologies ancl human
(resource) skills. Included in this phase will be
metallurgical, petro-chemical, pharmaceutical, machinery
and capital -qoods, and telecommunication ancl information
process i n_u i ndustries.

a
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4.2.2 Phase One will be implemented over the first ten years of this
sessional Paper's time horizon. This period will be .ou.r.d by the nexttwo National Development plans which will provide ; demiled
implementation programme. Upon the completion or phase one by the
year 2006, Phase Two will be launched to build upon the achievements of
the previous phase of industrialization.

4.2.3 An essentiar underlying assumption is that the industries under
Phase one can be promoted immediately as they do not require enormous
private and public investment or leaps in technology .no respond to
critical need of job creation. Those identified in phase Two wilirequire
a longer lead time before they can be successfully estabrished as they will
require significant infrastructure investment, the availability or a trighty
skilled workforce and the formation of very large inwstment pacrages.
The period covered by the first phase will be ,r"d to lay the grounaw:ork
necessary for the implementation of the second ph.rr. It is also
recognised that the immediate employment generated by such capital
intensive industries will be limited. However, the linkages and spin-offs
crea-ted by these heavy industries will themselves promote very
considerable employment opportunities.

4.3 Phase One Industrialization Strategy

4.3.1 Phase one of Kenya's industrialization strategy will focus upon
revitalising and expanding sectors and enterprises in wtrich Kenya atreaoy
has experience and has comparative advantage. By their nature these
sectors and enterprises are labour intensive and achieve efficiency without
overly advanced technology but all have a high potential to produce for
export utilizing locally produced raw materials.- Since thesi industries
utilise raw materials that either are, or could be, produced within Kenya,
there will be widespread benefits generated as a result of increaied
demand for these raw materials. Many of them are agricultural products
and the presence of an established demand for cash-crops will provide
many benefits throughout Kenya's rural areas. Furthermore, many of the
potential processing industries identified are amenable to small scale
production techniques and could be carried out through small scale
enterprises and provide a means for informal and jua kaii businesses to
enter the formal sector. Table 4.1 lists the criteria ior selection of phase
One target industries:
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Table 4.1: Criteria for Phase One Industries

Criteria Industry Characteristic

1. EmploYment Labour Intensive

2. TechnologY Low and Medium technologY

3. Market AvailabilitY Export Oriented

4. Inputs AvailabilitY Indigenous resources

4.3.2 Using these criteria the industries considered most immediately

promising for promotion are listed in the following table:

Table 4.2: Phase One Industries

4.3.3UponformationoftheNIDC,specificjointpublicandprivate
sector Task Forces will be appointed to examine each industry cited in

Table 4.2 and required to report on its findings to NIDC within six

months. Experts from Government and private industry together with

Sector Immediate Promotion Short Term Horizon

Agro-Industries Cotton, Sisal and Textiles

Skins, Hides and Leather

Horticultural Produce
Fish
Sugar
Coffee
Tea

Industrial and Edible

Vegetable oils
Pyrethrum
Paper

Building and

Construction

Brick manufacture
Glass

Tools

Cement
Ceramics
Timber and Furniture

Others Tourism
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employee and employer organisations wilr be appointed to each raskForce. They wilr be required to work to terms bi reference, carry out
investigations and make recommendations that will include the following
topics:

current status and constraints facing the industry;
raw material sources, supply and problems;
potential levels of production and export;
potential employment generation, dirict and indirect;
appropriate technology for the industry;
requirement for public infrastructure, fiscal and other
public policy supporr;
financial and budgetary requirements;
potential benefits and costs to the nation;
targets for the industry;
potential additional benefits in linkage industries.
environmental impact and m..iu.., to ameliorate
environmental damage, spatial implications, etc; and
Mechanisms to help infant industiies to deverop products
that meet both nationar and internarional standaidi.

!:?_a_ The findings of the various Task Forces wil be evaruated by theNIDC against predetermined criteria and policy guidelines, inctuoingfinancial resource consrraints. Depending on i.Jour.. availabirity anumber of the most promising industries wiil be selected for immediate
attention. very specific action programmes will then be devised for eacho{ lhe selected pilot initiatives-and presented for Governmenr approvalwithin 3 months. Each action progirrme will detair pubric secror andprivate sector action and expenditures required to revitarise and expand thepilot industries whire maintaining ttre poticy of minimizing bureaucratic
intervention and regulation. Thi establishment of Industrial parks andPilot industries will receive priority for infrastructure provision andappropriate fiscal incentives. Action plans will include time basedquantitative targets.

4.3.5 The involvemenr of the Director of planning and the Director ofIndustries wiil be very cruciar to the ,u...ri of the country,s
industrialisation process. They will be involved in information gathering,
formulation and irnplementation of policies both in the public and theprivare sector. They will be the chie? Technical Advisors to the NIDC.

a
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4.3.6 Once the preliminary group of pilot programmes is underway

attention will focus upo, prJprring further action programmes for a

second round of induitries based upon experience gained in previous

acrion plans. Tnrffi experience. in Oesigning and implementing pilot

programm.r, ..od.i.pp.*t, to industriai development will evolve that

is applicable to other target industries'

4.3.7 Once approved by Government the action plans will 
-.be

implemented. rnese pitot ."tion plans will comprise a package of policy

measures and projlo, ,n., .r" th. responsibility of a number of

Ministries. The Directorate of Planning will coordinate the implementation

ofeachpilotactionplanpackageamongtheimplementingMinistries.
Actual implementation wiil commence *itt in one year of the formation

of the industry-sp..iri. Task Force. Necessary public expenditure will be

initiated through budget proposals, utilizing both domestic and foreign

donor resources. 
---hn.tt^ 

public invesiment is required' project

documentation will be preparei and, subject to a fglmal approval process

overseen by the Office bf ttt. Vice Presidlnt and Ministry of Planning and

National Development. The Directorate of Planning will be responsible for

monitoring ttre impiementation of these pilot action programmes and

making recommendations on any needed modifications to the policy

packages. The performance of pilot packages will be reviewed periodically

and necessary revision introduced. Through KIPPRA the policy

framework for Phase one industrialization will be reviewed from time to

time.

4.3.STheprovisionofpublicinfrastructurewillbeanessential
component of inoffi speci'fic action plans. However,.lhe main thrust of

this support, Ourin! fftase One, will be upon the rehabilitation of existing

physical infrastruJture such as roads ind the railway systems and

improvingtheefficiencyofinfrastructuralservicessuchas
i.ii.orrirnications and energy including renewable energy.

4,3.g The NIDC will take a central role in participating and coordinating

theproductionofactionplansandsubsequentimplementation.As
,ugg.'..d earlier, the NIDC will create industrial sub-system groups

which would u. *.ii prtced to actively participate in tht. revitalisation and

expansion of industries included in Kenya's first phase of industrialization'
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Implementation Scheme for Industrialization Strategr

6 months

3 months

12 months

4. NIDC * Evaluate progress
* Identifr problems and bottlenecks
* Recommend policy changes

I
I

I

I

I

I

I

I
I

I

I
I

I

I

4.3.10 During thg era of import substirution strategies, under high
protection, many industries found it easier to import their raw materials
and other inputs rather than undertake the more difficult (even if more
profitable) task of developing local raw materials and inputs. A partial
analysis of the inter-industry linkages for Kenya in 1990 showed ttri trigtr
degree of dependence of various sub-sectori on imports. under the
unliberalised economy, such an import substinrtion regime thrived
regardless of the level of cost of production. There exist certain critical
gaps in the structure of Kenyan industry in which local raw materials, if
developed, could provide a core for further transformatiori and
diversification of the economy.

I. TASK FORCE * Investigate possible candidate industries

2. NIDC * Select target industries
* Devise packages of promotion policies and action

plans
* Cabinet approval
* Revise policy packages aftcr rcview

3. EACH
MINISTRY

* Implement policy
* OVP&MPND and

packages and action plans
MCI coordinate progress
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4.3.11 In this context, therefore, there is need to emphasise the

development of the raw material base to create the required 'deepening'

and linkages necessary for a thriving and self-sustaining industrial sector'

Such an approach wilialso address poverty by gainfully engaging the rural

population in the production of goods. It will further improve the

disiriuution of incomes and lead to diversification of consumption patterns

consistent with a liberalized market economy. However, it should be

emphasised rhat the exploitation of local raw materials will be dictated by

market forces and the costs involved and the decision whether to utilise

local materials or imported materials must remain with the individual

enterprises. Furthermore, national environmental considerations w ill also

.orn. into play and may override business-founded decisions'

4.3.12 Government will continue to encourage detailed geological'

agricultural and mineral surveys to determine the extent of industrial and

oih., mineral resources, development of industrial forest plantations'

conservation of indigenous forests and agricultural growth' Licenses for

mineral prospectinf and exploration will be readily forthcoming and

Governmtnt departments will be required to cooperate and provide

information and technical support to private agencies' In order to assist

the private sector in the exptoitation of raw materials. the efficacy of

.rtrbli.hing a liaison body, under jurisdiction of the proposed NIDC' will

be explored.

4.4 Phase Two Industrialization Strategy

4.4.1 The second phase of the industrial strategy will promote more

capital-and-technology-intensive manufacturing industries that have high

u^iu. added porentfii. Although these industries are initially aimed at

substituting import of capital and intermediate goods, they will in time

become.*lort industries. Prerequisite conditions for the Phase Two "take

off" include adequate infrastructure, sufficient skilled manpower, the

ability to acquiri and domesticate new technologies, and enhanced

domestic savings, all of which require further development during Phase

One.
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Criteria Industry Characteristic

l. Income Generation High Value Added

2. Technology Medium and high
technology
Capital Intensive

3. Market Availability Import substitution (short
term) Export oriented (long
term)

4. Input Availability Processed intermediate
goods
Imported raw materials and
capital goods

4.4.2 using these criteria, experience from NICs, and assuming a
favourable global economic environment, the following industries are
considered most promising for promotion in Kenya"'s phase Two
industrialization.

Table 4.3: Criteria for phase Two Industries

Table 4.4: Phase Two Industries

Initial Promotion Long Term Horizon

Metallurgical
Non-petro based chemical
Petro-chemical
Pharmaceutical
Machinery and capital goods

Telecommunicatioru
Transport Engineering
Electronics
Engineering and conctructlon
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4.4.3 Intensive efforts to prepare for Phase Two will be necessary while

phase one is under implementation. The lead time required to establish

such industries meanJ tt tt planning and implementation of support

measures must start in the very near future. A technical unit will be

established within the Ministry of Commerce and Industry charged with

the responsibility of undertaking the medium-term planning required

before ihase Two. Where required, expertise from line Ministries will

be seconded to the unit and very close consultation with the private sector

will be essential. The unit will identify potential target industries for

which Kenya holds a comparative advantage and complete feasibility

investigations upon those selected. The investigations should focus upon:

o raw material sources, supply and problems;

o potential levels of production and export;

opotentialincomegeneration,directandindirect;
o technology requirements for the industry;

a human resource requirements;
o requirement for public infrastructure;
o fiscal and other public policy support;

o potential benefits and costs to the nation;

o targets for the industry; and

o forward and backward linkage oppornrnities'

Further consideration must be given to the expected state of the world

economy in order to create in effective industrial strategy that is

compatfole with the international trade system and the emerging global

economic order.

4.4.4 These feasibility studies must be completed during the early years

of Phase One implementation. Based on these studies, the target

industries will be seiected and policy packages to promote them be devised

and implemented, following the implementation model adopted for Phase

One.

4.4.5 One constraining factor to establishing Phase Two industries is

their enormous capital outlay and market share size requirements for

viability, which is often beyond the capacity of smaller economies' Given

the taiger COMESA mirket, these industries now have available

..oro*i., of scale. The Government will continue to support COMESA

sponsored regional cooperation initiatives'
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In parallel to this regional initiative, Kenya must explore rhe possibility
of greater economic cooperation with emerging markets in the Middl;
East, Indian sub-continent and South East Asia.

4.5 Targets for Industrial Transformation

4.5J The strategies outlined in previous sections of this chapter have as
their goals, the transformation of Kenya's economy, higher employment
rates and increased national wealth and individual incomes. It is useful
to define quantilative-indicative targets for this transformation in order to
provide a scenario for the task ahead and benchmarks against which the
implementation process can be measured.

4.5.2 Table 4.5 sets out indicative trends for each year to the year 2o2o
for: the sectoral composition of the economy and sectoral growth; total
annual GDP growth rates; and growth in per capita GDp and actual GDp
per capita measured in US dollars. The targets are based on actual 1994
figures. It is emphasised that these figures are not projections but target
trends that indicate a desired but realistic progression towards the goal of
industrial transformation ancl sustained economic growth.
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Table 4.5: Industrial Transformation Indicative Targets 1996-2020
(1994 prices)

YEAR

icctorrl Annurl Growth (%) Scctortl Contribution to GDP (%)

Annual
GDP
Growth
(%)

Annual
Populatron

Grou th
(%)

Per

Capna

GDP
(uss)

lndustry Servicc hlblic Primrry Industry lcrvicc tublic

P

H
A
S

E

1995
1996
t997
l99E
1999
2000
2001
2002
2003
2004
2005
2m6

o
N
E

3

3

4
4
4

5

5

5

5

5

5

5

.,

5

7

8

E

8

8

l0
l0
l0
r0
l0

6
6
6
6
6
6
6

6
6
6

6
6

l0
7

7

6
6
5

7

7

7

7

7

7

28.5
27.s1

27.4

27.0
26.5
26.3
26.0
25.6
25.2
24.8
24.4
24.0

16.5
16.5
16.7
17.0
t7 .4
17.7

18.0

18.6
19.2
19.8

20.4
2t.o

38.31

38.6
3E.7
38.7
38.8
38.8
38.8
38.s
38.3
38.0
37 .8

37.5

16.7
17.0
t7.2
t7.2
17.3
l7.l
t7.2
17.3
t7 .3
t7 .4

t7 .4
t7 .5

5.2
5.2
5.8
5.8
5.8

-5.9

6.3
6.7
6.7
6.7
6.7
6.8

3.1
3.0
2.9
2.8
2.7
2.7
2.6
2.6
2.6
2.5
2.5
2.4

275
28r
289
298
307
317

329
342
356
371

387
404

P

H

A
s
E

T
w
o

2007
2008
2009
2010
201 I
2012
20t3
20t4
20t5
20r6
20r7
2018
20t9
2020

5

5

5

5

5

5

5

5

5

5

5

5

5

5

12

t2
t2
t2
t2
l5
l5
l5
r5
l5
l5
l5
l5
l5

7

7

7

7

7

8

8

8

E

8

8

8

8

8

l0
l0
l0
l0
l0
l0
l0
l0
l0
l0
l0
l0
l0
IO

23.3
22.6
22.0
2r.3
20.6
19.8
18.9
18. l
17.3
16.5
15.8
15.0

t4.3
13.6

2t.E
22.5
23.3
24.1

25.0
26.2
27.5
28.8
30.2
31.5
32.9
34.4
35.8
37.3

37.1
36.7
36.3
35.9
35.5
35.0
34.4
33.9
33.3
32.7
32.1
31.5
30.8
30.1

17.8
18. I
18.4
18.7

19.0

l9.l
l9.l
19.2

19.2
19.2
19.2
l9.l
l9.l
r9.0

8.2
8.2
8.3
8.3
8.4
9.6
9.7
9.9
10.0
10.1

t0.2
10.3

10.5

10.6

2.4
2.3
2.3
1)

2.2
2.2
2.1
2.1

2.0
2.0
1.9
1.8

1.6
1.5

427

452
479

509

540
580

624
673
727
785
851

923
l,005
l,096
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4.5.3 Table 4.5 is based on several assumptions, development strategies
and economic growth patterns that have been experienced in countries
which have recently achieved industrialization. The major trends that
should emerge in Kenya in the coming years are discrrssed in the
following paragraphs.

4.5.4 As the economy industrialises, the relative contribution of the
primary sector to GDP will decline. However, Phase one Industrialization
is largely based on the expansion of agro-manufacturing which will depend
upon local raw materials. Thus, primary sector production must grow in
the early years, attaining an annual expansion of at least 5%, which is
then maintained throughout the transformation period.

4.5.5 During Phase one the industrial sector production is expected to
grow at relatively modest rates, with an annual growth between 8 and l0
per cent. Experience in other countries has shown that, while labour-
intensive light industries have successfully created employment, they have
limited potential in value added and income generation. However, as
Phase Two takes ofT through highly capital intensive and heavy industries
it is expected that total value added of the industrial sector will grow at
an accelerated rate aided by high productivity gains realised by those
industries. Therefbre, the growth rate of the sector is assumed to achieve
double digit rates of between 12 and 15 per cent per annum.

4.5 .6 The service sector is shown to grow at a steady rate throughout the
transformation period not exceeding 8 per cent a year. This reflects the
inherent difficulty fbr the sector to achieve high increases in productivity.
Furthermore, a rapidly expanding service sector can leacl to the over
absorption of skilled labour and lead to excessive wages increases for
skilled workers. Such has been the experience in East Asian NICs.

4.5.7 An importanr immediare goal is to eliminate the budget deficit and
so public sector growth must be strictly controlled in the near future. It
is assumed that the budget will be balanced by the year 2000 as a result
of decelerating growth rates. However, once a balance budget has been
achieved, the public sector is expected to grow in line with GDp. The
launching of Phase Two will create an increased demand for public
spending and consequently the sector's growth is expected to jump to l0
per cent.
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Nevertheless, the goal is to contain public sector spending within 20 per

cent of national GDP.

4.5.8 Based on these sectoral assumptions, by the year 2020 Kenya's
industrial structure will have been transformed into that of a newly
industrialised country. The industrial sector will account for more than

one third of GDP, as' is found in Thailand, Malaysia, Brazil and other
middle-income economies today.

4.5.9 The GDP io2020 will have grown to Kf I14,542 million in 1994

prices, which is about seven times its current size. Over the initial Phase

One of industrialization overall GDP growth accelerates steadily to nearly
7 per cent per year and then picks up to first 8 and then 10 per cent
during the second phase. Again, this is the typical growth pattern of
many Asian NICs of the last three decades. With this scenario, per capita
GDP in 2020 will be about US$1,100, a fourfold increase of the 1994

level.

4.6 Developing Both Formal and Informal Sectors

4.6.1 As touched on at the beginning of this Sessional Paper, one of the
greatest challenges facing Kenya is the creation of productive employment
opportunities for its rapidly increasing work force. This challenge is the
major imperative for industrialization. The scale of the problem demands
that all resources and means are utilised to create jobs, enhance incomes
and livelihoods. Thus, industrialization must encompass a wider concept
than modern, formal sector manufacturing alone. All non-farm enterprises
must be included in the effort to transform the Kenyan economy. Thus,
within the more formal sector, trade, commerce and service industries are

already major sources of employment and will play a vital role in
economic development and expanding Kenya's exports. Similarly, the
informal small scale and Jua Kali sector must be fostered to continue to
expand and grow, for it is expected that more jobs will be created in this
sector than any other off-fann sector.

4.6.2 While it is accepted that Kenyan entrepreneurs must master large-
scale modern manufacturing in order to induce long term productivity,
exports and economic growth, the needs of the service sector must not be

ignored. Within thiS sector lies industries such as tourism, banking,
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insurance, the media and advertising, all of which are either vital to the
manufacturing sector or earn foreign exchange. The macro-economic
environment and stability will be equally beneficial to service industries,
but through their own organisations and through the proposed NIDC, the
service sector should make known to Government any pafticular
constraints or practices that impede its expansion and prosperity.

4.6.3 Recent years have demonstrated the dynamism of small scale and
Jun Kali enterprises (ssJKE) in creating employment and providing
attractively-priced products. Furthermore, the sector provides an essential
training ground for developing the entrepreneurial skills that are essential
to Kenya's industrialisation. The Government has long recognized the
role and potential of the SSJKE sector and, while appreciating that the
sector thrives outside State interventions, has formulated policies to assist
the sector. sessional Paper No.2 of 1992 on small Enterprise and Jua
KaIi Development in Kenya sets out a comprehensive policy framework
which will enhance:

o direct assistance to individual entrepreneurs and small scale
enterprises;

o the transition of micro and small scale enterprises into
medium size enterprises;

o access to credit for the informal sector;
o access to information; and
. an enabling policy environment through redressing

licensing, tax, security of works and other regulatory
restrictions on informal sector activities.

Furthermore, that Sessional Paper stressed the need to provide the
enabling policy environment, which entails promotion of the role of
private sector enterprises and initiatives, with the Government playing
mainly a facilitative role. It underlines the need for adequate access to
credit for the sector, provision of management and technical training, and
other non-financial promotional support prograrnmes which include
business counselling, consulting, marketing and extension services. The
cumulative effect of these strategies is expected to be the creation of an
entrepreneurship culture in Kenya. The Government will give priority to
University and Polytechnic graduates when allocating resources to the
informal sector entrepreneurs.
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4.6.4 Despite Government efforts, aided by a large number of donor
agencies and NGOs, there remain four major constraints that restrain the

expansion of the SSJKE sector. These are: access to credit; access to land

and infrastructure; access to training and technical support; and, access to

technology and information. Attention to overcoming the constraints
facing the sector is a prerequisite to both expansion in the number of
enterprises and enabling the transformation to larger scale concerns.
While the sector as a whole must continue to expand to provide future
employment, it is equally important that individual enterprises consolidate
and expand to become small and medium scale formal sector enterprises.

4.6.5 Access to Credit: the problem facing the small scale industrialist
is access to credit, at start up, during operations and for expansion
purposes. Even where the credit is available, requirements such as high
level collateral, well documented cash flow analysis, and general distrust
of the small scale industrialist by commercial banks, tend to inhibit access.

Hence there is a growing number of governmental, non-governmental and
private credit institutions that have initiated special credit schemes to meet

the diverse needs in the sector. Among the statutory institutions
specifically designed for lending to the sector are the Kenya Industrial
Estate (KIE), the Joint loan Board Scheme (JLBS) and the Small
Enterprise Finance Company (SEFCO). Some private institutions which
have in recent years initiated special facilities for the sector include the

Industrial and Commercial Development Corporation (ICDC), the Kenya
Commercial Bank (KCB), Barclays Bank of Kenya and the National Bank
of Kenya. Although formal sources of credit have increased, informal
financial sources continue to serve as resource mobilization alternatives.
However, credit resources available do not match demand and so the

Government will encourage the development of grassroots financing
systems, an expansion of more formal sources of credit lhrough specialist
agencies such as K-REP, PRIDE, etc and the adoption of less stringent
capital based collateral lending by formal banks. The Government will
continue to support NGOs that provide credit to SSJKEs.

4.6.6 Access to Land/Premises: A further problem facing small scale
industries arise from land policy and related administrative practices. To
an extent this arises because many informal operators locate on un-utilized
public or private land, resulting in constant harassment and demolition of
their business premises by the local authorities. Insecurity of tenure and
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lack of fixed address for business operations create their own problems.
The situation constrains growth and results in loss of property, and market
and customer credibility. The tendency to operate with-"no fixed abode,'
is a major obstacle to providing services to this sector. The solution to
this problem is for Government and Local Authorities to identify suitable,
commercially viable sites that can be let or leased or allocated in block to
informal enterprises as appropriate. In addition to land, infrastructure in
terms of access roads, water and power will have to be provided. {here
is also need to review Acts such as vagrancy and publi; Nuisance eE to
make allowance for genuine Jua Kali enterprises as opposed to misfits and
vagrants.

4.6.7 Access to Training and rechnical support: particular efforts will
be made to ensure that sSJKE operators giin access to the training
programmes described earlier. The development of both technical anI
managerial skills is essential if the transition to larger-scale, more formal
enterprises is to be made. The role of technical training institutions is
central to achieving training objectives. The creation of effective
extension and on-the-job training is equally important. The role of the
Ministry of Research, Technical rraining .no rechnology will be
enhanced to provide effective training, coordination and innovation.
Between 60 and 100 youth porytechnics have a primary interest in SSJKE
development. Most of the NGos are small and work at the local
community level. coordination and collaboration among NGos working
in SSJKE Secror is lacking. There is need for ralionalization and
targeting of training and technical support which could then be linked to
the provision of other services, such as credit provision. It is hoped that
the forthcoming studies of Industrial rraining Lrvy and the Trade Testing
System will pave way for future changes.

4.6.8 Access to Technology and Information: Even with access to
credits, the business potential of small scale informal entrepreneurs is
limited by the paucity of new technologies, essential inputs, managerial
skills, product diversity and favourable product markets. A well defined
means of transferring technology and information to the entrepreneurs
should be put in place. Extension services of the R & D institutions like
KIRDI and the local universities should be supported. The Technology
Development Grants system as elaborated in the Micro and Small
Enterprise Training and rechnology project should be developed to link
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research and technology institutions with the Jua Kali enterprises.

Meanwhile subcontracting initiatives from UNDP, UNIDO and K-Map

should be continued.

4.6.9 The ssJKE sector has proven to be a "seedbed" for both

managerial and product development. To further encourage the sector,

the Government will ensure that their products are given priority in

Government purchase schemes. The Central Supply Board and other

procurement agencies will be instructed to give SSJKE products priority

ind services when awarding tenders. The licensing and other regulations

that have been identified as being impediments to SSJKE development will
be amended or removed. The Federation of Kenya Employers has been

fostering SSJKEs through the development of management training,

counseling, etc. This initiative should be extended and the assistance of
individual firms sought. Cooperation and inter-linkages can be promoted

through the organisation of "seller-meets-buyer" initiatives.

4.6.10 One problem has been that SSJKE operators have lacked well

organised associations or cooperatives to take advantage of economies of
scile to procure inputs, increase specialisation, integrate production and

exploit potential markets. Similarly, umbrella associations are needed to

ensure ihe sector has effective representation to interact with local and

central Government and other business organisations. While the nature

of the Jua Kali sector militates against more formal organisation, the

provision of land and well organised extension services necessitate an

oppornrnity for the creation of group activities.

4.6.1L The SSJKE sector has the potential to form one of the main

pillars of industrialisation in Kenya and be a major source of employment

oppo.nrnities. Experience from certain East Asians countries, notably

Taiwan, has demonstrated that small scale enterprises can make a
significant contribution to exports. Given an appropriate environment the

Kenyan SSJKE sector can do likewise. For these reasons, Government

will provide all necessary assistance to the sector while keeping in mind

that an overly interventionist policy can threaten the very strengths that

creates prosperity. It is essential, therefore, that the mechanisms proposed

to create full dialogue between Government and the private sector,

discussed earlier, fully include the SSJKE sector so that a positive balance

between positive support and negative intrusion can be established.
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CHAP"TER 5

PUBLIC POLICY FRAMEWORK FOR INDUSTRIALISATION

5.1 Scope for Industrial Development Policies

5.1.1 Building upon the process started under the sessiot?al Paper No'

I of 1986. andconsolidated upon in Sessional Paper No. I of 1994, the

Government will pursue overall macro economic policies that provide for

a stable economic climate, thereby fostering business confidence' Further'

Government will endeavour to encourage a vigorous industrial private

sector through trade and industrial development policies that emphasise:

the mobilisation of savings and availability of investible funds; the

development of hurnan capital within a tlexible labour policy environment;

stimulating domestic and external trade: inducing technological change to

increase iroductivity: a reduction of the dominance of parastatals in

favour ot: pri'ate ,..to, enterprises; and encourage the development of

strategic industries.

5.2 Nlobilisation of Savings

5 .2 . 1 . Kenya will need higher rates of savings and investtllent in order to

create antl sustain rapid eionomic growth. There are three sources of

savings available: private domestic: sovernmentl and tbreign.

Histoi.ically. private domestic savings have been very low in Kenya.

fluctuating in the range of 15.7 to 20.9 per cent of GDP throughout the

19g0s. Ei,idence t'rom countries that have obtained rapid industrialisation

indicate that private savings will need to increase to a level above 30 per

cent of GDP. Such a rise will only come about with conditions of low

inflation and positive interest rates coupled with rising levels of disposable

incomes. Governtnent policy will be geared to creating an environment

which encoura-qe higher rates of private individual and institutional

savings.

5.2.2 Etficient mobilization of savings will require sound monetary

policies. In this regard the Central Bank of Kenya will strive to attain

price stability as its primary objective. To strengthen CBK's capacity tor

monetary policy management, a Bill has been submitted to parliament to

amend the cBK Act to give the central Bank more autonomy.
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The Bill will define clearly the mission of the Central Bank and will grant
it sufficient powers to discharge its responsibilities more effectively.

5.2.3 since the early 1980s Government has run a deficit on its current
account and has been a dis-saver. The reasons for this have been sluggish
revenue growth and rising recurrent expenditure. The Government aims
to reverse this situation through improved revenue realisation and
controlling expenditures so that Government makes a net positive
contribution to national savings.

5.3 IndustriallnvestmentFinancing

5.3. I Kenya's financial system is diverse. In addition to the cBK, there
are 49 commercial banks, 21 non-bank financial institutions, more than 40
insurance companies, a Postal Savings Bank, the National Social Security
Fund (NSSF), a number of Pension provident Funds (ppF), sii
Development Finance Institutions (DFIs), specialised financial institutions
serving agriculture, tourism and housing sectors, a stock exchange, over
1000 savings and credit cooperative societies, and a number of local and
international non-governmental organisations involved in providing finance
to small scale enterprises and the informal sector enterprises.

5.3.2 The remarkable expansion of the financial system over the last
decade went hand in hand with policies of direct credit allocation and
control of interest rates. These policies delayed financial deepening and
created serious problems involving the allocation of finance to tt.
industrial sector. In order to alleviate these problems the Government
has, since 1993, deregulated controls and placed reliance on market
signals and mechanisms for the allocation of credit to the private sector.
It will continue to implement policies and programmes that encourage
long-term finance and improve credit availability to small scale and Jua
Kali sector.

5.3.3 Kenya has a well developed network of contractual savings
instirutions. These institutions have long-term liabilities and assets and aie
good sources of investment in equities and Corporate Bonds. They can
therefore be good sources of long-term credit for Kenya's industrialisation
process. Their savings have in the past been invested heavily in
Government Bonds and Treasury Bills.
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The Government will reduce its borrowing as a proportion of GDP, thus

releasing contractual savings to fina\ce the industrialisation process.

5.3.4 The country has six DFIs, namely, Industrial Commercial

Development Corporation (ICDC), Industrial De.velopment Bank (IDB),

Development Bank of Kenya (DBK), Agricultural Finance Corporation

(AFC), Small Enterprise Finance Company (SEFCO) and Kenya Industrial

Estates (KIE). These DFIs were established to provide finance to medium
could not easily aocess credit fromand small scale enterPrises, which

commercial banks. Two of these

recently been restructured to enhance

and profitably in an open market

commercial restructuring will be

holdings in DFIs will be reduced.

, ICDC and IDB, have

capability to operate effectively
The programme of

to all DFIs and Government

5.3.5 In order to increase the av of finance for long term

investments the following steps will be

i) the DFIs will be allowed to access funds from contractual savings

institutions and channel these savings into long term industrial

investment lending;
iD through good corporate governance, the DFIs will be given the

requisite autonomy to operate competitively and profitably in an

open market economY;

iii) commercial banks will be invited to increase their long term

lending; and,

iv) Government will facilitate the acquisition and channelling of
external funcls to long term industrial investment financing, but

will not be directly involved in this process.

5.3.6 Kenya's capital market, the Nairobi Stock Exchange, is still at

early stages of development. The Government has recognized the

potential of this market to make long term capital available and to

iacilitate allocation of financial resources to corporations and industries'

The Government, in consultation with the Capital Markets Authority
(CMA), will continue to invigorate this.market by:

i) strengthening legal, regulatory arid tax framework to accommodate

local and foreign investors;

iD developing a clearly defined operational rules for underwriters,

brokers, dealers, merchant banks, mutual funds and unit trusts;
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i ii)

iv)

reducing credit subsidies which interfere with public issuance of
stock; and
encouraging issuance of stock and compliance with disclosure
requirements.

5.3.7 The restructuring and liberalisation of financial systems have
caused considerable interest in money market instruments, particularly
Treasury Bills and Bonds, certificates of deposits, bankers acceprances
and commercial paper. This positive developmenr has resulted from the
Government's commitment to controlling inflation and maintaining
positive real interest rates. The Government recognises the importan.. o1
these instruments in the mobilisation of long and medium term finance to
the industrial sector. The Central Bank is, however, committed to
restructuring these financial instruments in order to encourage long term
savings and investment. Steps wiil be taken by the cBK to divelop
secondary markets. The capital Markets Authority will encourage thl
private sector to establish a central depository for Treasury Bills, which
would ensure an efficient delivery and payment system for the bills.

5.3.8 Commercial banks and non-bank financial institutions mobilise over
80 per cent of financial resources in terms of savings and long term
deposits. They also provide over 90 per cent of short and meclium term
loans to the industrial sector. One major weakness is that they offer little
long term finance which is equally vital to the industrial sector. The
Government will, therefore, seek to strengthen these institutions by
carrying the following actions:
i) maintaining macro-economic stability;
ii) improving the stability and efficiency of the financial sysrem

through prudential regulation and strengthening the Deposit
Protection Fund; and,

iii) improving laws, regulations and tax systems ro promore
commercial bank involvement in leasing and venture capital as a
source of long and medium term capital.

5.3.9 The Government offers various tax incentives to both local and
foreign industrial investors. The incentives are in the form of tax holi4ays,
accelerated depreciation and, recently, a reduction of corporate tax rates.
Initially, the tax incentive systems worked welt to increase fbreign
investments, but dwindling domestic markets, increases in the cost of
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capital and production and the existence of widespread controls and

bureaucratic red tape have reduced their effectiveness. The Goverrunent

will therefore continue to maintain these tax incentives but ensure that

bureaucratic controls do not act as a constraint'

5.3.10 Over the years, currency devaluation and rises in price levels

have led to a considerable rise in the cost of capital goods. This has

prevented many up-coming firms from acquiring plant and equipment. To
-ornpenrate and encourage capital investment, the Government will
consider, where appropriate, the waiver of tariffs on imported capital

goods and will strive to maintain stable but realistic exchange rates

through prudent macro-economic policies.

5.3.11 It is a declared Government policy to reduce overdependence on

official borrowing as a source of long term capital. Instead, the

Government encourages increased inflows of foreign direct private

investment. Direct foreign investment has additional advantages of
promoting the transfer of technology and management and marketing

skills. In this regard, the Government will strengthen foreign investment

codes in order to promote joint ventures between Kenyans and foreign

investors and industrialists. The Government will enter into bilateral

negotiations of tax treaties with the view of avoiding double taxation and

thus encouraging fbreign direct investment

5.4 InvestmentPromotion

5.4.1 New investment approvals by the lnvestment Promotion Centre

(IPC), show that there has been a marked decline in investment ventures

in Kenya over the last five years. This worrying situation was

compounded by extensive disinvestment by some foreign companies.

These undesirable developments can mainly be attributed to the global

recession during the first half of this decade. It is recognized that the

country does not have adequate resources to meet the high cost of
investment required to bring about the envisaged industrial transformation.

The country will, therefore, actively seek direct private foreign

investment to supplement local capacity through the following strategies:
o Sufficient resources will be made available to IPC and

Export Processing Zone Authority (EPZA) to intensify

their programmes;
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o

a

In order to respond more effectively and efficiently to the
growing needs of industrializarion, rhe IpC will be
upgraded, restructured and strengthened to make it more
effective in providing a genuine "one-stop" facility and to
conform to international standards, advising potential
investors on issues of technology transfer and the
popularization of sub-contracting activities between large
foreign investors and local small and medium scale
enterprises;
All existing legislation relating ro investment in Kenya will
be consolidated into one legal document or Investment
Code to clearly regulate the legal rights and obligations for
both foreign and local investors and to provide legal
guarantees for all investors;
To attract foreign investment from the NIC's, IpC will
open promotion offices in those countries. The first office
will commence in the 1996197 Financial year and proceed
thereafter at the rate of one office every financial year;
Incentives given under Manufacturing Under Bond (MUB)
and Export Processing Zones (EPZ) will be harmonised in
order to encourage local investors to increase
manufacturing for export;
To overcome limitations imposed by shortage of industrial
land and infrastmcture, new serviced industrial parks
capable of accommodating 1,000 industries will be
established in growth centers by the year 2006:
New industrial estates capable of accommodating 50 to 200
medium scale industries will be constructed in key
industrial centers;
Identified core industries which will lay the foundation for
industrialization will be promoted. The Ministry of Finance
and the Ministry of Commerce and Industry in consultation
with IPC, ICDC and other relevant ministries and
organisations will review the adequacy of incentives needed
to attract investors to develop these industries. The IpC
will undertake intensive promotion and investor
identification, in order to hasten implementation of these
projects;

o

a

a

o

o
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In order to promote Kenya as the suitable investment

location, IPC will initiate an urgent study and present

recommendations to the Government for action. This will
be supported by effective country and project promotion

campaigns overseas;
Kenyan investors both in the country and abroad will be

encouraged to invest in Kenya through information

dissemination campaigns to be mounted by the IPC and

other relevant institutions; and,

Programmes designed to woo investors in specific sub-

sectors will be developed and promoted as a further

strategy to increase investment in key industries. The IPC

in consultation with the Ministry of Commerce and

Industry and other relevant private and public institutions

will draw up the programmes and commence aggressive

promotion urgently.

5.5 Technology Policies

5.5.1 To achieve and maintain competitiveness in the international

market, while addressing the pressing need to create employment, Kenya

must be selective in acquiring its technology. Given these requirements,

the pursuit of technology that is efficient but creates little or no

employment is not appropriate. These, sometimes contradictory needs,

demand working out strategies to systematically enhance Kenya's

technology base. The Goverrunent, in close consultation with the private

sector, will put in place a comprehensive policy framework for the

industrial technology development. To ensure the implementation of this

policy, the necessary legislation, regulations, rules and procedures will be

put in place within the framework of Science and Technology and

Industrial Property Acts. The Act itself is under review, as will be the

functions and structure of the National Council for Science and

Technology (NCST) so as to incorporate emerging areas of needs, for
example the assessment of our natural resources.

5.5.2 There are four broad means to acquire technology: through

indigenous research and development; direct foreign investment;

purchasing or leasing "off-the-shelf"; and, overseas training. Technology

can also be acquired by accessing patent documents in public domain kept

o

o

o
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in Patent Offices such as Kenya Industrial Property Offices, (KIPO).
Kenya will pursue acquisition through all means. A crucial role for
Government is to spearhead actions to harness technology intelligently, for
well defined purposes and for the benefit of society at large. A mechanism
will be developed to Kenyanise the country's natural resources and KIPO
will be provided greater Government support to play its rightful role.

5.5.3 For effective industrialization. it is necessary to identify Kenyan
natural resources and products through branding and patenting. Currently,
Kenyan natural resources or products have no Kenyan identity. For
example. Kenya coffee, tea, soda ash, cotton etc. have no brand names

and are sold as products of the consuming country, thereby, denying us

the attendant added value. The Kenya Industrial Research and
Development Institute (KIRDI) will therefore be provided greater
Government support and will continue its recent initiatives to strengthen
its links to the private sector. In this regard, KIRDI will be supported to
finalize its strategic plan which should indicate how it intends to meet the

technological challenges presented by the vision of achieving NIC smtus

by the Year 2020. However, the private sector must be encouraged to
invest more heavily in technology development, either independently or
through collaboration with public R&D institutions. Particular attention
should be given to the adaptation of known and available industrial
technology to suit local needs and conditions. KIPO will be provided with
the necessary resources to perform its gazetted functions to protect
inventions and innovations, to promote inventiveness and to register
technology transfer.

5.5.4 Direct foreign investment has been the most prominent source of
technology acquisition and is expected to remain so. While recognising
the very considerable benefits that can accme to Kenya through foreign
investment, the Goverrunent will give greater attention to the nature and
conditionalities surrounding the importation of technology and to promote
a greater diffusion of such technology. It is envisaged that acquisition of
some specialised technological capabilities may require temporary
migration abroad for related training and employment. The private sector
will be encouraged to pursue this strategy. Where skills short-falls are

detected, foreign expertise will continue to be sought, particularly from
those countries which Kenya intends to emulate in industrial
transformation. Kenya will continue to take advantage of a number of
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programmes developed by United Nations Industrial Development
organization (UNIDO) and other donor agencies meant to promote
technology transfer into and among developing countries.

5.6 Standardisation Aspects

5.6.1 As Kenyan industry aspires to move into international markets, its
products must accord with ISo 9000 standards and quality. Testing and
quality control laboratories are services that most small and medium
enterprises cannot provide for themselves. To provide this service the
Government, with the assistance of UNIDo and other donors, will
continue to build the human and technical capacities of the Kenyan Bureau
of standards (KEBS) in standards development, testing and quality
control.

5.6.2 It is particularly important that the necessary facilities ancl
institutions to develop product standards are put in place without further
delay. Appropriate measures wiil be taken by the Government to
implement provisions of Agenda 2l (of l99z Rio cle Janeiro Earth
summit) with regard to transfer and adoption of environmentally sound
technologies, provision of environmental infrastructure and implementation
of environmental protection.

5.7 Export Promotion

5.7.1 Given the limited domestic market it is imperative to set in place
a successful export promotion programme that will lead to increases in
foreign exchange earnings, employment opportunities, income per capita
and trade surplus. The main thrust of export promotion will be the
production of non-traditional export products ancl increase value addition
to primary products. Special emphasis will be placed on product
improvement including packaging, styling and design ancl new product
development. Emphasis will also be placed on competiriveness in quality,
prices and timely delivery of products.

5.7.2 Export promotion, within the conditions of Kenya's obligations
under multilateral trade agreements, will be an important means to
stimulate rapid economic growth and employment. Government will
maintain three principal incentive schemes: duty/vAT remission; export
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processing zones (EPZ); and, manufacturing under bond (MUB). While
all three were initially aimed at the manufacturing sector, they have now

been expanded to encompass both the service industry and primary

production. In addition to these promotion schemes, Government will
work closely with the private sector to provide necessary support services.

with the Export Promotion Council (EPC) as a main focal point for
collaborative work to identify export opportunities. Within the Ministry
of Finance, the Export Promotion Programmes Office (EPPO) will
continue to monitor the various tariff, tax and regulatory structures that

affect exports. The operation of EPPO will be streamlined to reduce

bureaucratic delays.

5.7 .3 In order to expand Kenyan market presence in traditional and new

markets, an effective contact promotion programme, market surveys and

investigations, trade fairs, exhibitions and trade missions shall be

undertaken by EPC in collaboration with other private and public trade

related institutions. Equally important, the EPC will work towards

improved trade information gathering and dissemination on competitor
activities and identifying gaps in overseas markets. A human resource

development programme for exporters, manufacturers and service agents

will be put in place through the EPC.

5.7 .4 The EPC must establish a sustainable financial base for its
operations that does not rely on Government or external donor funding.
While external financing is being made available to fund start-up costs,

those that benefit directly from EPC activities must be prepared to pay for
the services provided. For example, the EPC intends to create a Business

Information Centre for which user fees will be imposed and similar
charges for all direct services should be introduced.

5.7 .5 Continuous review of the macro-economic variables such as the

exchange rate will be undertaken to ensure they remain supportive of
export activities. Similarly, reviews will be made of export incentives,
within the context of international agreements, as well as the identification
and removal of regulatory or bureaucratic disincentives.
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5.7.6 Effective trade and investment offices, will be opened in carefully

selected key outlets. The offices will be manned by highly experienced,

qualified, resulGoriented personnel. They will be selected on merit from

t'he private or public ,..tor, and supported by attractive remuneration

packages and modern facilities.

5.7 .7 The modalities for setting up of an export credit guarantee and

insurance schemes to support upcoming exporters will be explored'

Import duties on raw mateiials und finirhed products will continuously be

reviewed and ration ahzed in order to provide adequate differential to

support manufacturing activities that utilize imported inputs. A more

efiective and efficientiuty and VAT remission mechanisms will be put in

place in order to remove the present bottlenecks experienced under the

EPPO programme.

5.8 Regional and International Trade Arrangements

5.8.1 Smooth and increased flow of Kenyan exports into regional and

international markets can be enhanced by the implementation of favourable

trade arrangements with other countries. Kenya will strive to maximize

benefits from existing and future trade agreements with our trading

partners. Full advanlage will be taken of markets that are closer and

easier to penetrate *t it. expanding our share of present markets'

Institutional and legal framework required to foster international and

regional trade whiJh could benefit the country will be implemented

sp-eedily. Strong trade negotiation skills will be built up with assistance

fiom it " United Nations Conference on Trade and Development

(UNCTAD) so as to take full advantage of bilateral and multilateral trade

agreements.

5.8.2 Kenya will actively participate and support integration efforts of

the African economies and in particular:
o the African Economic CommunitY;
oCommonMarketforEastandSouthernAfrica;and
o East African Co-oPeration'

Intensive efforts will be made to hasten effective and smooth working of

these regional market organizations. Reduced trade barriers within Africa

and enhanced trade relaied infrastructure offer the greatest scope for the

rapid growth of Kenya's manufacturing and service exports. The
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importance to Kenya of African markets is reflected in the fact that, in
1994,45 per cent of the country's total exports by value were within the
continent.

5.8.3 Effective measures will be taken so as to ensure that imported
finished products are of high standards and to guard against dumping of
sub-standard goods. where such dumping practices are proven,
countervailing duties and other retaliatory measures will be imposed. The
KEBS will be strengthened so as to adequately monitor the quality of
imported goods.

5.8.4 The quality of locally manufactured products whether for exporr
or domestic market will be enhanced by continuous review and upgraiing
of standards. Competition among local producers will ue .ncou.agei
throu-qh strict enfbrcement of anti-monopoly and anti-trust laws.

5.8.5 The multilateral trade negotiations of the Uruguay Round
culminated in the establishment of the world rrade organisalion (wro).
It set out an ambitious agenda which included reducing international trade
barriers further. Kenya is a signatory to this ugr..ri.nt and must work
within its trade regulations and recognise that international trade will
become more competitive. However, new trade opportunities will emerge
as a result of the new multilateral arrangements that will encourale
international trade provided Kenya can estabrish export orientated
industries.

5.9 Environmental policies

5.9.1 one of the most important issues of our time is the inter_
relationship between development and environment. The two are
intricately intertwined so that any development that has to take place must
address itself to environmental concerns. Kenya,s Seventh National
Development Plan: 1994-96 stresses the importance of integrating
environmental and developmental issues into the country,s pranning
process. Totally unrestricted industrial development can have deleterious
repercussions that either cannot be rectified or are very expensive to
remedy. Therefore, it is important that Government .rtutlirhls policies
that counter such threats fiom the outset.
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5.9.2 Industrial development must adhere to standards of environmental
protection and resource conservation, particularly with regard to industrial
emissions, resource utilisation, waste disposal and conditions in the

workplace. Industry must pursue twin goals of productivity with
efficiency and become more energy and resource efficient, waste

minimization and proper disposal management. Health and environmental
damage costs caused by private enterprises have been largely transferred
to the public sector or future generations. This must change to have
polluters increasingly confronted with the full cost of their activities under
a "polluters-pay" approach. Among the range of options to be considered
are effluent or emission charges and introduction of tax concession for
industries using environmental friendly technologies. Serious

consrderation will be given to the establishment of a fund to provide
grants or low interest loans to alleviate additional capital costs required to
introduce environmental protection equipment.

5.9.3 Every industrial project will be required, by law, to provide an

Environmental Impact Statement befbre licensing and implementation.
Potentially damagrng proposals will be identified early in the project
cycle , at pref'easibility stage, and projects which are shown, by
preliminary screenrng, as likely to have significant adverse environmental,
social and economic impacts will be required to complete an

Environmental Impact Assessment (EIA). The EIA will be conducted
rndepcndently of the agent, department of the Government or the private
organv.alon undertaking a project. Existing industries and those that had

pre vrously unde rgone an EIA must be periodically subjected to
environmcntal accounting and auditing. The impact of each individual
projcct will be intcrnalized during appraisal and analysis, including all the
costs and bcnel'its and in making choices on appropriate technologies,
econonric size and pr<rject location.

5.9.4 IJxisting legislation has been reviewed and new laws are being
incorporated so that those firms and individuals who cause environmental
de-uradation can be subjected to deterrent punishments. The laws needed

fbr environmental protection will be protective to the environment and not
just reactive to damage occasioned to the environment. Currently the law
on environment does address itself to liability and compensation for the

victims of pollution and other environmental damage. Firms will be

provided with environmental impact guidelines so that they can be able to
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undertake their own self assessments. Environmental management
capacity within each project will be enhanced through the establishment
of cleaner production centers and other relevant training facilities. The
Government will also set standards for the appropriate disposal of wastes.

5.9.5 Every technology imported or developed locally has to be
environmentally sensitive and must include waste management as a
package. There will, also, be need for alternative technologies to ensure
that industrial development is environment friendly. Central to this must
be encouragement of low or non-waste technologies. There will also be
need to support a strong "R&D" programme to develop waste
management techniques. A method of charging for pollution will be
formulated and implemented to cover both the quality and quantity of
effluent. Each polluter will have to pay for his load of pollutant on the
basis of "polluter pay principle". The cost of conservation and clean up
shall be borne by the responsible industry or project. In this regard
capacity will be developed to set, monitor, and enforce environmental
quality standards. The enforcement machinery will also provide for the
restoration or mitigation of environmental damage.

5.9.6 For Kenyan products to be readily accepted in international
markets, they will have to be of high quality and conform to international
standards. Among such requirements is compliance with the internationally
recognized "Quality Management Standards" under the ISo 9000 series
and "Environmental Management Standards" under the ISo 14000 series.

5.9.7 The Government will institutionalize the environmental policy
making process by strengthening government organizations involved in
implementing the environmental policy and enforcement, so that progress
is made on environmental issues as pertains to pollution abatement; waste
management; drinking water supply, and waste water management.
National Environmental Action Plan (NEAP ) will translate broad
environmental concerns into specific action plans and identify policy
measures and investment priorities through:-

o Preparation of National and Local Plans to reduce
industrial and other pollution, including the setting of
health and environmental quality standards for air, water,
noise and marine pollution; and
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o Planning and implementation of a national awareness
programmes on the management of waste waters from
industrial and agricultural activities to inculcate appropriate
attitudes and values and capabilities necessary for positive
environmental action.

5.10 Land Use Policy

5.10.1 In Kenya, provision of serviced industrial land has been
undertaken by both the public and private sectors. The Estates
Development Fund (EDF), a Government initiative which was suspended
in 1982, was a revolving fund used to develop roads and drains on land
before allocation, with the costs then being apportioned to allottees.
Beneficiaries were however limited and concentrated in Nairobi. More
recent public efforts have focused on land planning and zoning but not
direct provision of infrastructure leading to a grbwing backlog of
unserviced land. This has led to increased start-up costs for investors who
have to service their own land. In addition, land market, in the country,
is poorly developed and information is not readily available.
Compensation arrangements for alienated land are inadequate and the
procedure is also cumbersome.

5.10.2 The Goverrunent will adopt strategies that enhance efficient
supply of serviced land. Firstly, the roles of the Commissioner of Lands,
the Ministry of Public Works and Housing (MPW&H), the Ministry of
Local Government (MLG) and the Local Authorities will be harmonised
to avoid any duplication or conflicts of roles. Secondly, the Government
will study the possibility of reviving a funding facility for servicing land
on a revolving fund basis. The Government will also reconsider the
necessity of coming up with a comprehensive land policy that will cover
issues such as setting aside public land for industrial use, facilitating land
purchase by industrialists, speeding up the issuance of title deeds, taxation
laws as they pertain to land and physical planning to facilitate efficient
land use.

5.10.3 Government policy has always stressed equitable growth
and this will remain the prime goal for national development. However,
it is important to recognise that, at least in the immediate future, certain
regions and settlements will hold greater attraction to industrial investors.
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It is therefore, likely that, inthe majority of cases, Kenya's existing major
urban centers will be considered to hold comparative advantage for new

industrial projects. As a first priority Government will concentrate its
infrastructural investment to improving the level of services in these

centers and the communications between them and with the outside world.
If basic services such as power, water, and communications continue to

fall short of demand in these comparatively advantaged locations then

investment will be frustrated and Kenya as a whole will suffer. However,
as soon as possible strenuous efforts will be made to induce industrial
dispersion through enhancing infrastructure in currently less well served

areas.

5.10.4 Industrialisation will bring about potentially radical and

rapid shifts in population. One result will, almost certainly. be an

increased rate of urbanisation together with its associated rise in demand

for shelter and other essential services. [f such increased demands are to
be met, deliberate planning and investment must be undertaken
immediately if our cities are not to be overwhelmed. Current conservative
predictions are that Kenya's urban population will triple by the year 2020
and make up one third of the country's total. While every effort must be

made to maintain rural-urban balance, through creating a prosperous rural
economy and developing secondary urban centers, the trend towards
urbanisation is inevitable. Immediate action is called for to strengthen the

capacities financial base and accountability of local authorities responsible
for urban centers most likely to receive future industrial development.
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CHAPTER 6
BASIC INFRASTRUCTURE FOR INDUSTRIALISATION

6.1 The Critical Role of Infrastructure

6.1.1 The current inadequate state of Kenya's infrastructure acts as a
major disincentive to potential investors and threatens the realisation of the
goal of industrialisation. The availability of infrastructure and its efficient
operation are major determinants to the cost of production, quality and
timeliness of response to product and service demands. Corruption in the
award and supervision of infrastructure contracts has been a major
hindrance to quality infrastructure in general. Hence, the Government
s'ill ensure more transparency in the award and execution of its contracts
and entbrce conformation to laid down contractual obligations by both
parties durin,s implementation. New construction contracts will only be
eftected upon w'ritten assurance from the Ministry of Finance that the
necessa.i'\' finances rr'ill be made available to enable scheduled completion
and prrrmpt pa)'ment.

6.1.1 Gtrvernntent recognises that the provision of infrastructure is one
trf its mairrr functit'rns and responsibilities. It is, therefore, committed to
increasing public invesrment in this area. However, public resources are
linrired und great care s'ill be taken to invest only in high priority projects
that rr ill tttuke u ltlair)r intpact upon the industrialisation process. In order
tr) incretsc puhlic firtancial resources. Government will, wherever feasible,
prtrr ide inflirstructure on a cr)st recovery basis. Where capital costs
ciltrn('tt be rcctruped. operatirtn and maintenance expenditures will
increlsinglv he tirnded tiom user charges. Furthermore, private sector
u ill he crlcouraged trr ensxse in joint ventures with Government and to
undertake prirateh finurced prdects.

6. 1.3 The iutntediate prioritl' tbr public infrastructure investment will be
the tnaintetlance. rehabilitation and reconstruction of existing facilities and
satistying demand. over the longer term. the objective will, however,
focus on upgrading the levels of service of existing infrastructure and
providing new ones to areas that are currently disadvantaged but have the
potential for industrial development.
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6.1.5 Two concepts, the Build Operate and Transfer (B.O.T.) and the

Build Operate and Own (B.O.O.), are gaining prominence in

infrastructure development. In both cases, private Sector operators put up

the infrastructure. In the B.O.T. case, they operate the facility for a pre-

agreed period after which they surrender it to the Government. In the

latter case they own the facility and operate it as any other regulated

business. Facilitating B.O.T. and B.O.O. needs legal and regulatory
reform and the monopoly nature of much infrastructure provision requires

a strong regulatory environment. The Government will convene a task

force to investigate the legal and institutional reforms required before the
nrivate sector can exploit new opportunities in the Sector. The task force
,..,ill make specific recommendations on areas suitable for innovative
operations as well as the modalities for operation.

6.L.6 There is a pressing need to co-ordinate infrastructure provision and

maintenance to ensure both optimum use of existing facilities as well as

optimum co-ordination for efficient provision of new infrastructure. A
number of master plans have been completed for various sectors including
the roads sector, postal and telecommunications sector, the railways

sector, and water. The Eighth National Development Plan (1997-2001)

addresses the necessary coordination, lays out priorities and strategies for
integration between sectors and details a five year infrastructure
investment programme.

6.2 The Energy Sector

6.2.1 Inadequate sources of energy coupled with energy-inefficient
technology have escalated the costs of manufacturing making Kenya's
industrial products less competitive internationally. Exploration of fossil
fuel minerals such as coal and petroleum will therefore be intensified.
Exploitation of economic mineral deposits will be pursued.

6.2.2 Electricity supply is crucial to the manufacturing sector. The main
constraints with regard to electricity supply are voltage fluctuations and

power breakdowns. These become especially acute during times of
inadequate rainfall because nearly 70 per cent of the installed generation

capacity is hydroelectric. Electrical fluctuations and breakdowns damage

equipment and create production losses. The high frequency of power

failure coupled with prolonged durations of power breakdowns is a clear
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indication of overstretched power supply resulting in recurrent power

shortfalls. In addition, construction of power projects involves very heavy

capital investment whose costs cannot be met solely from local Sources.

An additional constraint has been the legalised monopoly status of Kenya

Power and Lighting Company (KPLC) which has restricted the ability of
the private sector to participate in electricity provision.

6.2.3 In order to lay the foundations for a revitalised electricity industry,
the Government has instituted a major reform programme. A statutory
power authority will be established to regulate the power industry for the

benefit of the economy and investors. Further, the functions of the power
industry will be reorganised into distinct and discreet entities for power
generation and transmission and distribution in order to allow for
flexibility in management and investment in the industry and private
provision of electricity. The Government will introduce legislation clear!v
specifying the components of the industry in which the private sector can

participate, the modalities and regulatory laws to ensure transparency as

well as limitations on the monopoly power of KPLC. With the

introduction of competition, prices and tariffs will be decontrolled,
however, Government will retain reserve powers to review and adjust both

the level and structure of electricity tariffs.

6.2.4. The supply of electric power for industrialization in the country
will be supplemented by promotion of new and renewable sources of
energy such as wind, power alcohol, solar, biogas and bagasse. In the

longer term, Kenya may have to consider whether nuclear energy, which
is highly scale intensive, is a feasible option to supplement hydro power
resources.

6.2.5 The petroleum and petroleum products market has been liberalized.
However, the Government will continue to monitor the supply levels and

distribution of this strategic industrial input throughout the country. The
Government will also continue the search for indigenous fossil energy and

to provide necessary incentives to attract both foreign and local companies

to participate in the search for oil. To boost oil export to neighbouring
countries, the Kenya Pipeline Company is planning to extend the existing
pipeline from Eldoret to Malaba to enable the oil exports to be delivered
promptly to western neighbouring countries. Other viable extensions to the

pipeline will be explored.
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The Kenya Petroleum Refinery will also be upgraded ro eliminare rhe
problem of crude oil stock feed.

6.3 Roads and Road Transport

6.3.1 An effective road transport network is an importanr prerequisite
both for economic and social development. The provision of this is
however, costly. The construction and maintenance of roads need careful
planning in order to maximize the utilisation of the resources invested. and
to ensure effective support to the other sectors of the economy. The
Government will pursue policies which within the available financial and
other constraints, are geared to minimising total transport costs to the
users and to improve accessibility to key production and consumption
areas.

6.3.2 Maintenance of the existing road network is under various agencies
such as the Ministry of Public Works and Housing (MPWH;,
municipalities and Kenya wildlife Service with different objectives and
funding sources. In order to effectively coordinate the maintenance of the
network, the Government is currently exploring the possibility of
harmonising operations of the different road agencies.

6.3.3 Although there are areas with insufficient density of classified
roads, the extent of Kenya's network is generally aclequate to support
present and planned level and type of economic development. However,
the quality and service level of the network is inadequate as it is
characterized by poor maintenance with the consequent negative effects of
increased vehicle operating costs. The primary objective for the road
sector is, therefore, to lay emphasis on sustainable maintenance. The
strategic plan for the road sector up to and beyond the year 2000
emphasizes maintenance, rehabilitation and reconstruction of the roacl
network. Upgrading the level of service of roads linking Kenya to its
trading neighbours and to local areas which are currently poorly served
are additional priorities. Hence, emphasis will be on routine maintenance,
upgrading and reconstructions of existing road network, while expansion
will only be to bridge any missing road links.

6.3.4 Additionally, donor funding for specific reconstruction and
rehabilitation programmes will be sought. In order to involve the private
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sector more in provision of road services, the Government will contract
out most studies. desi-qns. construction and maintenance activities to the
private sector and will investi,qate the possibility of privatising some road
links. In the hei_eht of budgetary constraints, new funding avenues will be

sought from both internal and external sources.

6.3.5 To further enhance economic development in Kenya, the
Government has completed a Road Network Development Masterplan
Study. The study identifies certain sections of the road network, e.g the
main road from Mombasa through Nairobi to Western Kenya, to support
satellite centers for industrial development. The plan period is up to the
year 2013, and the total estimated cost will be Kshs. l2l billion at 1994
prices. The Government is also in the process of introducing the Roads
2000 Strategy for road maintenance on a nationwide basis. The strategy
is aimed at adopting the most cost-effective combination of labour and
equipment in order to achieve basic accessibility and to create employment
opportunities.

6.3.6 To enhance the efficiency of road transport operations, the
Government will constantly review the laws that may hinder such efficient
operations. These basically relate to the capacity of vehicles inuse on our
roads such as matatus and heavy goods vehicles. The intention will be to
increase the capacity of the present matatu size from the 25 passenger
capacity. This industry will also be reviewed with the aim of formalising
its operations by encouraging the adoption of sound work ethics by
instilling some sense of discipline to the operators. These steps will lead
to increased economies of scale for the matatu operator and in turn
generate increased revenue to the exchequer.

6.3.7 Kenya is a transit country and all heavy goods vehicles operating
on our roads will be required to observe the maximum axle load limits as

stipulated in the Agreement of the COMESA countries where we are a
signatory. The existing heavy goods vehicle dimensions will also be
reviewed to be consistent with the agreed vehicle dimensions for the
COMESA region. These steps are also prerequisites within the East
African Cooperation and will ease the facilitation of transit road transport
through our country.

75



6.3.8. To enhance road transit transport, the licensing procedures of
heavy goods vehicles will be streamlined by adopting rhe COMESA
carrier licence and the COMESA transit plates for all vehicles licensed to
engage in international transport in Kenya. The same will be required of
other transit vehicles licensed in foreign countries especially from the
other East African Cooperation Member States. This approach coupled
with the on-going use of the Road Custom Transit Declaration form
(RTDC) now in common use in the East African Subregion will ease
facilitation of transit traffic.

6.4 Water Development

6.4.1 Water is a primary and locomotive input in industrial
transformation and will be developed for its indispensability in human,
plant and animal life. Most industrial activities need clean, adequate and
reliable water supplies. Besides, both the surfeit and lack of water has
been cause to untold human suffering as well as serious environmental
degradation. The quantity and standard of water treatment must, therefore,
be high enough to meet industrial requirements. In order to provide the
basis for future supply, the Government has prepared a National water
Masterplan.

6.4.2 By 1994195, the Government through the Ministry of Land
Reclamation, Regional, and Water Development (MLRRWD), had
implemented, rehabilitated and/or augmented a total of 1,579 water
projects, 11,389 boreholes, 916 dams and 448 pans rhroughout the
country. Out of these, 692 projects were operating, but below their
production capacity due to inadequate management, while 363 were still
under various stages of implementation. Despite all these efforts,
availability of clean warer in the required quantities and proper sanitation
is still a major constraint to industrialization. Deliberate efforts will
therefore continue to be made to impound water when and where it occurs
for its multifarious application that will include the enhancement of the
good health of both man and livestock as well as rhe support for plant life,
the latter providing the raw materials for localised industries. This will
be necessary in both high and low rainfall areas of the country so that
given the diminishing size of land holdings, agriculture in the former can
metamorphose from being artisinal to professional and the latter from
being nomadic to sedentary.
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6.4.3 Major problems concerning water supply include: inadequate

supply, particuiarly in urban areas where the demand for water outstrips

ttreiuppiy; unaffordable technology for the exploitation of water; default

in payments particularly from the public institutions; inefficient revenue

colieition; lick of proper coordination between Government, local

authorities, NGOs 
^rd 

doro.r; and under-funding of recurrent budgets for

operation and maintenance.

6.4.4 If existing and predicted future demand is to be met, increased

numbers of water intakes and storage capacity must be built and

transmissions laid throughout the country. Existing schemes will either

be rehabilitated to restore their initial capacities or augmented to provide

more water for the increasing population and industries. The participation

of local communities, the private sector and NGOs in planning and design,

implementation and in operation of water supply schemes will be further

encouraged.

6.4.5 The Government will install individual meter connections to

facilitate maximization of revenue earnings and minimisation of water

wastage to ensure equitable distribution of water. In addition, the building

code on urban constnrction will be reviewed to ensure that urban houses

and buildings are efficient in the utilization of their water. In order to

encourage private Sector provision of clean water, treatment and disposal

of waste witer, the Government will enact legislation that will allow local

authorities to sub-contract out the provision of their water services to the

private sector on a commission or franchise basis or alternatively allow

them to set up autonomous public bodies to do the same with strong

private sector involvement.

6.4.6 The pricing of water will be such that the rates take into account

the ability to pay by the water users in different parts of the country.

Rates in rural areas will cover the efficient cost of operation and

maintenance where feasible. On the other hand, prices in industrial

locations will cover both the maintenance and capital investment costs on

a long term recoverY basis'

6.4.7 The availability of piped water in small upcoming urban centers,

rural areas and even in semi-arid areas will be necessary to attract new

economic activities and facilitate industrial growth in these areas' The
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Government, private sector and NGos involved will. therefore, focus their
efforts towards this direction. The water Act will be amended to ensure
that its implementation is more flexible and does not hinder the above
mentioned actors in this endeavour. Towards that end, a water Research
commission (wRC) will be established to develop and acquire rhe most
appropriate water exploration and harvesting technologies as well advise
on the equipment and implements most suitable for its maximum
utilisation.

6.4.8 As Kenya become more industrialized, the management of
sewerage disposal and waste water will become crucial. waste products
from the majority of industries, for example, agro-chemical industries,
research laboratories, textile mills and tanneries has to be treated before
being discharged. The Government and local authorities will ensure the
development of systems to handle waste-water. In rural areas, sanitation
systems will be developed alongside water supply to promote the health
of the people. The Government will also encourage other methods of
domestic sewerage disposal such as bucket latrines, pit latrines,
aquaprivies, cesspools and septic tanks where water-borne sewerage
systems are not economically and environmentally feasible. In order to
supplement Government's subsidies on sewerage and waste water
treatment, differential sewerage service charges will be instituted where
necessary but will take into account the ability to pay by the beneficiaries.

6.5 Postal Services

6.5.1 The postal sector's broad objective over the years has been
expansion, modernization and diversification of its services in support of
national economic development goals, customer requirements and
corporate policy. This objective will continue to be pursued with the
emphasis on commercialisation of postal services in order to enhance
effectiveness. In pursuit of this goal the Kenya posts and
Telecommunications corporation (Kprc) will be split into three separate
and independent entities namely postal Services; Telecommunications; and
Regulatory Authority. The postal Services will be responsible for a new
contractual undertaking with specified financial targets and full authority
to implement any actions to achieve the targets. The Regulatory Authority
will be established to oversee the activities of investori with interests in
telecommunications installations and operations.The Regulatory Authority
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will also oversee the activities of investors with interests in
telecommunications installations and operations and licence all
Telecommunications operators. The Regulatory Authority will ensure the

creation of desired structure for the development of the sector; pursue

realistic improvement in price and services; maintain a fair balance
between public policy objectives and the need to allow a fair balance

between public policy objectives and the need to allow telecommunications
operators freedom to pursue commercial objectives; provide pragmatic but
stable, consistent, equitable and transparent decision making; and ensure
that all network operations are consistent with international conventions,
treaties and bilateral agreements.

6.5.2 It is the policy of the postal sector to enhance accessibility and
penetration of services through the establishment and provision of
additional service outlets in urban and rural areas. The emphasis is,
however, on economic size and cost effective service points. With this in
mind, KPTC and other concerned bodies will investigate the feasibility of
numbering buildings, streets, etc. and using this as supplementary delivery
points. This will be investigated particularly with respect to designated
industrial areas. Implementation of mail transit centers at Jomo Kenyatta
International Airport (JKIA) and Moi International Airport, Mombasa will
facilitate effective mail delivery by reducing delivery time and improving
on security system of the mail.

6.6 Telecommunications

6.6. 1 The provision of efficient telecommunication services is an integral
ingredient for the attainment of socio-economic development, particularly
industrialisation. Telecommunication services provide vital links for
easier dissemination of information that facilitates commercial exchange,

as well as providing superior alternatives to expensive transportation hence
making marketing more efficient. As enumerated above the present

KPTC will be separated and a discrete Telecommunications Corporation
created. Once this is accomplished detailed plans for the privatisation of
certain functions will be drawn up.

6.6.2 Exchange connections have risen from 183,000 in 1990 to 238,000
in 1995 and are projected to reach 880,000 by the year 2020. Exchange
capacity stood at364,636 in 1994 with 70,095 waiters. Demand for value
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added services has also steadily grown especially mobile telephone and
data services. In order to increase the quality of service automation and
digitalization of the network is at an advanced stage. Maintenance
procedures will be improved so as to ensure real time network
management in fault clearing and service provision.

6.6.3 The Government will continue to encourage private sector
participation in the provision of telecommunication services as exemplified
by the liberalisation of paging services and vending of telecommunication
equipment. Government taxation measures, especially duty and VAT
levied on imported technical inputs, will be eased to ensure the availability
of raw materials to provide a sound base for industrialisation.
Computerised billing procedures already in place will be strengthened with
a view to increasing efficiency. A comprehensive line plant provision
programme is already underway to ensure increased capacity utilisation.
Joint venture programmes are already underway.

6.6.4 The Telecommunications Test and Development Centre (TTDC),
whose present activities include standards and calibration, type approval
testing of telecommunication equipment, will be transformed into a Kenya
Electronics and Telecommunications Development centre (KETDEC).
Its mandate will be widened to include Research and Development in
electronics and telecommunications. Adequate resources will be availed
to KETDEC to enable the Centre address this mandate.

6.6.5 The curricula at the Kenya college of communications Technology
(KCCT) will continue to be expanded to include advanced courses in the
field of computing and telecommunications for purposes of closing the
skills gaps. KCCT will, with time, be up-graded into a University
specializing in the training and development of communications
technology. To advance towards this goal, a department dedicated to
communications technology research and development will be developed
within the college to work in collaboration with the Gilgil
Telecommunications Industries (GTI). The staffing of the Department will
be enhanced so as to attract well qualified personnel in preparation for up-
grading of the college to University status.
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6.6.6 The Government will continue to facilitate long term financing

arrangements for the sector and ensure that strict and transparent loan

administration procedures are effected'

6.7 Kenya RailwaYs

6.7.1 There is a single railway system running from Mombasa through

Nairobi to Uganda with branchlines to Nanyuki, Kitale, Nyahururu, and

Butere via Kisumu. Another branch connects Kenya to Tanzania via

Taveta. There are several sidings in the major towns opening up the areas

for industrial development. The total railway network is 2,765 km.

6.7 .2 The current operational levels are low due to inhibiting constraints'

Analysis for the last five years shows declining performance levels in the

key indicators. This has implications on revenue and efficiency levels'

Tonnages moved show a declining trend from 3'6 million tonnes in

1989/t0 ro 2.2 million lg93lg4, and there are indications that this

downward trend will continue. The existing line has a capacity of more

than 6 million tonnes Per annum.

6.7.3 In order for the Kenya Railways Corporation (KRC) to be more

effective in a liberalised environment, prudent commercial practices must

be adopted. Such practices will include:-
o Joini ventures with the private sector in wagon and

locomotive maintenance to augment the available levels for

both locomotives and wagons including the possible leasing

of stock;
. Greater attention to preventive maintenance on the

Permanent waY and rolling stock;

. The privatisation of non-core services which includes

cateringservices,estatemanagement,security,non-core
shops in central workshops and vehicle maintenance: and,

o Enhance and improve current marketing strategies by

liberalising the existing pricing policies and similarly

enhance the current capacity of the existing information

system.

6.7.4 The primary role of railways in the industrialisation process is to

ensure that industrial inputs and outputs are transported efficiently' This
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o More intensive use of block train operations and addin_e
and improving the existing railway sidin_es. viabirit!
analysis has been done to ascertain this;o Encouraging regionar cooperation between the East African
countries, as exemplified by recent reintroduction of
services to Uganda and Tanzania:o Undertake joint marketing efforts between organisations
and the private road hauriers for ensuring door to door
service delivery;

o Ensuring that most of the available resources are
concentrated in freight which is the core service, this may
involve closing uneconomic branchlines:o continue to intensify the organisational restructuring
through retrenchment schemes and financiar restructurini
so as to improve productivity and service quarity revels;o Resrructure the Rairway Training Institute (RTI), and
improve on the training needs of personner and make the
organisation responsive to commerciar operations;o Improve and expand on the capacity.of trick. proposars to
electrify key lines have been approved and the corporation
is looking for donors; ando The. Kenya Rairways wilr consider the possibility of
fabrication of spare parts for the industriar sector in its
foundry workshop. This wi, offer the necessary support
for faster industrialisation.

6.7.5 The monopoly sratus of the Kenya Railways corporarion (KRC) is
a major cause of its inefficiency. The Goverr*.nt as tne sole shareholder
will evaluate alternative ownership arrangements, including private sectorparticipation, as a way of improving thJperform.r.. oi,t. body. The
Government wilr also consider the riasiuiiity or repaoting ttre ownership
of.the railway line from that of the rolring stock wi;h a vie'w to facilitatingprivate sector competition in the latter.

6,7.6 The feasibility and viability of constructing a new railway rinefrog the proposed second port at Lamu via Kitui, Eirbu, Meru and Isioroto uganda with branch lines to Ethiopia and Southern Sudan will be

will be facilitated by the following specific actions, some of which have
been undertaken
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investigated. The new line would connect into the existing Kenyan rail
system from Meru, Nanyuki, Nyahururu, Kabarnet Iten to Eldoret. The

proposed line would open up northern Kenya for economic development

as well as providing a much needed expansion of regional communications

and trade.

6.8 Ports

6.8.1. The rated capacity of the port of Mombasa is 22 million tons

annually. However, in the recent past, port throughput has averaged only

8.1 million tons of which imports constitute 72%. The Kenya Ports

Authority (KPA) has undertaken some rehabilitation work both on the

equipment and in storage areas at the Port of Mombasa. To further

improve and alleviate the low levels of equipment availability, which in

the past have constrained productivity, it has signed refurbishment and

maintenance contracts with the principal manufacturer of most of this

equipment. These efforts will be supplemented with a restructured

organisation which will entail a highly motivated labour force and a more

commercially oriented management to enable timely provision of highly

efficient service to the maritime trade for the entire port hinterland. This
will not only.lead to lower per unit costs but will also attract more vessels

and trade - local, transit and transhipment and further propel the port of
Mombasa as the natural gateway to the East and Central Africa.

6.8.2 Tariff rates will be pegged to both cost and efficiency levels.

Whereas the foregoing is aimed at attracting more trade, this trade can

only be assured if an adequate supply of service of all the requisite co-

operant factors and services are available in a timely manner and in the

desired proportions. The container handling and storage facilities at

Mombasa will be supplemented by facilities in the inland container depots

in Nairobi, Kisumu and Eldoret. In this regard, conversion or expansion

of container handling berths and the development of a specially designed

Container Freight Station in Mombasa will be developed so as to ensure

optimal berth occupancy and reduced cargo dwell-time. Additional
equipment to replace the aged and further complement the refurbished

ones will be required for Mombasa container terminal and Nairobi Inland
Container Depot. Adequate equipment will also be provided at the inland

container depots in Kisumu and Eldoret. Operations of the port at Kisumu,

currently owned and managed by KRC, will be reviewed and streamlined.
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This will include the
arrangements.

consideration of alternative management

6.8.3 In addition to the rationalized manpower scheme that is being
effected, training, rededication and commitment to work will be enhanced.
This will be done through recognition and rewards so as to continuously
foster productivity levels and consequently lower the per unit cost to the
ports while enhancing the competitiveness of port transit trade.

6.8.4 The foregoing developmenrs will be undertaken by the KpA,
although external or donor assistance will be required in the provision of
equipment and major capital investments to service the container trade.
Some of these developments will take 5-10 years to be completed,
particularly those related to container trade.

6.8.5 The expansion of international trade will demand enhanced port
facilities. The feasibility and viability of opening a second porr in the
[,amu area will be investigated. Any such proposal will be dependent
upon greatly improved communications between Lamu and inland Kenya
and neighbouring countries.

6.9 Civil Aviation

6.9.1 Air transportation is the fastest, safest and most reliable mode of
transport and is crucial for industrialists. The Kenya Airports Authority
(KAA), established in 1991, is charged with managing Kenya's
commercial airports on sound commercial principles. The Directorate of
civil Aviation (DCA) provides navigational facilities throughout the
country, as well as testing and licensing of crafts, and air crew, testing
airworthiness, and accident investigations.

6.9.2 The Government will endeavour to facilitate the provision of
efficient air cargo handling facilities, and domestic and international air
travel facilities in order to expedite the communication needs of
industrialists. In order to increase the efficiency of air transportation, the
Government will continually review the sector in order to encourage
competitive supply of services. In addition, the Government will build
additional airports if necessary and also facilitate improvement of ground
handling facilities and services.
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7.1

CHAPTER 7
IMPLEMENTATION

Implementation StrategY

7 .l.l It is imperative that concrete actions are taken to implement the

industrialisation policy framework articulated in this Sessional Paper.

Three levels of activity are required:
o at the policy level further work is necessary to, firstly, firm

up and detail policies and, secondly, to put them into

action. This requires follow up action from the Ministries
and Government agencies immediately responsible with
leadership roles clearly spelt out;

o many policies must be further developed to create specific

programmes and proiects in order to bring about full
implementation. Such programming will be carried out

through medium and short term plans and financing

instruments; and,
. the performance of policies and programmes must be

periodically evaluated by comparing original targets and

goals with actual results and any necessary remedial action

put in place. This will only happen if each implementing
agency has full ownership of its programme and project.

Implementation must be time-bound, that is a predetermined timetable

should be in place together with specified targets, so that implementation

can be monitored and performance evaluated. All problems and

bottlenecks causing poor performance will be identified and overcome.

Appropriate reward and sanction will be accorded to those directly

responsible for the implementation perforrnance.

7 .1.2 This Chapter provides a summary of the policy measures included

in this Sessional Paper for which Government has direct responsibility and

which have to be executed to provide a conducive environment fbr
industrialisatiolt. In each case the agency or agencies with most immediate

responsibility are specified and a timeframe for implementation is given.

Actions required are identified for relevant Chapters of the SeSsional

Paper.

7.1.3 Specific plans of action arising from this Sessional Paper's policy

framework will be developed in medium and shon term planning

85



instruments. The primary medium term instrument will be Kenya's
National Development Plans (NDPs). over the rwenty-five year time
frame to the year 2020, the series of five year NDps' will detail phased
implementation of the industrialisation strategy. The Eighth NDp covering
1997-2001takes industrialisation as its major focus. The NDps will, in
turn, provide the framework for the short term public Investment
Programme and Fonrtard Budger and the annual Estimates of Expenditure
submitted to Parliament for approval.

7 .1.4 The following charts provide a checklist of actions required by
Government to implement the industrialisation strategy.

7.2 Foundationsforlndustrialisation

7.2.1 Macroeconomic Policy Framework
Paragraph Action A-eency

Responsible
l'rnretianre

3.2.3 wl pronrote de seco ary
ts in Treasury Bills and otlter Govenrrnent

urltles

Uentral
Bank of
Kenya

l 996- I 998

3.2.3 I hc budgct (including grants) will be halanced, wiih
net rcpaynrcnts of puhlic donrcstic deht, through horh
rcduced expenditures and increased revellue.

MOI- I 996-t000

3.2.3 'I lre curreut revenue will be stabilised at around 24%
of GDP. l-he hase of taxarion will be hroadenetl
through nrininrising tax cxcmptions, extending VAT
coveragc, irnproved customs duty collection, efflcient
use of the Personal ldentit'ication Nunrber aud
cornputerisation of the tax administration as part of
the Tax Modernisation programnte.

Keny;r
Revenuc
Authority,
MOF

1996-1000

3.'2. l 'I'he Central bank of (CBK) will continue tii
manage donrestic liquidity through tlte more etflcienr
rnarket-based instrumeuts such as the reserve
requirement, Treasury Bills and other Governrnent
Jebt instrurnents.

Uentral
Bank of
Kenya

r 996-2000
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7.2.2 Increased Primary Production

7.2.3 Human Resources

Paragraph Actlon Agency
Responsible

l'rmefiame

3.'3.'3 Ihere needs to be developed an etlicient market tbr
land rentals and other leasing arrangements so that
those Kenyans who are landless and willing to
lndertake farming can use private land that may be

lying idle.

MLS,
AG

1996- 1999

J.3.J Steps must be taken to establlsh a tree lancl market
rnd to speed-up agricultural land transfer between
willing sellers and buyers.

MLS,
AG.

t996-1999

1.3.3 tntensrty agncultural productlon through rncreased
research, efficiency and productiviry. This will
involve boosting yields and ensuring the maximum
;ustainable utilisation of productive land.

MALDM,
MRTTT

1996-2000

Paragraph Action Agency
Responsible

I'rmetiame

).4.9 ljovernment wrll take action or provide inducements
to the private sector to encourage the full
)articipation of women in the economic development
rf Kenya.

MLMD,
MCI,
MCSS

1996-1997

4.4.7 l-he Natlonal L,mployment tsureau will be

itrengthened to enable it to develop a sound
information base on employment trends and labour
market developments.

MLMD 1996-1998

I .4 .'l ln collaboratlon wlth pnvate sector representatives
rnd labour organisations the Government will
rndertake a national employment review and policy
[ormulation.

MLMI) 1996- 1998

.4.l0 Non-tbrmal vocational and technical training being
offered through the Directorate of Industrial Training
(DIT) will be strengthened through greater
involvement of the private sector in policy
formulation and curricula development. DIT will be

converted into a fully autonomous organisation to
provide the required flexibility. Government will
review the current training levy in order to boost
training provision and broaden its scope to include
the informal sector.

MUI,
MOF

996-199E
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Paragraph Action I rmetrame

3.4.10 tertrary curr aw revle

f,red to reflect labour market realities, that a

arge number of graduates will have to base their

on self-ernployment in the urban and rural
scctors.

MBd

J.4.lU Government will offer "second chance" places tor

clropouts to improve their literacy, numeracy and

otter them short, job-specific training commellsurate
with their cducational achievenrents.

MEd

3.4.10 Governmerttwillimprove the effectiveness and

:tticiency of Training Institutions to provide skills
nceded at thc local level and to develop selectcd TI
into centers of excellence to provide skills necded

nationally.

MRTTT,
MLMD

1996- I 99E

J.4. lU Government, in collaboration with the private sector,

will strengthcn existing public Research and training
institutes through curricula development and

irnproved tacilities.

MLMD,
MEd,
MRTTT

1996-2000

3.4.10 Governmeut policy on technical education and

rraining rernains as contained in the Sessional Paper

No 8 of 1988 on Manpower Training for the next

Decade atul Beyond. Howcver the higher level of
performance and productivity dernanded by the

oompetitive environment, demands that close

collaboration,between training institutions and

ernployers oi labour be established so that the level

of rnismatch between output of graduates and the skill

demands of the job market can be bridged.

MLMD,
MRTTT

996-2000

3.4.10 The Government will launch a concerted eflort to
reduce illiteracy by half by the turn of the century

and to reduce regional disparities.

MEd I996-2UUU

.4.10 Formal pre-employment vocatlonal and technlcal

training oftered at technical institutes and national

polytechnics will be expanded and the nature of
training inrproved to better reflect actual skills

demand as identified through private sector

consultation and input.

MEd,
MRTTT

996-2000

1.4.10 Governmeut will strengthen school leaver career
guidance to cnsure that expectations are in line with

market realities.

ML,d 1996-2000

1.4.10 A labour market information system wtll be created

to reach all districts.

MLML) 2002-2005
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aining in non-traditional fernale

areas,especl

aaccorded fli rmative actron through systemsquota
andbursaries bewill toencouraged undertake

occupattons

I be strengthened as well as remedial education

programmes

children.

7.3 Industrial Transformation Strategies

7.3.t Institutional Arrangements

7 .3.2 Phase One Industrialisation

Paragraph
Action

o
ational Industrial Development Council (NIDC) VP&

fbrurn fbr dialogue betwee n public and prlvate
tor

ame

te96-1997

Action
Responsible

, agricultural and mineral surveys to
the extent of endowment of critical

minerals and other resources. Licenses for m
and exploration will be readily
and Governrnent departments will be

rnstructed to cooperate and provide information
technical support to private agencies.

ne

ineral

fbrthcoming

rnrnent encourage surveys

MENR,
EFRI

he appointed to examine each industry
having high potential for inclusion in

vate sectorA spec I

Force will
selected as

Phase One

MPND
CI

NIDC
TTT,

evaluated by a working group

ngs o

agalnst
term ined lte andra icypol guidelines

tlnancralincluding resource constralnts.
MCI,
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Responsible

MPND,

All Mins

the implementation of each pilot actton

an package among the Ministries'

llwllansactlon pThe pilotbe implemented.
andmeasuresofaof licypoco packagemprlse

ofnumberof'arethat the responsibiliry
lnate ofirectorD Planning,Theles.inistr

willof ndustries,Directorthewithllaborco atlon

AG,
All Mins

ovP&domesticbothutilisingproposals,Budget
Where publicsourcesredonorforeignand

wildocumentattonls projectstment required
ato formal approvaand subjectedprepared

andPlanningofMithenoversee nlstrybyprocess
illinstrumentsveDeve Legislatilopment.

meanstheandthe authoritYtoinvoked provide

to fultll this mandate.

NIDC
the policY Packages will be

n. The performance of pilot packages

tinre to tlme.

actlonprng
on anyrecommendationsandammes making

needed modit'ications to

and necessaryriodic allyllwl reviewedbe pe
forameworkfrTheintroduced licyporslon
fromreviewedwill belsatlonialindustrOne

7 .3.3 Phase Two Industrialisation

r

unlt w n

stry of Commerce and Industry charged witlr thelnl
sponsibi rty of undertaking the medium- te rnl

lanni ng required before Phase Two lmp lemeutation.

unit wt il identify potentl al target industrie S tirr

Kenya holds a colllparative advantage and

feasibility investigations upon those

Agency
Responsible

Iin.refratne

MCI,
ovP&
MPND.
OP

4.4.4 target po

to promote thern wl ll be de ised and

mented following implementation

for Phase One

the model
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7 .3.4 DeveloPing Both Formal and Informal Sectors

ParagraPh Action Agency
Responsible

Timeframe

4.6.7 The development of both technical and

managcrial skills is essential if the

transition to larger-scale, more formal

enterprises is to be made The role of

local level training lnstitutions eg' YP is

central to achieving training objectives'

The creation of effective extension and

on-the-job training is equally important

and the role of rhe Ministry of Research'

Technical Training and Technology will

be enhanced to Provide effective

coortlination and innovation'

MRTTT
MLMD

r99',1-200r

4.6.6 The Vagrancy and Public Nuisance Acts

will be ieviewed to make allowance for

genuine Jua Kali enterprises as opposed to

misfits and vagrants.

AG 1997-1998

4.6.6 Government and Local Authorities will

identily suitable, commercially viable sites

that can be tet or leased or allocated en

block to intbrmal enterPrises as

appropriate. In addition to land,

infrastructure in terms of access, water

and power will have o be Provided'

MLG,
MLS,
MPWH

t997-2000

4.6.5 Government will encourage the

development of grassroots financing

systems for the informal sectors' an

eipansion of more formal sources of

"ridit 
thtough specialist agencies such as

K-REP, KWFT,and PRIDE etc' and the

adoption of less stringent capital based

collateral lending by formal banks'

OVP&
MPND,
MRTTT
MCI,
MOF

1997-2001

4.6.11 Government will provide all necessary

assistance to sector while keeping in mind

that an overly interventionist'poficy can

threaten the very strengths that creates

prosperiry.

ovP&
MPND,
MRTTT,
MCI

t997-2000
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7 '4 Public poricy Framework for Industriarisation

7.4.1 Mobilisation of Savings

7.4.2 Industrial Investment Financing

Paragraph
Agency
Responsible

'I'imeframe

5.2.t s to encourage rates
privare individual and instirutional savings
will be explored.

MOF,
KRA

I 996- I 998

5.2.? alnta monetary
guarantees low, single digit inflation, low and
stable interest rates, stable and predictable
exchange rates ancl a sustainable balance of
payments position.

CBK,
MOF

t996-2020

5.2.2 ntra o nya
amended to give CBK the necessary
autonomy in fulfilling these objectives

CtsK,
AG

1991

aph Action Agency
Responsible

Timeframe

5.3.3
proportion of GDp, thus releasing contractual
savings to finance the industrialisation

reduce i ts borrowing as a

process.

Government M 1996-1

5.3

access funds from contractual savings
institutions and channel these savings into long
term industrial investment lending; ii) through"
good corporate governance, the DFIs will he
given the requisite autonomy to operate
competirively and profitably in an open marker
economy; iii) commercial banks will be invited
to increase their long term lending; and, iv)
Governnrenr will tacilitate the acquisition and
channelling of external funds to long term
industrial investment fi nancing.

ncrease the availa of forty long
term lnvestmenI fothe llowi wil beng steps
u ndertaken the sDFIi) wil allbe toowed

OF
CBK

-2020
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tiameAgency
ResponsibleParagraPh

1997 -2001

CMA
Capital Markets Authority, will conttnue ttl.

lniigor.t. Stock Exchange by : i) str-engthening

lega'i, regulatory and tax tiamework to
-.-."*r1rrnlo^,. 

local and foreign investors; and'

if a.r.toping a clearly dehned operational

rules for underwriters, brokers' dealers'

merchant banks, mutual funds and unit trusts;

iii) reducing credit subsitlies which intert'ere

with public issuance of stock; and iv)

.n.ou.aging issuance of stock and con.tpliance

with disclosure requirements

with theThe Government, in consultation5.3.6

1997-2001

i)
to strengthenseekwillnlllentGove

actlonstbllothe lngbanks carryingby
stab tymacro-economlcmaintaining

theofettlcand lencystabthe ilityingimprov
lationreguial through prudentialnancfi system
FundProtectionsrtthe Depostreand lugthening
taxandationsaws regulngand lmproviii)

bankialcommerctoMSste promotesy
as acventureand apitalnt leasnenle inginvol

cterm apltamediumf ando longsource

5.3.8

IOF

in DFls will be reduced

rercla structurlngcommeThe programme
GovernmentandFIsil Datoxtendedebewill

holdings

5 .4

MOF
IPC,
MCIcodes in order to promote joint ventures

U.,*..n Kenyans and tbreign investors and

industrialists.

nntent w investment
3.1I

7.4.3 Investment Promotion

lmc amev
leaph

CI
tnntstmetoree n8

ntdocumeonelllto legalidatedconsolbewl ll
thelate legalt()Code clearly reguInvestment

localandboth foreignforoband ligations
alforanteestoand lega Suarprovide
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ame

restruc
to aprovide ne oneSenut -stop faciliry

cto toonform lnternaticrral standards

to lntensiff their programmes with the
ve of the rntincreasing oate fprese approval
00 ar to overyeper annual,000 thebyly

ear 2005 for IPC and from 42 to over 00 proJects
the Year 2000 for EPZ

resources to

sed in order to encourage local investors to
rease manufacturing for export

ves gtven

stry o lnance o
rce and ln onconsultatiIndustry IPCwith

otherand rele ant mrnlstnes and organisations
revie the of ncentivesadequacy needed to

act investors to deve lop these industries
servtce

000mmodating wilindustries be shedestabli
Ythe 200sear withtogether industrial estate

accomofapable 50 to 200 medimodating um scale

il'

7.4.4 Technology Policies
raragraph Asenil-

Responsible
l rmetiame

5.5.3 a

(KIRDI) will be strengrhened and
greater Government support.

MRI-I-T,
MCI,
MOF

t997-1999

w vate sec tor put
placen comprehensive po licy framework for the

sition of Industr ial Technology The necessary
slation regula trons, rule and procedures wt ll be
ln p lace within the framework of Science

and Industrial property Acts.
and

lMKr-t t',
IMCI,
AG
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7.4.5 Standardisation AsPects

7.4.6 ExPort Promotion

7.4.7 Environmental Policies

ame
n

r donors, will continue to build the human

control

and

ofBureaufo theltles Kenyaaccap
anddeve testlngstandards lopment,ln

nsible

selected keY outletsIlv

strucrures that affect exports

thewithservlces,rtsupponecessaryprovide
focalmalna S(EPC)CouncilPromotrcn

Within
towork exportve identifycollaboratifor

theFinanceofthe Ministryrunltles.
wilOffice (EPPO)ProgrammesPromotion

andtaxanous tariffthemonitorto

atorY

pnvate

CI
a

its operattons.
must

OF
rev macro-economlc

ensuretoundertakenbewillateeAS xchange
ties.actlrtofve exporemaln supportl

mechanisms will be put in place in order

remove the present bottlenecks experle

emore

nced under

EPPO programme

amencyn

the management of waste waters from

and values and caPabilities

environmental action.

awareness programmesa
Industrial

ateinculc atetolues approprlactlvAgricultural
tbnecessary
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a to
strial and other ncludipollurion sethen8 ttrng

andIth ne ironmental standards atforquality
andnolse mar tne tion wt llpollu be prepared

r activities under a ,'polluters_pay',

Among the range of options to be

ishment of a fund to provide grants or low

qurpment.

w ncreastng
of thei

rednside eare orffluent emlsslon c andharges
ro benetax offits epol luting nterprises

consideration will be toven thegr

toloans alleviate additional tal costscapr
red toqut introduce envtronmental protection

&
PND,

ve ry aw torequ
ide Envian nmentalro Stateme ntImpact be fore

nsing and implementation

that counter undesi
tiorn the outset.

esta ne p
lctes ered n rronmenta

7.4.8 Land Use Policy

ible
I rmetiame

rnment posst ty a
fac ili ty for servlclng Iand on revolvlng

nd basis, but will str IC tly adhe re to non-subsidy
nd e fficie ncy requ lrenlents

l99E-2001

rnment
rent supply of serviced land.

LG
nts to

Itres and tlnancial base of local authorities
for u rban cente rs most ikely to receive

industrial development.

re97-2000
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7.5 Basiclnfrastructure

1 .5.1 General

provnternme recognlses
andfunctionso rtsf majorone

provlslonbudgetarYil makewlandlitiessponsibi
sametheofntenancemaiandnconstructlo

PNDandioritiesoutS prlaycoordination
detailandsectorsbetweentilr integrationategies

programmeinvestmentastructureinfrfive year

on areas suitable tbr innovattve

ations as well as the modalities for

will

toconvenenment
beforeiredretb rmsnal requinstitutioal andleg

thenewe opporrunitiesloitto cansec xpate
makeforce specihctaskThe

operatlon.
wfollothenwillreformislationlevant leg

transparencymorensureernment
toconformationand enforceactsitsof contrward

both partlesations byspecificcontracualdownaid
tScontracconstructionNewntatlon.impleme

thetiomassurancewnttenbe leto uponnly llwlfinancesthe necessarythatfo Finance
ncompletioscheduledleenabtolableavalmade

promp t payment to be realised

LGwill be maintenance' rehabilitation and

satland sfy lngilitiesfacexistingof
wilthe objectivetermtheOver longer

ofservlceoflevetheollfocus adingupgr
toonesnewid lngand provrastrucrureinfxlstlng
thehavebutdisadvantagedcurrentlyarethat

tilr industrial develoPment'
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7.5.2 Energy

7 .5.3 Roads

v

fbre be intensified. Exploitation
deposits will be pursued.

o suc as
will there

economic mineral

auwerpostatutory
to

the werpo for theindustry ofbenefit the
and tnvestors.

conttnue tont wr
and di bustn otlon f this tc tnindus alstrateg

throughou the country

theifuing ofcomponents the wln lch hindustry
secvatepn cantor partici the modalpate Itr es and

r.dlawslatory reen.su re astranspa aswellncy
onstati theon lyn)onopo ofpC)wer KPLC

hle
me

road construction and ma

ls curre

of the various Roads Agencies.
rntenance

rty o

pursue

ared to
fisting nancial and other areconstralnts, ge

nim totalng coststransport to the rsuse

e and eventually contribute to new

n to

thelocations recentl besta lishedv Road
enanc wtFund il be enhanced togradua llv

ide the bu lk of the foriredrequmoney road

ty
ofsome the alns tocapital 8 pnvate

fromemanating the road programme as
otheras innovative ofways theinvolving

suchsector as thp of shadowconcept tol is
rvatep rnvestors bui ld roads and the

a ratepays vehicleper that uses the
afor mitedli concession period.

H

9ti



7 .5.4 Water

7.5.5 Telecommunications

Paragraph Action Agency
Responsible

NrmffiD-

fimetrame

6.4.5 Government will install individual meter connections
to facilitate maximization of revenue earnings and

minimization of water wastage to ensure equitable
Jistribution of water.

t997-zUX)

6.4.5 Government will enact legislation that will allow
local authorities to sub-contract out the provision of
their water services to the private sector on a

:ommission or tianchise basis or alternatively allow
fiem to set up autonomous public bodies to do the

same with strong private sector involvement.

MLRRWD,
AG

997

6.4.7 Ihe Water Act wlll be amendecl to ensure that lts
implementation is more flexible and does not hinder
the above mentioned actors in this endeavour.

MLRRWD,
AG

t99 I

6.4.7 A Water Research Commission will be established to

develop and acquire the most appropriate water
exploration and harvesting technologies as well
advise on the equipment and implements most

suitable for the maximum of its utilisation.

OP

MLRRWD
AG

1997-2001)

i.4.4 I'he partrcrpatlon ot local communltles, the pnvate

sector and NGOs in planning and design,

implementation and in operation of water supply
schemes will be further encouraged.

MLKKWL',
MLG

t999:z\NJ

5.4.8 Government and local authorities will ensure the

development of systems to handle waste-water.
MLRRWD
MLG

2000-2005

Paragraph Actron lAgency

lResWnsible

I rmetrame

5.6.1
'l'he prescnt KP'l.C will be separated and a drscrete lM'l'C
Telecornmunications Corporation created. Once this IMOF
is accomplished detailed plans tirr the privatisation ofl
certain functions will he drawn up. 

I

I996-98
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Paragraph Action Agency
Responsible

I'lmetrame

5.6.3 Ihe Government wlll contlnue to encourage pnvate
iector participation in the provision of
telecommunication services. Government taxation
measure, especially duty and VAT levied on
imported technical inputs, will be eased to ensure the

rvailability of raw materials to provide a sound base

lbr industrialisation.

MIC
MOF

991-ztJ0tJ

5.6.6 l he Goverument wlll contlnue to tacllltate long term
linancing arrangements for the sector but strict and

lransparent loan adnrinistration procedures will be

:ft'ected.

MIC,
MOF

t99't -2(J|J5

7 .5.6 Railways

7 .5.7 Ports

Paragraph Action Agency
Responsible

I rmetrame

5. /._) I lrc Uovcrnment wrll conslder the teaslbrllty ot
ieparating the ownership of the railway line tiom the

rolling stock with a view to lacilitating private sector
rompetition in the latter.

MIU,
MOF

t99 t-'z{JtN

5. t.6 hc teasrblllty and vlabrlrty ot constructrng a new
railway line fiom the proposed second port at Lamu
via Kitui, Ernbu, Meru and Isiolo to Uganda with
rranch lines to Ethiopia and Southern Sudan. The
new railway would connect into the existing Kenyan
rail system tiom Meru to Nanyuki through
Nyahururu, Kabarnet Iten to Eldoret.

MIC,
MOF,
OP

2000-2005

Paragraph Actron lAgency

lResponsiblc

Iimetiarne

5. E,5 I'he t-easibility and viability of opening a second port
in the Lamu area will be investigated.

IMTC
htaop

loo

t99l --ztJut)

t.8.5 Construction of the Port of Lamu IMTC
h"rop

lo.

zo02-ztJo8
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Paragraph Action Agency
Responsible

l'rmettame

6.6.2 Operations of the port at Klsumu, currently owned

by and managed by Kenya Railways, will be

reviewed and streamlined. This will include the

:onsideration of alternative management

arrangements.

MOF
MTC

t997-Z(WJ

6.6.'2 Conversion or expansion of the contalner handung
berths and the development of a specially designed

Container Freight Station in Mombasa will be

developed so as to ensure optimal berth occupancy

and reduced cargo dwell-time. Additional equipment
ro replace thc aged and furthcr complement the

refurbished ones will be required for Mombasa

;ontainer terminal depots in Kisumu and Eldoret.

MTC
MOF

998-2003

7.6 Coordination for Effective Implementation

Paragraph Acti<ln Agency
Responsible

Timefiame

1.5.4 All projects will he appraised by OVP&MPND
while approval will he made jointly by
OVP&MPND and MOF and all the necessary

authority will he given to the OVP&MPND to fultil
this mandate.

ovP&
MPND
MOF

1996-1997

1.5.5 Regular progress reports on implementation will bc

subrnitted to Cahinet.
oP,
OVP&
MPND,
MCI,
MOF

1996-2010

l0t



7.7 Conclusion

7.7.1 As has been emphasized throughout this Sessional Paper, Kenya's
goal of industrialisation will only be achieved through a new spirit of
partnership between Government and the private sector. A focal point for
such partnership is proposed through the creation of the National
Industrial Development Council. However, cooperation and coordination
needs to be widened and deepened to bring about trust and confidence
among all actors in the country's economic development. For its part,
Government will ensure political and social stability and continuity of
economic policy, recognizing that these are essential prerequisites for
rapid and sustained economic growth. But Government must also move
to become more responsive to the needs of the private sector and be
prepared to take reasonable actions to facilitate private enterprise.

7 .7 .2 The change of direction required of Government does not imply a
lesser role in national development. lndeed, the effective, efficient and
sensitive operation of Government functions will become more critical as

industrialisation gathers pace. To meet this challenge the civil service
must adapt to new ways of operating. In-service training, learning from
the experience of other NIC through technical assistance and short
secondments, improved management and coordination together with
greater flexibility will all be essential if the needed reforms are to be

implanted.

7 .7 .3 The most immediate responsibility for coordinating implementation
and ensuring that strategies are translated into action programmes lies with
the Office of Vice President and Ministry of Planning and National
Development. With its responsibility for preparing and monitoring
National Development Plans, OVP&MPND has a prime role in
coordinating Government activity, It will be provided the authority and
means to fulfil this mandate through some legal statute and legislative
instruments.
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