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CHAPTER 1

THE CHALLENGES OF RECOVERY AND
SUSTAINABLE DEVELOPMENT

1.1 THE CHALLENGE OF RECOVERY

1.1.1 This Sessional Paper is intended to complement and
build on Sessional Paper No.1 of 1986, on Economic Management
for Renewed Growth" lt provides a reaffirmation of our medium to
long term strategy to maintain measures for socio-economic stability
which will tead to sustained development. It is only through
sustainable economic growth that the national wealth can be
created to support measures to alleviate poverty, protect vulnerable
groups and provide rising standards of living for our people. The
Paper makes cross reference to recent and forthcoming papsrs on
environment, agriculture, forestry, employment and tourism. The
Paper also takes into consideration the Policy Framework Paper,
which was discussed with the donor community in November 1993.

1.1.2 Over the period 1985-89, Kenya's structural adjustment
programme, as set out in Sessional Paper No. 1 of 1986,
successfully generated the development needed to create
employment, raise the standard of living of ordinary Kenyans and
reduce the incidence of poverty. This economic performance was a
dramatic improvement over the period 1982-85. The annual growth
rate of Gross Domestic Product (cop) at factor cost, increased from
3.0 percent to 5.1 percent, while GDPat market prices grew at an
average rate of 5.9 percent. Concurrently, the fertility rate of women
dropped significantly thereby reducing the rate of population
increase and improving the growth of per capita incomes.

1.1.3 However, real growth of the c D P has slowed
progressively since 1989, achieving a rate of 4.3 percent in 1990,
2.3 percent in 1991,0.4 percent in 1992 and only 0.1 in 1993.
Therefore, the greatest challenge at this time, is to re-assess thg
country's policy framework and adopt a strategy for recovery and
rapid restoration of economic development. While recovery is the
greatest priority, the strategy adopted must lead to sustained
development in the future, to avoid the large fluctuations in growth
experienced in the recent past. The high instability of prices, interest



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

1.1.4 A combination of factors explain the 1990-93 decline in
our economic performance. Poor weather, together with intermittent
ethnic strife adversely affected agricultural performance, particularly
in 1992. Poor rain also led to power rationing which, together with
declining agricultural production, reduced manufacturing output.
The transition to multi-party democracy and the 1992 general
elections created uncertainty, which reduced investment, tourism
and manufacturing output. The influx of large numbers ol refugees
lrom neighbouring countries also strained the nation's resources.

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

1.1.6 Modern sector employment continued to grow in 1991-
92, but the growth rate slowed significantly lrom an annual average
of 3.4 percent 1987-90 to 2.3 percent in 1991 and 1.4 percent in
1992. As a result, considerable slack has developed in the labour
market, with modern sector employment at 3.7 percent below trend.
Real wages declined steeply by about 8 percent for the second y_ear

in a row and consequently consumption was 7.8 percent lower. The
rise in prices and fall in public spending reduced domestic demand
and, therefore, output in the short run.

1.1.7 The adverse external circumstances of the early 1990s
Coincided with domestic policy developments which exacerbated
linancial imbalances. lnsufficient control over public expenditures
and financial institutions led to a widening fiscal deficit. The
financing of the budgetary deficits, together wilr irrx lending
policies, caused the money supply to rise far too rapidly. The
resulting spiral of inflation, in turn, drove up interest rates to
extraordinaiy levels. Further, in real terms, the Shilling depreciated
by some 35 percent against the us dollar between 1990 and 1993.
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1.2 A STRATEGY FOR SUSTAINABLE DEVELOPMENT

1.2.1 The goal of this Sessional Paper is to introduce policies
and programmes in order to attain economic recovery, re-establish
economic stability, and then accelerate and sustain development.
The immediate challenge that Kenya must face to attain recovery is
the restoration of business confidence. This will be achieved by
guaranteeing macroeconomic stability. Such stability wil! entail the
ieduction of inflation and the fiscal deficit. The aim is to quickly bring
the rate of inflation to single digit figures and to attain further
reductions in interest rates. This will be done through maintaining
strict budgetary discipline and a balanced budget. A restoration of
macroeconomic balance, under conditions of a free financial
system and liberalised external flows will be the starting point for
recovery. Specific short term measures that must be intensified to
restore recovery include: the implementation of the civil service
reform; the enforcement of strict monetary controls; the acceleration
of the divestiture of non strategic parastatals; and, the abolition of
price, marketing and production controls.

1.2.2 There is increasing evidence of the type of policy
framework neeried for accelerated and sustained development.
Frcm 1965 to 1990, income per capita in South Korea, Taiwan,
Hong Kong, and Singapore grew by 6 percent a y€ar or more,
probably th-e fastest sustained growth rates in history. The stories of
the four 'tigers' of East Asia are well known, because they have
become mbdels for growth in other developing countries. ln the
1970's, Thailanci. lVlalaysia, and tndonesia adopted a series ol
policy relornts :,-rirt resulted in similar rapid growth and
deve[opnrerit. r]llilc and Mexico in Latin America, Turkey in Asia,
and Maur'i,r:; f,trica are outstanding examples of countries that
have turire,i ,-r :,. ..r essentially stagnant economies in recent years,
to join thr; 1,11,' 

. ,t t'r? most rapidly growing economies.

1.2.3 l/..t,,,.,. ,',ill adopt a similar framework to generate rapid,
sustained gt,-,,'.;ri', Firstly, strict macroeconomic management will be
exercised to cor:trol budget deficits, the money supply and inflation.
Secondly, ai) irirl\.,ard orientation will be created which does not
allow overv.rii-; iicin of the domestic currency but allows ready
access to fuic,:l ,.:xr:hange. Thirdly, establish trade policies which
foster an oi'ei,.t': "LxpoIt bias' in the economy, and stimulates
private fcre,gi rlr, ,r: lments. Fourthly, emphasis will be given to the
development 't, .iur human resources through education and
training. Flfii;i, ,Jvages and labour allocation will be left to
liberalised labr-rLri nrarkets to encourage mobility and capacity for
rapid adjustin:nt. Finally, reliance will be placed on the private
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sector to determine industrial expansion. Government will minimise
complex interventions and instead concentrate on the provision of a
conducive environment within which the private sector can flourish.

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

1.2.5 lt is only when all citizens are given an equal opportunity
to contribute to and benefit from economic development that the
nation will become committed to the maintenance of stability.
Government will ensure that a positive policy environment is
created and maintained to encourage private investment from both
domestic and foreign sources. However, Government is particularly
concerned that Kenyan citizens should be in a position to fully
participate in developing the nation's enterprises and that we
increasingly rely upon our own resources to build a prosperous
future.

1.2.6 lncreased wages and higher rates of employment
creation are dependent upon the achievement of high rates of
savings and investment. Once stability is secure, business
decisions are less risky hence investment is stimulated and savings
are allocated in productive ways. Budget deficit control will ensure
that the private sector is not crowded out. lnvestments will be market
driven with the private sector responding to the deregulated regime
where tax reforms and decontrols lower the risks and costs in
decision making. These policies will further stimulate entrepreneurs
to make greater use of available resources by creating productive
employment for the large numbers of educated job seekers that will
enter the Kenyan labour market between now and 2010.

1.2.7 lt is vital that the nation increases its ability to import.
lmported capital goods ate necessary to support increased
domestic production in all sectors of the economy. The Government
has restored and strengthened its relationship with the donor
community and will seek increased balance of payments support,
which is particularly needed during the period of recovery. In the
long term, the strategy for sustainable development will reduce the
dependency on aid and thereby further contribute to economic
stability.

1.2.8 As stated in Sessional Paper No t of 1986, accelerated
growth will increase employment opportuni',,'; '':,11 act as a catalyst
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to reduce poverty. With growth, resources will be available to
enable society to care for those with insutficient means to satisfy
their basic needs. The successful implementation of the strategleg
in this Sessional Paper will enable a mor6 focused Government to
undertake investments in public infrastructure, provide for the
development of human resources through better health and
education, protection of environment, good governanoe and the
rule of law.
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CHAPTER 2

FRAMEWORK FOR DEVELOPMENT

2.1 PHILOSOPHICAL FRAMEWORK

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

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

2.1.3 Kenya, like many other developing countries during this
period, has experimented with the democratic process, moving from
a multi-party democracy in the first years ol lndependence, to a
single party system of government from the latter part of the 1960s
untl! 1992, when a multi-party system was re-introduced. However,
the pragmatic approaches to governance, with all their
weaknesses, have ensured that Kenya remained by and large
peaceful and stable. This in turn, contributed to the posltive
achievements that have been accomplished in the economy.

2.1.4 The end of bi-pohr politics has brought with it a new
world order. The most dramatic change has been the collapse of
communism in the former Soviet Union and Eastern Europe.
However, a negative etfect of this change has been the resurgence
of nationalism-which has resulted in conflicts within the region.
Closely associated with the collapse of communism and the end of
bi-polarity is the introduction of multi-party dsmocracy which brings
new challenges and opportunities. As has happened in the former
Soviet Union and Eastern Europe, narrow nationalism, in the form
of ethnically based political parties, has brought disunity and
conflict to Atrica. Wilh the re-introduction of multi-party democracy in
Kenya similar tendancies have emerged which require concerted
political attention.

2.1.5 Internationa! cooperation is assuming new dimensions
with emerging trading blocks, notably the European Union (EU), the
North AmeriCan Free Trade Area (NAFTA), and the Association of
South East Asian Nations (nseln) among others. The advantages
or disadvantages that developing countries like Kenya can reap
from these developments need to be assessed. However, the new
developments should encourage African countries to look inward
for poiitical and economic unity in line with the Charter of the
Organisation of African Unily (oAU) and the Treaty establishing the
African Economic Community (AEc). The dynamics ol sub-regional
economic groupings such as the East African Co-operation and
Common Market lor Eastern and Southern Africa (coMESA) should
be strengthened by member States, Kenya included, with a view to
making them the building blocs for African regiona! integration. ln
addition, the emergence of a free non'racial democratic South
Africa will introduce new economic challenges in Africa that Kenya
should not ignore.
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Polltlcal and Social Stability
2.'1.6 The strategies underlying this Sessional Paper demand
a political and social stability if all other intended programmes are
to be successfully implemented. An unstable political and social
environment is not conducive to sustained economic growth. The
strategies require the mobilisation of both domestic and foreign
resources. However, no investor will risk long term investment in a
country where political, social and economic stability do not prevail.
An unstable business climate discourages new investment and
encourages disinvestment, capital flight, speculative investments,
and corruption. To encourage the private sector to play its rightful
role, the Government will ensure that political, social and economic
stability prevail.

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

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

. encouraging, through constitutional reform, the
development of a political system based on democratic
principles of openness, tolerance, freedom of expression,
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association and choice, and the enjoyment of freedoms
enshrined in the Constitution;

. ensuring that the benefits of development ars equitably
distributed among individuals and across the country.
Citizens will be offered equal opportunities in the
economic sphere and in access to basic welfare
provisions; and,

. maintaining good neighbourliness, friendly international
relations and regional cooperation by honouring and
respecting international treaties and laws.

Governance and Responslble Leadershlp
2.1.9 The goals of recovery and sustainable development
cannot be achieved without creating the necessary enabling
environment. Kenyans have to believe that those who make
decisions on the use of resources to meet developmental goals,
embrace a high degree of accountability, commitment and
discipline. Such values are needed to implement the policies set
out in this programme and to efficiently utilise the country's financial
and human potential. ln order to improve, promote and strengthen
good governance, all arms of the public service must be
nonpartisan in the discharge of duties. They must, however,
implement all policies and programmes impartially for the
constitutional Government of the day.

Multl-Party Democracy

2.1.10 The Kenya Government is firmly committed to multi-
partyism and will use all resources to promote and develop the
multi-party system. However, Kenyans must avoid irresponsible
politics that undermine sustainable human and economic
developments, especially in fostering national unity, peace and
security. Multi-partyism has to develop the checks and balances
that allow for constructive dialogue and criticism between
Government, the Opposition and wider society. lt must promote
respect for fundamental human rights, and foster the development
of a civil society by enhancing participation of civil groups in the
decision making process.

Beglonal Conlllcts
2.1.11 The conflicts that continue to afllict the Alrican continent
have now become of global concern. Resultant from these conflicts
are the acute problems of displacement of populations, growing
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numbers of relugees with the resultant drain of financial resources
to cater for their influx. The cost to be paid is the diversion of the
scarce resources which otherwise would be for development.
Consequently, we are witnessing an Africa characterised by
creeping poverty, social unrest and, beyond our control, recurrent
droughts which added together represent a potential human crisis.
ln recent years Kenya has had to play host to a growing number of
refugees from the neighbouring countries. There is no guarantee
that current efforts towards reconciliation between factions in
conflict will succeed. Nevertheless, as in the past, Kenya will
continue to play the role of a mediator. ln the meantime, the
international humanitarian response to the refugee problem in
Kenya to supplement the Government's effort, has been
commendable in the provision of basic needs. Since this assistance
has, however, not been adequate, Kenya has had to sacrifice a
considerable amount of her own resources to cope with the crisis.
This includes the additional measures put in place by the
Government to contain the attendant problems of insecurity and
banditry. A further sacrifice that Kenya is making is the over-use of
her infrastructure and facilities for relief-related operations, as well
as environmental degradation with no compensation by the
international community. However, Kenya will continue to support
all etforts by the United Nations and the oAU to instill peace through
the promotion of harmony, in the spirit of Kenya's policy of good-
neighbourliness in search for lasting peace.

2.2 ECONOMIC AND SOCIO.CULTURAL DEVELOPMENT

Economic Policy and the Concern with Social
Welfare and Poverty

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

2.2.2 However, in the last two decades certain structural
economic dislocations emerged that demanded a re-examination of
economic policies. The strategies expounded in Sessional Paper
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No 1 of 1986 and reiterated in this Paper, wil! lead to recovery and
sustainable development to the year 2010. The capacity of
Government to increase, and maintain, its social welfare provision
is dependent upon a buoyant economy. The economic downturn of
the past few years threatens this capacity. Therefore, it is vital to re-
establish a policy framework that will stimulate the economy to
generate the national wealth that will support welfare provision.
Furthermore, accelerated growth is the only sustainable approach
to increase employment opportunities and provide the resources
that wil! enable society to care for those with insufficient means to
satisfy their basic needs.

2.2.3 However, even with an expanding economy, public
expenditures must be controlled and it will be difficult lor
Government to increase per capita outlays, given continuing
population increases, without endangering the sustained economic
growth upon which Government revenues rely. Part of the answer to
this problem lies in contributions by the individuals and families
who benefit from facilities providing basic needs. Those who benefit
most from economic growth in terms of increasing incomes must
expect to contribute commensurably to the welfare services they
use. The imposition of user charges on those members of society
who are able to pay will enable Government to target welfare
assistance to the more disadvantaged and vulnerable groups within
society.

2.2.4 Experience with structural adjustment programmes in
Kenya, as elsewhere in the developing world, has shown that these
programmes have short-run, painful and undesirable impacts on
people's welfare. Attempts to curtai! public expenditures allocated
to basic need services in health and education will reduce their
availability. Foreign exchange and price liberalisation often lead to
higher prices which reduce purchasing power, particularly for the
poorer. ln the short term, both relative and absolute poverty may
well increase in the adjustment process. ln order to alleviate the
short term adverse effects resulting from the implementation ol
structural adjustment, the Government will establish a Social
Dimensions Fund. Targeted programmes will be financed through
this Fund to provide temporary measures to protect the poorer
members of society from hunger and deprivation. Details of the
Social Dimensions Fund will be addressed in the forthcoming
Paper on 'Social Dimensions of Development'. Given the very
large financia! implications of this undertaking, contributions will be
sought from sympathetic donors.
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2.2.5 A well educated and healthy population is a fundamental
prerequisite for sustained economic growth as well as a basic right
for each member of society. Consequently, Government is
committed to increase the proportion of public spending that goes to
basic welfare service programmes that reach a large number of the
poor. Given overall constraints on resource availability, this will
require targeted interventions. !n the education sector, Government
will re-allocate expenditures toward primary and secondary
education, increase spending on supplies of educational
equipment, and improve the provision of text books in poorer
Districts and other disadvantaged areas. Scholarships and bursary
programmes will be expanded for students from families otherwise
unable to afford full schooling. The Government will also consider
other appropriate financial interventions at the primary level to
preserve equity and access by vulnerable groups. ln the health
sector, greater attention will be given to improving services offered
at health centres which represent the most accessible facility for
curative care. Programmes to immunise against childhood diseases
will be generally expanded together with all aspects of preventive
health care. Hospital and health centre user charges will be
continuously be reviewed to see whether adjustments in fee levels
and exemptions are needed to ensure universal access. These and
other measures are detailed in Chapter 9.

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

2.2.7 However, while Government will attempt to alleviate
pockets of poverty, assist vulnerable groups and provide relief in
times of emergency, the immediate responsibility for employment
creation and income growth rests firmly with individuals, groups and
to the community at large. While government will invest to develop
and protect our human resources, it is the private sector that must
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invest in the productive enterprises that will provide the employment
and generate incomes to enable its citizens to achieve higher
standards of living.

The Role of Education in Politlca! and Soclal
Change

2.2.8 As indicated in the Seventh National Development Plan,
(1994-1996), the Government intends to institute far reaching
reforms in the education sector. Education is one of the most
powerful instruments in promoting political awareness and social
change, especially among youth. Those that are currently in school
will become adults between now and the year 2010. They will be
key actors in all sectors including political, economic and social
decision making processes beyond the year 2010. At a basic level,
literacy, leads to a better appreciation of the economic, social and
cultural environments. Education is essential to develop the
necessary dialogue between communities and their Government,
and enable them to articulate their needs. At higher levelS,
education provides the necessary skills to promote higher human
productivity. lt also exposes people to international influences in the
areas of culture, use of modern technology and consequently may
lead to changes in aspirations and human relations. ln this regard,
the Government will provide an education system that inculcates a
sense of national belonging; commitment to hard work and self-
reliance: appreciation of our cultural heritage; promotion of family
values; and the understanding of the demands of the democratic
processes.

Gender lssues
2.2.9 The important role women play in national development
has been fully appreciated in Kenya. Women have been
recognised as playing a significant role in producing the nation's
lood-and wealth, as keepers of family health, the first teachers ol
children, and the guardians of the nation's morals. The Government
has, and will continue to give a high priority to the involvement ol
women in national development. Many development proiects
implemented after the Women's Decade (1974-84) under the
banner of "Women in Development" have not resulted in real
improvements in the lives of Kenyan women. Consequently, an
approach has been adopted called 'gender and development'to
avoid the treatment of women's issues in a discrete and isolated
manner. This approach is based on the principle that development
will occur only when the dynamics of differential power and
privilege between men and women are addressed. This in turn
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implies that both access to, and control of, economic and social
resources and benefits must be equitable. ln particular, women's
access to land and control ol other production resources, as
enshrined in the current succession laws, will be enhanced.

2.2.10 The Government will continue its efforts to ensure that
women participate and benefit equally from the development
process. Etforts to improve opportunities for women have focused
on improving their human capital through increasing their access to
education and health care. Further, given the important role played
by women in the rural sector, improvements will be made to
agricultural extension support to women farmers. This last concern
will include re-designing the agricultural extension service to
provide information that is directly relevant and accessible to rural
women. The recruitment of women as extension staff, the use of
women's groups to disseminate technical information, will be
enhanced to improve productivity.

2.2.11 The Government will increase its efforts to raise the
proportion of girls who attend primary school in ASAL areas and
continue their secondary and university education, and encourage
their enrollment in science and technical courses. lncreased
education and income opportunities will contribute to improved
child health and reduce family size. The Government will also
initiate ways to improve women's access to productive resources
such as agricultural inputs, water, fuelwood and credit.

2.3 ENVIRONMENTAL SUSTAINABILITY AND
DEVE LOPM ENT

General Policy Framcwork
2.3.1 Since the 1972 United Nations Conference on the
Environment in Stockholm, both the developing and developed
nations have givCn more emphasis to the environmental
consequences and the sustainability of development policies and
processes. However, the fundamental cause of environmcntal
degradation in Third Woild countries, which is 'poverty*, was not
fully addressed in the Stockholm Declaration. ln recognition of this,
the Unitsd Nations Conference on Environment and Development
(UNcED) was convened in Rio de Janeiro in June 1992 to find
realistic solutions for resolving the apparent conflict between

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

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

a
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pledges itself to mobilise financial, human and technological
resources, to achieve sustainable development within this century.

2.3.2 Rising population pressures, migration and rapid
urbanisation have increased the need for urgent action to conserve
and rehabilitate Kenya's unique and fragile environments. ln
response to these challenges, the Government is preparing a
comprehensive National Environmental Action Plan (NEAP), which
will be shortly completed and formally adopted. NEAP will translate
broad environmental concerns into specific action plans and
identify policy measures and investment priorities. While
recognising the need to develop a comprehensive approach to deal
with Kenya's envlronmental problems, the Government's immediate
priorities and focus will be on forests, wetlands, Arid and Semi Arid
Lands (aseus), the wildlife sector and the incorporation of
environmental concerns into the Public lnvestment Programme.

2.3.3 lmmediately after the Stockholm Conference, Kenya
established the National Environment Secretariat (NES) as the
watchdog on environmental matters. Spearheaded by NES, more
will be done to evolve a unified and integrated environmental
policy, especially with regard to regulatory processes and
standards, capacity building in planning and policy analysis, public
education and information, as well as in research and technological
development.

Wildllfe and Tourlsm
2.3.4 Wildlife constitutes an important resource with substantial
socio-economic, cultural, scientific and environmental values.
Wildlife is estimated to account for about 50 percent of the country's
tourism earnings. lts linkages with other subsectors also contributes
significantly to total wage employment. ln addition, the country has
rich aquatic resources in both fresh and marine waters that otfer
benefits in terms of, increased income, food and recreation.

2.3.5 Tourism is an industry where the objectives of
environmental protection and economic development are
interdependent. The revenue from tourism provides a means of
conserving the natural environment while creating employment and
economic growth. Tourists are attracted to natural environments
whether in game parks or on sea-coasts. Environmental
degradation reduces the value of these income-earning assets.
However, unless properly managed, tourism's own success
threatens the unique environments on which the industry depends.
The Government support to the Kenya Wildlife Service (KwS) has
led to consrderable progress in relating the cost of managing
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wildlife in protected areas to revenues arising from tourism and also
in sharing the benefits with the local communities.

Drought Management

2.3.6 Drought, and other natural disasters, are an ever present
threat to the well being of the country. They result in suffering in the
form of famine, chronic malnutrition, livestock mortality, conflicts
over grazing and water resources, environmental degradation,
deterioration in health, dislocation and a general breakdown in
community structures. The alleviation of the immediate and longer
term impact of drought puts a heavy strain on public resources.
Whenever drought-related disasters strike, Government resources
have to be diverted from on-going development activities in order to
cope with the emergency. Frequently, donor agencies and NGos
have provided vital complementary assistance. However, while
such joint efforts have succeeded in alleviating disasters, relief
programmes have often been managed on an ad hoc basis. This
approach has led to duplication, wastage, and frustration on the
part of both the relief givers and the target recipients.

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

2.3.8 A National Drought Coordinating Committee (NDcc) will
be created, composed of relevant Government departments, donor
agencies and ttcos. The NDcc will be an autonomous body,
provided with a permanent secretariat, with responsibility for
coordinating research, monitoring, and information dissemination
on all matters related to drought management. lt will also draw up
preplanned strategies and projects for drought relief whose
implementation will be triggered at different stages and severities of
drought.
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2.9.9 All future drought relief programmes will be designed not

only to alleviate immediate suffering but. also to induce
development and behaviour that will forestall or minimise the
impact of any further droughts. Furthermore, al! development
pr6grammes'implemented in droug.ht-prone areas must be
brieitateO towarb increasing capabilities to overcome drought
conditions

Urbanlsatlon and Human Settlements

2.3.10 The rapid increase in the urban areas of Kenya projected

to 2010 will creat'e other sets of problems. The concerns include the
provision of decent shelter and housing, safe drinking wqter, waste
bbposal and physical infrastructure, especially. roads and transport.
Th6 administiation and financial framework of urban development
needed to cope with these and other concerns arising from rapid

urbanisation are addressed in Chapter 9.
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CHAPTER 3
PAST PERFORMANCE AND FUTURE PROSPECTS

3.1 IMPLEMENTATION OF SESSIONAL PAPER NO.l OF
I 986

Flscat and monetbry Management
3.1.1 sessrbna/ Paper No. I of tg16, proposed a reduction of
the overall fiscal deficit from around 4.1 percent of the GDp in
1985/86 to 2.5 percent by the year 2000. The Government moved
towards this deficit target through resource mobilisation, levy of user
charges, as well as expenditure contro! and rationalization.
ordinary revenues, including Appropriations-in-Aid, increased from
21.3 percent ol the GDp in 1gg5/96 to 23.7 percent by 1gg1/g2, thus
making i! possible to achieve the target rate of 24 percent by the
year 2000. over the same period, expenditures increased from-28.3
percent of the GDP to 28.4 gercent, mainly as a consequence ol
domestic and foreign interest payments.

3.1.2 over th6 five year period 1988/89-1992/93, recurrent
expenditures declined from 16.5 percent of the GDp to 14.2 percent
rnd development expenditures from 7.2 percent to 5.9 percent.
Domestic and foreign interest payments increased from 6.8 percent
of the cDp to 10.9 percent over the same period. steady piogress
was maintained in reducing the budget deficit to about 2.g pelcent
of the cDP by the year 1991/92. However, in 1992/93 the deficit rose
to a high level of 7.5 percent. Government's fiscal balance as
measured by primary deficit (i.e. overall deficit less interest
payments) has continued to be positive since 1gg1lg2 as a result of
3 ver.y strict control over Ministry expenditures. substantial progress
has been made in tax modernisation and reform since'the- late
1980's. sales Tax was replaced by Value Added rax in 1999 and
income tax rates progressively reduced.

3.1.3 On the management of public expenditures, Government
implemented the Budget Rationalisation programme which
improved the budget processes and established a macroeconomic
framework for the forward planning of Ministry expenditures. An
expenditure ceiling system was introduced and gradually refined
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and closely monitored. Simultaneously, the three year financial
planning exercises were strengthened and much more closely
integrated with the annual budget. The linkage of the Forward
Budget with the estimates processes also assisted in addressing
some of the major structural constraints of the budget.

3.1.4 ln order to reduce the rate of growth of expenditures on
salaries and allowances, several measures have been taken since
1990. These include the lreezing ol new recruitment to Job Group
A-G, l@-ban on filling posts that have remained vacant for more
thatr six months and the subsequent removal from the
establishment of a large number ol vacant posts. These measures
are now being expanded through the phased implementation of a
Civil Service Reform Programme (see Chapter 10). Expenditures
on salaries which grew at an annua! rat6 of 22 parcent in the late
1970's and 12 percent in the mid 1980's have slowed to 9.1 percent
in 1990. Simultaneously the per-capita non-wage operating
expenses increased in real terms by 38 percent between 1986 and
1991.

3.1.5 As far as the project portfolio was concerned, a number of
measures were implemented to speed up the implementation of on-
going proiects and to improve the quality of the portfolio. Ministries
have from 1992 classified all their projects int6 'core', 'high ' and
"medium' priority, to assist in the allocation of budgetary resources.
As a result of a review of projects in all sectors, and the subsequent
introduction ol the Public lnvestment Programme, the total number
of projects has been reduced from 2,558 in 1991/92 lo 1,177
planned for 1994/95 with GoK financed projects reduced from 1,937
in 1991/92 to 736 in 1994/95.

3.1.6 The Government also implemented the policy of levying
user charges in a number ol sectors, particularly in university
education, and curative health services. As a result, the recurrent
Appropriations in Aid increased from 0.6 percent of the GDp in
1988/89 to 0.9 percent in 1991/92. There were however, some
large increases in Ministry expenditures due to the importation of
food, drought and security, as well as on the multi-party elections.
There was also some delay in the realization of AtA's by the Ministry
of Education during the first three years of introduction of user
charges leading to budget overruns.

3.1.7 The Government has continuously improved the system
of budget monitoring and strengthened control over actual
expenditures at the macro level. This has contributed to achieving
the macro level liscal targets of budget deficit and domestic bank
and non-bank borrowing. An extended monitoring system was
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introduced in 1993 to capture expenditures at the detailed budget
item levels such aS, salaries and allowances, district expenditures,
and expenditures on programmes and proiects. This new system
has pr6vided improved cbntrol over expenditure through monthly
monitoring on a ministry by ministry basis.

Financial Market DeveloPment

3.1.8 The broad proposals for the development of financial
markets that have alr6ady been implemented include: creation of
the Capital Markets Authority (cMA), restructuring the Nairobi Stock
Exchange, introduction of new financial instruments, liberalisation
ol inter6st rates and credit controls, and the introduction of a
secondary market for Government financial instruments. These also
reduce tlie excessive dependence on short term debt to linance
economic activities.

Rural-Urban Balance

3.1.9 The Rural-urban balance strategy was intended to foster
economic growth in rural areas through strengthening economic
linkages be-tween urban areas and their rural hinterlands. Selective
pubti-c investments were made in designated Rural Trade and
irroduction Centres (RTPcs). Eight RTPcs were implemented at a
cost of KShs. 165 million. Nine more RTPCs were identified but
imptementation has been delayed due to lack of funds.

3.1.10 ln addition, the strategy aimed at strengthening the
performance and financing of local authorities. Despite som.e

irogress in improving their revenue base, local authorities remain

iooity equipped to perform their functions effectively.

3.1.11 The rural-urban balance was also concerned with
measures to promote informal sector development which was
expected to generate off-farm employment opportunities.. A

cohprehensive policy framework for small scale enterprise
development is c6ntairied in the Sessional Pap.er No. 2 of 1992 on

Smalt'Scale Enterprises and Jua Kali Developmenf. The policy
guidelines emphasised the Government's role as that of a facilitator
iather than a'direct participant. Employment in the informal sector
increased at an average ol 12.7 percent per year between 1986
and 1 992,lar above the forecasts of 3.5'4.5 percent.

Agrlculture and Food SecuritY

9.1.12 The policy for agriculture in sessional Paper No. 1 of
1986 had three aims: to ensure the nation's food security, to
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contribute to export earnings and to promote higher farm incomes
through off-farm employment as envisaged in the rura!-urban
balance strategy. To achieve these aims, land was to be reallocated
to activities wifh higher returns per hectare, and productivity raised
through using better seeds and cultivation techniques.

3.1.13 Performance within the agricultural sector has been
mixed. Coffee performed poorly, mainly due to the sharp decline in
international coffee prices, but tea and horticulture production
exceeded expectation. Production in the dairy industry has been
erratic due to drought and price adjustments not keeping pace with
costs of productioh. The decontrol of milk prices in 1993 and
removal 6t tne Kenya Co-operative Creameries monopoly has
encouraged additiondl investment in milk marketing. The decontrol
on meai prices and the removal of the Kenya Meat Commission
monopoly in 1987 awakened the industry from a period of
prolonged stagnation.

3.1.14 The Sessional Paper No. 1 of 1986 also proposed the
adoption of imporUexport parity pricing for food crops as we.ll as
intensified research, improved internal management in the National
Cereal and Produce Board, and the promotion of alternative cereals
crops. International parity pricing was adopted for maize and cotton
and subsequently ext6nded to other commodities. Complete
liberalisation of maize marketing has been achieved.

3.1.15 As a measure to promote increased use of fertiliser, the
importation and distribution of fertilizer was progressively
lib6ralised. The response to these moves has been disappointing'
partly due to the depressed state of the coffee Sector, the largest
i.rser-of fertiliser in Kenya and, to increased fertiliser prices which
made the commodity out of reach for the average farmer.

lndustry and Trade

3.1.16 The programme for industry aimed at both countering the
anti-export bias and improving incentives in the domestic economy.
Measures already implemented to achieve these include pri99
decontrol, liberali3atioh of imports and exchange controls, tariffs
adjustment, and implementation of export promotion schemes.

3.2 ECONOMIC PERFORMANCE SINCE 1986

9.2.1 Real GDP at factor cost from 1986 to 1990 grew by an
average of 5.0 percent compared to the targets of 4.8 percent per
year f-or 1984-88 and 5.9 for 1988-2000. ln the trade sector, real
6xports grew strongly, by 7.8 percent per year on average and were

21



augmented by a major inflow of structural adjustment loans on the
capita! account of the balance of payments. This allowed real
imports to rise by 1 1.8 percent per year. ln contrast, over the two
years 1991-92 real eop growth slumped to an average of 1.4
percent per year. The quantities of exports and imports declined at
an average of 1.7 percent and 7.3 percent respectively. ln the
manufacturing and services sectors, growth was substantially below
expectations, but the most serious shortfall was in agriculture which
fell by 5.2 percent. The decline continued in 1993, registering an
overall growth rate of 0.1 percent

3.2.2 Four broad types of explanations for the slowdown in
growth over the last two years are: the structural adjustment
process, internal political change, macroeconomic management,
and external factors. Adjustment causes dislocations in the
economy which adversely affect growth in the short term. Thq.
removal of high rates of protection, for instance, reduced production
incentives in existing industries but it takes time for new industries
to expand. There is evidence that some specific policy reforms in
Kenya had a lar less significant impact on production than
anticipated: the pricing and marketing of fertiliser is a particularly
important example. Another significant aspect was the timing of
changes that were implemented. Much of the reform in Kenya's tariff
and import regime occurred early in the process whereas most of
the specific price decontrols have occurred recently.

3.2.3 Many of the sectors that have done well over the past
three years are those where policy reforms were introduced earliest
and then sustained. The implementation of reform affecting the
financial sector, for example, has been most successful, leading to
a growth of 6.5 percent over 1990-92. Significant achievements
were also made in trade and industrial policy. These have resulted
in a high rate of export growth for horticulture and other non-
traditional commodities. Results for the traditional agricultural sector
have been disappointing.

3.2.4 The 1992 multi-party election in Kenya created
uncertainty which negatively affected tourism, investment and
industrial production. Ethnic strife has been an additional factor that
adversely effected agricultural production.

3.2.5 Macroeconomic policies and actions have had a
negative impact on the modern sector. The continued deficit on
current account constrained private investment. The rapid
expansion of the money supply and acceleration of inflation
throughout 1990-93 created uncertainty and reduced growth.
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3.2.6 Several other factors contributed to the decline in the
economy. These include: the Gulf War, the drought experienced
between 1991 and 1993, and world recession, which reduced the
demand for tourism. Scarcity of foreign exchange required for the
importation of key inputs and the withdrawal of balance of payments
support in 1991 also affected the economy adversely.

3.2.7 Overall, the recent events show the classic signs of a
business cycle slowdown. lnvestment went down by 14.2 percent in
1992, inventory accumulation and exports declined by 74 percent
and 3 percent of the GDP respectively. At the same time, public
consumption was 7.8 percent lower because of severe fiscal
constraints. Real cDP at market prices rose by a meagre 0.4 percent
in 1992. The severity of the downturn was due to the coincidence of
all these factors.

3.2.8 lt is not possible to prevent a similar coincidence of such
factors in the future but there are some important lessons. The more
dynamic and less regulated private sector industries performed
better because they were able to respond fast to changing
circumstances. Because of the continued critical role of imports,
Kenya will continue to emphasise an export led growth and reduce
dependence on donors for balance of payments support.

3.3 TARGETS FOR 1994.2010

3.3.1 An overriding goal of Government economic policy is to
attain renewed growth as soon as possible. On the basis of policies
outlined in this Sessional Paper, it is expected that GDP growth will
recover to 5-6 percent per annum by 1996. The implementation of
policies contained in this Paper will enhance the growth rate and
sustain it to the year 2010. The increased economic activity will to
derive from higher private sector investment in response to more
stable macroeconomic conditions, as well as more efficient access
to imported inputs and capital goods. ln addition, the increased
etficiency of investment associated with the restructuring of key
public enterprises will also expected to boost economic growth in
the medium term. A higher level of national saving will to come from
sustained fiscal adjustment over the period, as well as the response
of private saving to positive real interest rates. ln turn, the higher
leve! of saving will contribute to lowering the external current
account deficit. Exports are expected to respond positively to the
incentives introduced through the liberalised exchange and trade
regimes.

3.3.2 The cop is expected to grow by 3.0 percent in 1994.
Thereafter, the annual growth rate is expected to accelerate to 5-o
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percent. This is around the same rate as projected by Sessiona/
Paper No. 1 of 1986. Agriculture is expected to rebound in 1995.
The recovery will then broaden to other sectors from 1995 onwards.
ln the longer term, growth will be most rapid in the manulacturing
and service sectors. Civil Service reform wi!! curtail the growth of
public sector in the medium term, but Government outputs are
essential to the economy and therefore public sector productivity
wil! eventually have to grow in proportion to the expansion of the
economy.

3.3.3 The growth of the capital stock slowed in the 1980s, to
2.7 percent per year compared to 7.1 percent in the 1970's. By the
early 1990's, gross investment barely sufficed to keep the capital
stock from shrinking. Many sectors of the economy have chronic
excess capacity as a result of high import protection and excess
capitalisation in the parastatal sector. As a result, an expansion of
supply, with little new investment initially should present no
difficulties. Finally, as a result of the depreciation of the Shilling,
there will be a strong incentive for investors to choose labour
intensive technologies. Consequently, capital/output ratios are
expected to fall throughout the period.

3.3.4 Table 3.1 presents population projections to the year
2010. The population is forecast to be 29.7 million in the Year 2000
and 36.9 million in 2010. The forecast for year 2000 is well below
the forecast in Sessional Paper No.l of 1986. The main reason for
this is the lower fertility rates recorded since 1989. The total fertility
rate fell from 7.9 in 1981 to 5.4 in 1991 and is forecast to decline to
4.1 and 3.3 in 2000 and 2010 respectively. Lower population
growth rates are also forecast because of the impact of ntvAtos on
mortality. This is not an important factor to the year 1995, although
the epidemic is still spreading rapidly, the number of deaths is not
yet great because of the slow onset of symptoms. By 2000, the
cumulative number of premature deaths resulting from atos is
expected to near 900,000 and rise to 2.8 million in 2010. These
forecasts also incorporate a slowing of the rapid spread of the
epidemic resulting from increased awareness and changes of
sexual behaviour which begin to take effect from 1997.
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1990

TABLE 3.1:
PROJECTION OF POPULATION TO YEAB 2O1O

(000's)

16,670 29,706
Grcwth Rate
(percent)

Fernle
iralo
Rtral

Rual Shar€
(percent)

Ufien
Ulban Share
(oercent)

9,390
8,280

14,170

85
2,500

(3.5)
11,399
11,354
18,727

82.3
4,026

(2.71
14,855
14,851
22,755

76.6
6,951

(2.21
18,461
18,437
25,581

69.6
11,217

30.415 17.7 29.4

3.4.5 By 2010, the dominantly rural character ol Kenya will
have chang-ed, with 30.4 percent of the total populalio.n living.in
urban areaa. ln 1989, 85 percent of the population still lived in the
rural areas but 25 percent of the growth of population occurred in
urban areas. ey 2Ot0 more than SO percent ol the grourth of
population will be occurring in the urban areas.
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CHAPTER 4

PUBLIC FINANCE, MONETARY POLICY AND
FINANCIAL MARKETS

4.1 FISCAL AND MONETARY SITUATION IN THE 1990s
4.1.1 Kenya passed through a turbulent period in the early
1990s, characterised by rapid monetary expansion, large budget
and balance of payments deficits which translated into high rates of
inflation and interest, and a sharp depreciation of the Shilling. The
Government has drawn a number of lessons from this experience
and from policy implementation of successful newly industrialised
countries. The most fundamental of these lessons is that sound
macroeconomic stabilisation and discipline is critical not only to
preserve stability in the short run, but also as a foundation for
sustained growth.

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

4.2 FISCAL POLICY

4.2.1 A substantial tightening of fiscal policy was imposed in
1993/94 aimed at reducing the overall budget def icit. Over the
medium term, fiscal policy will remain tight, with emphasis on the
restraint of expenditures and further revenue enhancement. A major
objective of fiscal policy over this period is to sharply reduce the
level of domestic borrowing for deficit financing and, to the extent
possible, make net repayments on domestic debt, thereby freeing
resources for private sector activity.
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4.2.2 Revenue collection has been improved, and
expenditures by ministries have been cut back. The budget deficit,
however, remains large, due mainly to very high interest costs on
the domestic debt. This reflects not only the large fiscal deficits over
the past few years, but also the issuing of Treasury Bills to absorb
exc€ss liquidity in the economy. The interest rates on Treasury Bills
and bonds have already come down to more normal levels after the
very high rates experienced in 1993. A temporary factor affecting
the public debt has been the cost of drought relief. A balanced
budget will allow more resources to flow to the private sector. lt will
also stop further increase in the national debt as a result, debt-
servicing will cease to be an excessive drain on the budget and on
the balance of payments.

4.2.3 Central Government revenue is targeted in the short term
to increase from 22 percent of GDp in 1992/93 to 24 percent. The
overall goal is to enhance revenue collection through broadening
the tax base while reducing the maximum rates ol import duties,
income taxes and vet. The broadening of the tax base will be
accomplished, tnter alia, by removing tax exemptions granted to
public enterprises and by expanding vnr coverage in the service
sector. Measures to enhance the collection of duties will include an
improved Pre-Shipment lnspection of imports. The Personal lncome
Tax Number system for tax assessments and further commitment to
computerised tax administration will also result in improved
revenue collection in the medium term. The Tax Modernisation
Programme will continue to enhance the efficiency of tax collection,
provide a tax structure that is more responsive to GDp, and
encourage more savings and investment as opposed to
consumption.

4.2.4 The Government is committed to reduce overal! spending
in the course of the next three years, while concurrently shifting its
focus towards expenditure which fosters economic growth. Total
expenditure and net lending is expected to be reduced to about 29
percent of OOp immediately and then further to 26 percent in the
near future.

4.2.5 Achievement of budget deficit reduction in the medium
term will be supported by improved enforcement of budget
monitoring and control. The issuance of circulars on the
accountability of accounting officers with respect to procurement
procedures and unauthorised or extra budgetary expenditures
(issued in September 1993), will be complemented by enforcement
of sanctions in cases of non-adherence. lt has been reaffirmed to
accounting officers that certifying undelivered goods as actuatly
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delivered will result in their dismissal and appropriate legal action.
Similar measures will be taken with respect to Government officials
involved in cases of financial irregularities. The Government will
also initiate measures to clear the backlog ol pending bills and to
improve the expenditure disbursement, control, monitoring and
reporting systems.

4.2.6 A detailed review of public expenditure is currently
underway. The Government will incorporate its recommendations
as necessary in future budgets. There will be a re-allocation of
budget resources towards the core lunctions of Government the
maintsnance of law and order, the administration of justice, the
provision of broad-based education and health services, the
provision of economic infrastructure, and the protection of the
environment. The Government's obiective is to raise Civil Service
wages towards parity vis-a-vis the private sector. This will be
acliieved while reducing the wage bill in relation to GDP as the size
of the Civil Service will be reduced through retrenchment as
described in Chapter 10. To spur growth, development expenditure
and recurrent non-wage operating and maintenance expenditure
will increass as a share of eoP.

4.2.7 A medium term goal is to allocate at least 75 percent of
the development budget to projects that satisfy the core govemment
lunctions enumerated above, with priority given to those that reach
a large number of Kenyans, particularly the poor. Furthermore, the
GovCrnment will continue with its recent efforts to establish and
enlorce clear objective economic and technical criteria for project
selection, which will apply to all projects. Following efforts
introduced in 1992/93, the number of projects to be included in
future budgets will be limited so that the Government's contribution
will be lully funded, and implementation speeded'up. To this end,
the Government will soon complete its efforts to rationalise the
p@ect portfolio by identifying and terminating non-priority projects.
lf development expenditure has to be curtailed below the amount
budgeted, the Govemment will give priority to core projects.

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

o the budget (including grants) will be balanced, with net
repayments of public domestic debt;

. current revenue will be stabilised at around 24 percent
of cDP. The base of taxation will be broadened and
efficiency of collection improved to allow a progressive
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reduction in rates, whlle maintaining overall revenue
targets; o

. Government expenditure will be restricted to between 24
and 26 percent of coP;

. Budget Rationalisation measures will aim at maximizing
the productivity of Government expenditures. ln
particular, objective technical and economic criteria will
be applied to project selection, with priority given to
projects in the areas of health, education, infrastructure
and the environment; and,

. the present system of budget monitoring and expenditure
control will be strengthened to ensure full compliance of
public officials with the Government's fiscal objectives
and targets.

4.2.9 The Government is committsd to the provision of
adequate funding for the operation and maintenance of existing
public investments. Coverage and capacity of such services will be
expanded as essential pre-requisites for economic growth.
However, private sector participation in providing capital investment
in certain infrastructure will be encouraged and facilitated. Public
expenditures of an increasing magnitude will be spent on the
implementation of special programmes to benefit those sections of
the population adversely affected by economic reform programmes.

4.3 MONETARY POLICY

4.3.1 Monetary policy is directly linked with fiscal policies
through the financing of the fiscal deficits. A large part of liscal
deficits have traditionally been financed directly through overdrafts
ir the Central Bank (cBK). Over the past several years, other
methods of financing budget deficits have been developed.
Treasury bonds with varying maturities have been introduced and
markets outside the cgx have been developed. !n addition, interest
rates have been fully liberalised and allowed to vary with the
demand and supply of loanable funds. These developments have
increased the policy instruments available to the authorities and
made possible the conduct of monetary policy in a more
sophisticated manner. With open market operations, the financing
of budgct deficits need no longer cause the money supply to rise,
thus pushing up inflation and putting pressure on the balance of
payments.
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4.3.2 The Government will continue to allow interest rates to be
the main signals directing savings to the most productive uses. The
cBK will not attempt to direct commercial banks on where and how
much to lend.

4.3.3 Monetary policy will aim at containing liquidity expansion
at a pace consistent with targeted growth rates of GDp and
anticipated inflation, while maintaining positive rea! interest rates.
specifically, the cBK will continue to manage domestic liquidity
through market interventions in Treasury bills, in order to achieve
target levels of net domestic assets of the cBK that are consistent
with broader monetary objectives. The cBK's monetary policy wil! be
supported by strict enlorcement and appropriate changes in the
statutory cash ratio, and strict limits on access to cBK credit through
its rediscount and overnight lending facilities.

4.3.4 The cer will also work toward improving the effectiveness
of op--en market operations in Government securities and ensuring
an efficient transmission of changes in Government security rates to
savings and lending rates of commercial banks. To this end, the
cBK wi!! promote the development of secondary markets in Treasury
bills, which will include efforts to promote market makers in such
bills. The establishment of a central depository for Treasury bills by
the.private sector will be encouraged to ensure an efficienf detivery
and payment system for secondary market transactions. ln an effort
to loster increased market demand for both Treasury bills and
bonds, the cgx has already sponsored publicity campaighs targeted
at individual investors, lowered minimum denominations of the
securities on offer, and appointed commercial banks as agents for
the sale of rreasury securities. The proposed central depository will
also facilitate further capital market development, by serving as a
depository for trading in shares and other financial instruments.
Further steps will also be taken to encourage expansion of the
activities of the Nairobi Stock Exchange (ruse), including expanding
its membership, broadening its coverage to include trading in
Treasury bonds and other financial instruments, and promoting the
increased floating of equity issues. An expanded role for the-trtsE
would also assist in the privatisation programme for public
enterprises.

4.3.5 Recovery and sustained development in Kenya depends
on strong export growth, which will be supported by the recent
liberalisation of the exchange and trade system. sound monetary
and fiscal policies assisted by interventions in the foreign exchange
market will result in a stable exchange rate. The Governmeht
expects to be able to achieve this during the next three years, while
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accelerating economic growth and reducing its recourse to general
balance of payments financing. The Government intends to
increase international reserves to over three months of imports.

4.3.6 The considerable progress made so far in reforming the
management of the exchange and payment system will be further
strengthened. Exchange control regulations will be liberalised
further and the Kenya Shilling made fully convertible. The cBK will
continue to intervehe through buying and selling in the foieign
exchange market to minimise undesired fluctuations of the Shilling
while allowing the operation of the market to determine the
exchange rate. A stable exchange rate will be maintained through
strict fiscal and monetary policy in support of the objective ol single
digit inflation in the medium term. The cer will coordinate its foreign
exchange and open market operations to ensure that monetary
policy targets and objectives are met. The Government will limit
contracting and guaranteeing new non-concessional external
borrowing by the public sector.

4.4 FINANCIAL SYSTEMS

4.4.1 The cex will focus on improving the soundness of the
financial system through a number of measures. The Central Bank
of Kenya Act will be reviewed to define more clearly the
responsibilities and accountability of the CBK, including the area of
monetary policy. The Government will offer to the public an
increased shareholding of those commercial banks in which
Government holds substantial interest. Furthermore, the cBK will
continue efforts to tighten enforcement of prudential regulations in
the financial system. Commercial banks with affiliate Non-Bank
Financia! lnstitutions wiil be required to meet statutory cash and
liquidity ratios on a consolidated basis. To improve the financial
position of the National Social Security Fund (NSSF), an action plan
will be prepared, drawing on the results of an actuarial study on its
financial stability and the soundness of its investments

4.4.2 The cex will instill disciplined monetary management by
decisively acting on any future problems of weak and distressed
financial institutions. lts supervisory role will be strengthened
through effective enforcement of prudential regulations and
tightening lending to commercial banks.

4.4.3 The role of capital markets, to enhance the mobilisation
and allocation of financial resources, has long been recognised by
the Government which set up the Capital Markets Authority (ctrla) in
1989. The cul is mandated to create the conditions necessary for
domestic capital markets, and promote investor confidence. The
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cMA wil! work towards the establishment of an active secondary
market for Government securities in order to enhance their liquidity
and the efficient mobilisation of resources in the economy. lt will
also work towards the establishment of a second tier Stock
Exchange for venture capital to be invested in new companies with
good growtn prospects but no track record that qualify them for
iisting 

-in the main Stock Exchange. The cMA will establish and
manage trading rules in the growing capital market and lacilitate the
creation of uniftrusts as vehicles for small investors. The creation of
specialised institutions as lull security firms ol underwriters and
discount houses will be encouraged.
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5.1 IMPORTANCE OF SAVINGS AND INVESTMENT

5.1.1 Effective mobilisation of domestic and foreign savings for
productive investments is a pre-requisite to economic growtl qnd
lhus the attainment of sustainable development. A country that is
able to generate a high savings ratio is able to finance more rapid

developirent and em[loymenigeneration. The savings rate is thus
i fey performance ihdi6ator of economic growth. The. "tigers" of
Asia'hive maintained rapid economic growth in part because of
their ability to mobilise liigh rates of savings and attract foreign
equity investment. lndeed, 

-our 
ability to transform domestic savings

lndo iOOtlonal income in the future through capital accumulation is
critical to rapid and stable growth.

5.2 SAVINGS

5.2.1 The main source of investment finance is private
dOmeStiC SavingS. There ate, however, two other Sources,
Government saiings and foreign savings which come into the

country as grants, net lending or direct foreign equity investment.
Any in'Creas-e in savings from any of these three sources will result

ln 6n increase in net cipital formation. An increase in gross savings
of iO percent in 1991, for example, would have increased net fixed

capiiai formation by 26.3 percent. This leveraging of 
. 
increased

saiings into increas-ed net capital formation is able to give a large

boost to outPut and emPloYment.

5.2.2 Private savings in Kenya fluctuated in the ra.n.gg of 15.7 to

iO.g percent of cDP thiough th6 1980s. This is not.high.by world

stanOLiOs as shown in fable 5.1. The failure of savings 9nd
investment to sustain a higher rate of growth of the capital-stock. is

the-principal reason why the average GDP growth rate fell from 4.5

perdent 'in tgTg-1z to 9.4 percent in the period 1983'92.
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TABLE 5.1
SAVINGS AND INVESTMENT

(PERCENT OF GROSS DOMESTTC PRODUCT)

Country Gross
!nvestment

Gross
Savinqs

Low lncome Countries
Middle lncome Countries
China and lndia
lndonesia
Thailand
Ivlalaysia
Korea
Sinqapore

31.0
23.O
32.0
36.0
27.O
34.0
37.0
39.0

28.0
24.O
33.0
37.0
34.0
33.0
37.O
45.0

The fall in real wages and slow growth in employment can also be
attributed to the low levels of savings and investment. Raising the
level of net investment is, therefore, absolutely necessary if Kenya
is to achieve the targets of long term growth set out in bnaptei a
and to make an impact on the problems of unemployment, falling
incomes and poverty.

5.2.3 Over the past two decades Gross Fixed Capital
Formation (crcr) as a proportion of cDp has remained relatively
constant, but the Net Capital Formation (NFcF) in real terms has
fallen significantly. The peak for gross investment in current prices
was during the 1977 coffee boom. There was a large fall in the
1982-85 period and since then there has been a gradual increase
back to the levels that prevailed before the coffee boom. The pattern
is similar for investment in constant 1982 prices, but its level
averaged about 20 percent of cop for the period 1983-91, down
from average levels of about 30 percent of cDp that prevailed in the
1 970s.

5.2.4 The main reason for the difference between the
performance in current and constant prices is that the cost of
investment goods, which are generally imported, has increased
steadily in relation to prices of goods and services which in general
constitute the oop. The substantial depreciation of the Shilling, as
well as the fall in international terms of trade, have resulted in a
considerable rise in the relative price of investment goods.
However, net investment in real terms has continued to be positive
throughout the period and total capital stock, as a result, has
continued to grow. The portion of gross investment necessary to
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make up for depreciation has also grown. Net investment, is far from
recoverihg to the levels of the 1970s in real terms. since 1992, net
investment as a proportion of cop has been between a quarter to a
half of its level in the preceding decade.

5.3 GOVERNMENT DTS.SAVINGS

5.3.1 ln Sessional Paper No. 4 of lggl on Development and
Employment in Kenya, the Government set a target of raising the
national saving ratio to 22 percent of cDp. Among the measures
identified as necessary to attain this was the elimination of
Government dis-saving. Between 1977 and 1980, the Government
made a net contribution to savings that ranged from 1.4 to 2.9
percent of cop. ln 1981 the Government became a dis-saver,
running a deficit on its current account, a situation that has
continued since that time. Government savings averaged -1.5
percent of cop over the period 1981-1991, ranging from -O.g
percent in 1981 to -2.2 percent in 1990.

5.3.2 The reasons for the decline in Government saving have
been sluggish revenue growth, and rises in current expenditure,
particularly expenditure on wages and salaries. The Government,s
aim is to eliminate this dis-saving through measures relating to both
revenue and expenditure described in Chapter 4.

5.3.3 The implementation and adherence to three major
programmes of reform will be of particular importance in this
context: Tax Reform and Modernisation, Civil Service Reform, and
Parastatal Divestiture. Tax Reform will maintain and improve
revenue while Civil Service Reform, which involves an absolute
reduction in staffing levels and re-organisation of the public sector
will improve the functioning of Government and reduce total public
expenditure.

5.3.4 The parastatals have proved a continual drain on the
budget instead of providing additional resources through dividend
payments. During the year 1990-1991, for instance, the net outflow
from the Government budget to the parastatals, excluding dividend
payments by the cBK, amounted to one percent of oop. Divestiture
of commercial enterprises, while improving accountability of
strategic parastatals, will reduce this major source of fiscal
indiscipline.

5.4 FOREIGN CAPITAL

5.4.1 As a developing country, Kenya needs foreign capital to
stimulate domestic investment and promote economic growth. Most,
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if not all countries which now enjoy high living standards have, at
some point in their development, imported capital to supplernent
their domestic savings. A recent and successful example of this
pattern of development is the region of South East Asia. Foreign
capital will enable Kenya to maintain higher levels of investment
thdn can be supported by domestic savings alone and to expand
needed imports more rapidly through a deficit on current
transactions with the rest of the world.

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

5.4.3 Other forms of capital imports, private direct investment
and portfolio investment, have been negligible. Over the 5 year
period to 1991, private capital flows were approximately 12 percent
of the total net capital account flow. lncluding the parastatals sector,
the share amounted to a little over 30 percent. Nearly all of this was
in the form ol commercial loans rather than private direct investment
or portfolio investment. Direct foreign investment in the form of
share capital and re-invested earnings have amounted to less than
30 percent of the gross private foreign capital inflow. When account
is tiken of capital-repatriation and stock redemption, direct foreign
investment on a net basis has been negligible, switching from
positive to negative from year to yeat.

5.4.4 Foreign aid in the form of grants or concessional loans
are obviously beneficial in many ways, especially in financial terms
and add liitle to our external debt obligations. But large
ooncessional capital flows, including aid in the form of grants to
Africa, will not rise and may even decline in real terms, in the
current period when capital transfers to Asia and Eastern Europe
are increasing rapidly. As we look to the long term, the high levels
of grants and concessionary loans received in the 1980s wil! most
likely not be forthcoming in the 1990's and beyond. We must,
ther6fore, plan on the basis of a sharp reduction in the aid/Ottp
ratio.
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5.4.5 Debt arrears is a new problem for Kenya, reJlecting

insuiticieni growtn in export earnings. T-1" previous Chapter
described th6 Governmeni's resolve to settle existing arrears on

external public debt and to restrict new non-concessional external

5jiilin6, Considering the riqkg associated with external loans and

ine Oimifished relativ6 availability of aid and concessionary loans,

it is clear that Kenya must in luture depend on its own rssources

*nifJ iiitaCting in6reased volumes of foreign, non'debt, private

capital.

5.4.6 Kenya can gain access to foreign private capital without

Ooiiowing, eitfier as piortfotio investment in Kenyan companies or

ai Jiieci'equlty invbstment. ln the lormer case, non'residsnt
companieJ and individuals hold shares in Kenyan companies
6;o|Giilg their iccess to capital. A remarkable development ol
ine internitionat capital markets in recent Yparq. has been the very

i"piJ b.*f,ioi tordign portfolio investmenf in all parts of the world'

KfiH *iii torrurat6 idicies to tap this most dynamic form ol
fore[n investment.

5.4.7 The further development of our own linancial and capital

marfets will be important in dttracting private capital from abroad in

tne torm ol portf6lio investment. Recent developments in these
iia*"iJ ano [ne generat poticy intentions for the future are outlined

iii Ci.rdpt"r +. Str-rct disctbsur6 rubs for companies quoteq,9l.tl9
itocX exchange and, more generally, 3n improvecl llow ot
intirmaiion iroin the NSE will 6e widely disseminated to attract
potentia! inveslors.

5.4.8 Several new initiatives and institutional changes will be

ionJiOereO to stimulate international portfolio investment in Kenya.

Thtp&alUifity of a country lund to be.quole_q in London or New

York wili be 6xplored with'the lnternational Finance Corporation'
The Governmerit will also explore the possibility of establishing lhq
NsE ;a i regional equity market. Obstacles- concerning. capital

controts wil! 
-have to be-removed and certain other institutional

pio6iems witt nave to be resolved before such regional integration

ban become a reaiity. The establishment of a-regional capital
market would obvioushr be beneficial not only to Kgnya but equatty

io oner countries, aJ lney could seek risk capital from the Nairobi

market.

5.4.9 Foreign equity investment can also be used to accelerate

O"r"foprent. 
-f-oteigh 

6ntrepreneurs can contribute knowledge Of,

ili-acb;sl io, forei-gn markbts and technology that is !n vqry short

siippfy in-Xenya- An-additional advantage is that the risks inherent

h 
-U[,iiness 

ar6 borne partly or wholly by tne foreign investor. Direct
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foreign investment creates opportunities for local entrepreneurs in
joint ventures, and in backward linkage industries'to provide
intermediate products and services to foreign firms.

5.4.10 Private capital flows to developing countries are rising
rapidly and will continue to increase. This has been particularly
noticeable in the south East Asian region. one' importani
precondition for attracting foreign capital is macroeconomic stability,
in particular a low rate of inflation, and a stable and realistic
exchange rate. After the period of instability in the early 1ggos, the
KTyg economy is now gradually moving back towards greater
stability. As discussed in chapter 4, the Government putsh very
high priority on re-establishing and then maintaining financial
stability. However, these forms of capital movements are
traditionally subject to fairly large cyclical fluctuations, and judging
lrom the experience of other developing countries, Kenya ian
expect more private capital flows only after more rapid growth has
been restored and a stable macroeconomic framework maintained
for a considerable period of time.

5.4.11 Another important factor has been the policy of
indigenisation of the economy that was adopted immediately after
lndependence to reverse decades of discrimination practised
during the colonial era. The Government has begun the process of
encouraging greater foreign investment by reviewing the various
laws, regulations and administrative procedures thaf discriminate
against foreign firms:

. the de facto restrictions on the repatriation of profits,
dividends, licence fees and royalties which has been a
major disincentive in recent years have been removed
with the complete liberalisation of our foreign exchange
regime;

. the restrictions in the Foreign lnvestment Protection Act
on the repatriation of capital gains will be removed; and,

. the restrictions on local borrowing by foreign controlled
firms have been lifted.

5.4.12 While initiatives to attract foreign private capital and
expertise will be maintained, concerted efforts must continue to
stimulate and support domestic investment. These will include
the measures described in Chapter 4 to create vehicles for small
investors and the provision of lines of credit to small scale
enterprises laid out in Chapter 8. The effectiveness of Savings
and Credit Co-operative Societies must be enhanced through
better management, both to protect members interests and to

i
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make their very considerable savings available to entrepreneurs
seeking funding for viable investments. lf Kenyans are to take the
leading role in developing our economy they must have access
to investment funds. ln particular, funds must be readily available
to small scale entrepreneurs to enable them to build up their
businesses and provide the country with a locally controlled
economic base.

5.6 PUBLIC AND PRIVATE INVESTMENT

5.6.1 The public sector, including parastatals, has accounted
for about 45 percent of tota! fixed investment in Kenya, the
remaining 55 percent being investment undertaken by the private
sector. Public sector investment has been determined by
considerations of growth and development of the economy, social
service provision and the constraints of fiscal discipline. Private
sector investment, on the other hand, has been guided
considerations of profitability relative to risk and the cost
investment in Kenya compared with other countries.

by
of

5.6.2 A high rate of economic growth, both actual and
anticipated, is a strong incentive for businessmen to invest in
building up new productive capacity. ln Kenya, economic growth
and prosperity are closely linked with buoyancy of export earnings.
A low exchange rate of the Shilling boosts exports by lowering the
price of our goods abroad thereby increasing foreign demand lor
our exports and increasing the rewards to exporters in terms ol
Kenya Shillings. Government policy will therefore b6 aimed at
strengthening support for export promotion while the exchange rate
will be determined by market factors.

5.6.3 Excessive regulation such as price controls and licensing
discourage investment. The discretionary application of regulations
so that some among competing firms have an unfair advantage is
particularly discouraging. The regulatory reforms proposed in
Chapter 8 of this Sessional Paper will alleviate this constraint.

5.6.4 As regards an overall enabling environment, the
Government will initiate legislation for an investment code which
relates to both local and foreign investment and under which the
lnvestment Promotion Centre (tec) will operate. The investment'
code will set clear guidelines for processing investment
applications and will incorporate the means to ensure transparency
and accountability.
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5.6.5 O{ particular importance is the provision ol information on
various incentives to investors including, the procedures for
obtaining such information and how the incentives are
implementsd. At present, the lPc, wtrich operates a'one-stop' office
to lacilitate the inflow of investment, lacks proper authority to
lmplement many incentives and procedures. ln order to give the tpc
greater authority, enabling legislation will be introduced to accord
the lPc the necessary powers in respect of new investments.

5.6.6 With the opening up of South Afrlca, Eastern Europe, the
lormer Soviet Union and China and with aggressive policy reforms
ln the emerging economies ol Latin America and South Asia, total
international ihvestment lunds likely to be available to Sub-
Saharan Alrican economies will shrink. In this context, lPc will
continuously monitor the investment codes of other countries,
especially oountries of this region, and identify lurther necessary
policy reforms to ensure that Kenya remains competitive in
attracting direct foreign investment.

I

I
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CHAPTER 6

EMPLOYMENT

6.1 ETUPLOYMENT AND JOB CREATION

6.1.1 The Government has continued to address the issue of

emptoyment creation as _a maior social and economic challenge.
ffofre'ier, despite past Goveinment efforts, unemployT.enl ?nq
unOeiemployment dtill remain serious problems. lt is evident that
tneie is'a need to reassess and update the strategies for job

ireaiion that the Government has pursued since lndependenc.e lo
ietteii today's environment. For eximple, land. constraints preclu.d.e

a further increase in land available fbr smallholder farmers' This

sector has been the primary source of job creation in the rural areas

but further expaniion ian now only come. from increased
prdOuciirity. tnOirstria! growth through protected import substitution
Ailoi be iustaineO. Flrtnermore, the public sector has reached its

peak as a share of the total modern sector employment'

6.1.2 lt is, therefore, clear that Government policy toward
employment generation must shift lrom one of direct intervention to

nii oi providing a lavourabte environment for private investment

ant ioUireailon] Government will remove all unwarranted controls,

iirpiiiy anO make more transparent remaining re.gulations,
eitiOfiSn stable and favourable macro-economic policies, .and
irwest in human resources and provide basic infrastructure. lt is,

no,nirer, the private sector wnlcn must invest in productive

enteiprisbs thai will provide increased employge.nt and. generate

inconies. This calli ior an 'enterprise cuitur-e' that induces self

iefianc-e, risk taking and provides rbwards for effort and initiative. lt

must encourage lScally bwned enterprise initiative and expansion

to create the b-ase lor our economic development'

6.2 SOURCES OF EMPLOYMENT

6.2.1 sufficient employment growth will require-. a
comprenensive transformition of the economy based on a firm
itraibg, io mobitise all available resources. Table 6.1 pr.e99!!s

empfo-Vinent proleCtions to the year 2010. During the period 1996.:

iOfO,'employm6nt gro*tn muit average 4.3 pbrcent annually if
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near full employment is to be achieved. Employment generation will
have to total 6.4 million jobs over the period or 4S5,OO0 jobs
annually. For this target to be achieved, the agriculture sector will
need to create about 3.1 million jobs or almost s0 percent of total
requirements. The urban informal sector, growing at about 11
percent p€r annum between 1996-2000 and 6 percent annually
between 2000-2010, would generate over 1.5 million jobs or som6
23 percent of total requirements. Employment in the modern sector
will largely depend upon an expansion in the private sector and self
employment. Public sector employment will grow only slowly and in
the short term will decline as the Public service Reform is
implemented. Over the medium term, some employment growth can
be expected in strategic parastatals and in local authorities
responding to accelerating urbanisation.

6.?.2 Agriculture is by far the largest employer in Kenya and
will continue to be so until well after the year 2010. As ident:ified in
sassional Paper No. 1 of 1986, a dynaryric agricultural sector is
crucial to the economic development of the country, especially as
regards employment creation. The largest component of 

- job
creation will therefore fall to agriculture even accepting that ihe
sector will grow relatively slowly. The pplicies to facilitate more
rapid agricultural development presented in Chaptet Z, therefore,
are most important in this respect. The number of rural non-farm
jobs is expected to rise steadily as a buoyant agricultural sector
increases its demands for services, inputs and other goods.

PROJECTIONS OF TOTAL EMPLOYMENT, 1990.2010
AND JOBS CREATED BETWEEN 1996 AND 2O1O

(000)

Jobs
990 I 996 2000 201 0

ure

RuralNon-farm

Modcm Sector Employment
Rrblic Sector
Private Sector
Total

Ufien lnfonnalSector

5,082

844
6,124
1,017

6,893

1,167 1,646

3,1 40

629

690
710

1,409

439

7,774

732
824

1,555

870

9.566

814
999

1 ,813

1,321

1 1 .194

1 092
1,569
2,661

2,366

15,937

361
745

1 ,106
1,496

6,371TOTAL EMPLOYMENT
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6-2.3 The most rapid increase in employment will have to occur
in the urban informal sector. lts share of employment in the urban
areas will continue to increase rapidly throughout the period to
201.0 .and beyond, provided a facilitating environment is
maintained. The sector is inherently dynamic and wiil continue to
provide jobs. and find new services and products while expanding
its.output of existing services and products. The most importan-t
policies to .promote this growth arc a simplified regllatory
fram.ework, changes to accelerate the acquisition'of equity rignts for
small scale enterprises which will promote access to credit, ind the
availability of favourable locations within urban areas. The last two
are particularly importqnt to allow the process of transformation into
forrnal sector businesses to take place. Policies for the growth of
small scale enterprises are presented in Chapter g.

6.2.4 Private modern sector employment is the most productive
in Kenya but has been growing far too slowly as shown in Tabre
6.2. Private sector businesses accounted for 48.4 percent of
modern sector employment in 1gg0 but only 86.5 iercent of
employment creation over 1986-90. The largdst source of new
employment was the Governmeht which, together with parastatals
and other enterprises with government participation, accounted for
63.5 percent of the increase over the same period. with civil
service reform and parastata! divestiture the rate of growth, at least
initially, for both of these categories will be sharplf reduced. The
policies outlined below to promote more rapid growth of the private
sector therefore, are urgently needed to maintain modern sector job
creation.

6.3 EMPLOYMENT POLICY

6.3.1 The Government will promote,more rapid growth of
private sector job creation by reviewing and formulating appropriate
employment and income policies. These measures wilt reiease
resources to promote private sector investment for rapid economic
growth. lndeed, the policy reforms which are specified in sessionat
Paper No. 1 of 1986 and the Ndegwa Report of 1gg1 on
Development and Employment in Kenya essentially entair pubric
budget rationalisation measures and actions to reduce the size of
public sector expenditure.
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TABLE 6.2
DISTRIBUTION OF MODERN SECTOR EMPLOYMENT

AND
EMPLOYMENT CREATiON

(percent)
EMPLOYMENT IN 1990

TSC, Central and Local Governnpnt
Enterprises with Govemment Participation
Fully Prtvate Sector Businesses
TOTAL

NET EMPLOYMENT CREATION, 1986.90
TSC, Central and Local Government
Enterprises with Govemment Participation
Fully Private Sector Businesses
TOTAL

525.1
274.5
614.1

1413.7

15.3
15.1
17.5
47.9

37.1
19.4
43.4

100.0

32.0
31.5
36.5

100.0

6.3.2 As stated in the Seventh Developnlent Plan, the Ministry
of Labour and Manpower Development, in particular the National
Employment Bureau, will be strengthened to enable it to develop a
sound information base on employment trenfls and labour market
development. This will allow the Government to formulate and
articulate appropriate policies in support of employment creation.
The Govemment will:

. formulate a comprehensive and integrated nationa!
employment policy which, in addition to the objectives of
achieving full employment and raising standards of
living, will also emphasise the achievement of equality
and right of work for all Kenyans, access to free choice of
employment, just and favourable conditions ol
employment and equal access to the identification and
development of individual skills and talents;

. formulate, develop and establish a National Employment
Programme that will ascribe responsibility to institutions
for implementing programmes and projects that will
support employment;

o establish a National Employment lnsurance Scheme for
employment protection;

r promote employment creation centres lor vulnerable
groups such as youth, women, disabled persons, street
children, and retrenched workers;
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. pursue active labour market policies, monitor the labour
harket situation and trends, undertake occupational
research to provide accurate and reliable labour market
information, provide vocational guidancc and
counselling services to individuals and gro-ups and also
develop and strengthen employment promotion services
provided in the District Employment Bureaus;

. review labour laws in order to make them consistent with
changing economic circumstances; and,

. cotlect reliable information on employment in diflerent
socio-economic sectors, household incomes and
standards of living.

6.3.3 Kenya has a well developed system of industrial relations
which regulates employment in the modern sector. Labour laWs
cover many as.pects of bargaining agreements, includlng minimum
wages, benefiti, workrrrg hours and termination. The Governrnent
has pursued flexible and pragmatic labour policies. However, two
lormb of intervention stand out as now requiring amendment. ThAsA
are, rostrictions on redundancy wtrich rEduce the ability of lirms to
reorganise, and Wage Guidelines that limit the ability ol firms to use
wages to reward and attract quality workers.

6.3.4 The current regulations governing perrnanent
redundancies can make adiustments in the labour lorce a
protracted and expensive process. The Govemment will, therefore'
in cooperation wiih tne Federation ol Kenya Employers (rxe) and
the Central Organisation of Trade Unions (coru), develop Lgysteql
that altows lirms autonomy in hiring and liring employees. This will
be combined with more gsngrous severance allowances or
provision for training for workers made redundant,.to discoulage
irnjustified or punitive redundancy. Emphasis will be giv?r!.to a
biriding procedure to resolve disputed redundancy cases qubkly.

6.4 WAGE POLICY

6.4.1 Governmsnt wage policy has been based on the
payment of a controlled minimum wage, implemented through
Wtige Guidelines. Despite many amendments, Wgge Guideline
objdctives have remainbd employment creation, the promotion of
eqiritabte income distribution between sec{ors, industries, and rural
ariO urban areas and control ol inflation. The Guidellnes set
minimum units for nogotiated wage settlements and have been
used in Kenya to limit wage increases and promote good industrial
relations. Bit tney also have an adverse impact, particularly in a

45



market oriented economy in which prices are decontrolled, by
distorting the relationship between productivity, skills and pay. By
limiting the flexibility with which employers can reward outstanding
workers, they may discourage growth of the more efficient and
dynamic firms.. Wage Guidelines, like all wage indexation schemes,
have the basic disadvantage of freezing a key production cost. ln
order to reduce the constraints enumerated above, the Government
will re-examine existing policies on wage guidelines.

6.4.2 The Government will support the development of an
industrial relations system that encourages the growth of
representative organisations of workers and employers. Such
dialogue should not only concentrate on workers' compensation but
also on means to improve productivity and general performance of
the enterprises so as to increase the ability and capacity of the
employer to pay better wages and other benefits.

0.5 IIIGRATION AND UNEMPLOYMENT

6.5.1 Very little reliable data are available on unemployment
rates in Kenya. The only recent firm evidence is that the
unemployment rate was found to be 16.1 percent in the 1986 Urban
Labour Force Survey, a figure which has remained virtually
unchanged since the 1977178 Labour Force Survey. Both of these
survoys were in years of good overall economic performance. The
unemployment rate is expected to have worsened in 1991 to 1993
due to the slow growth of the economy.

6.5.2 The unemployment problem in Kenya is made more
intractable by the rapid growth of population and, in urban areas,
the large number of migrants from rural areas. Migrants, coupled
with increasing numbers of school leavers, mean that the number of
new labour market entrants is enormous. These new entrants do
not possess the experience, skills and work habits that can only be
developed "on the job'. Universally, unemployment rates are
highest for labour lorce entrants but when they are such a large
share bf the total labour force, as is the case in Kenya, it is still more
difficult for the economy to create productive jobs for them. For this
reason, the largest portion of new entrants in Kenya, will need to
create jobs for themselves in the informal and agricultural sectors.

6.5.3 Youth unemployment remains a critical issue. lt is
estimated that 59 percent of Kenya's population is under 20 years
old. The Government, in collaboration with the private sector, will
increase opportunities for youth through vocational and technical
training programmes and university internship. Further measures
will be undedaken to:
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o support youth involvement in social and community
Oevitopm'ent projects both in the urban and rural areas;

. consider the establishment of a Youth Development
Fund to assist unemployed youth establish self-
employment ventures; and,

. establish Employment Promotion centres where. youth
can be provibed w1h career and vocational guidance
and counselling services, together with assistance in the
acquisition of-relevant enlrepreneurial skills for sell
employment.

6.6 EDUCATTON AND TRAINING

6.6.1 Education and training continue to be the most important
long term means of reducing unemploy1e.nt levels. Since
inO6penOence, the Government has placed. a high priority on thesg

areas. rne primary obiectives of education and - tr_al1ing
programmes, as coniained in Sessrbnal Paper No. I of 1988 on

lniioie,i training for the Next Decade and Beyond, will remain

uncfianged. Thesj objectives include, enhancing .and improving

the reftvance and fruality of education at all levels and,

Jirenginening sector management, planning, budgeting and the
availability of information.

6.6.2 Further improvements can be made .by more closely
matching training prOlrammes with the needs of the private Sector'

ffreretoie, the Groveriment, in collaboration with the private sector,

will introduce and strengthen existing training inslitutes Py
iiirrtiting iraining packales to upgrade the. skills of industrial

workers. ine priva'le sectoi will be increasingly required to meet

if,eiio*n training needs. Efforts will be made to rationalise existing

iecnnicaf instituiions so that they are able to provide appropriate
industrial techniques. Furtheimore, the private sector, in

coitiOoration with' Government, will be expected to develop
eOucition and training infrastructure. This will ensure a constant

Itow of trained induitrial personnel at both managerial and

technical levels.
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CHAPTER 7

AGRICULTURE

7.7 POLICY AND POLICY REFORMS

7.1.1 A major policy objective ol the Goverriment is self-
sufflciency in basic foods. This obiective has been reaffirmed in all
past development plans as well as in Sessional Paper No.l of 1986
and Sassional Paper No. 2 of 1994 on National Food Policy.The
potential for self-sufficiency in most food crops and livestock
products exists. The major determinants of the country's ability to be
broadly self-sufficient are the development and diffusion of
tcchnlcal innovations to enhance yields, and the availability and
efllclent use of labour, fertiliser and other inputs. ln addition to the
malntenance of broad self-sufficiency, high value agricultural
actlvitbs to generate employment, incomes and foreign exchange
eamings wil! be promoted.

7.1.2 The national food security objective will aim to make
avalhble adequate, nutritionally balanced food in all parts of the
country. This will be achieved by increasing food production and
the promotion of inter-district trade. At the household level, food
eeourity will be achieved through increasing opportunities to
gonerate cash income and providing incentives to farmers to
improve agricultural productivity. Due to the uncertainty and
vagarles of weather and changes in social economic parameters,
there will be need for the continued maintenance of a strategic
reserve of maize. The need to diversify the bas6 for food security
calls lor the production of other crops such as wheat, pulses,
sorghum, millet and root crops

7.1.3 Between 1960 and 1970, the sector recorded a growth
rate of 4.7 gercent per annum. ln 1991, howsver, the sector
decllned by 1.1 percent, resulting in the need for substantial lood
imports over 1992-94. The major aim of agricultural policies now
wlll b€ the speedy recovery of agricultural production covering food
crops, lndustrial raw material, and export crops. This recovery will
be enhanced through in0reased resource allocation to support key
farm services. To guide farmers, minimum (floo0 prices based on
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export parities will be recommended for maize, wheat, rice and
sugarcane.

7.1.4 Currently, there are various constraints that need
particular attention. Delayed and irregular payments to farmers,
together with limitations in infrastructure and credit are probably the
most pervasive. Other constraints include shortage of farm
machinery and marketing problems. The private sector will be
expected to participate in marketing aggressively while the role of
the Government will be largely confined to policy formulation and
provision of infrastructure, research and extension services.
However, it will take time for this arrangement to be put in place,
particularly the capacity of the private sector to market agricultural
production. In the interim it will be necessary to ensure that the
public sector is adequately funded to manage the transition
effectively.

7.1.5 A number of steps will be taken to strengthen policy
formulation and the delivery ol basic services. The Ministry of
Agriculture, Livestock Development and Marketing will be
reorganised and strengthened to rationalise its role, structure and
functions. This process has five facets. First, the role and strategic
functions of the Ministry in an agricultural sector increasingly reliant
on private sector initiative will be reviewed and appropriate
reorganisation implemented. Second, the management of technical
units in the Ministry which provide strategic services to farmers,
mostly research and extension services, will be strengthened. Third,
serious efforts will be made to privatise a number of services,
including tractor hire services and some veterinary services. Fourth,
for services that cannot be privatised, cost recovery will be
implemented at as high a level as possible. And finally, the
effectiveness of the Ministry will be improved as a result of the
Government-wide effort at Civil Service Reform and consequent
increased funding for non-wage operations and maintenance
expenditures.

7.1.6 The Government recognises the need to clarify the roles
of the various bodies engaged in the dairy sector. The Dairy Board
will be strengthened to enable it to perform its role in encouraging a
competitive market for dairy products. Legislation to give effect to a
liberalised environment for dairy marketing has been put into effect.
Kenya Cooperative Creameries will prepare and implement, a
restructuring plan to re-establish its commercial viability on the
same basis as any private operator.
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7.1.7 ln order to accelerate and sustain growth in the
agricultural sector, actions will be taken to improve policy
formulation and the delivery of basic servicss. To achieve
agricultural recovery, the following specific measures will be
implemented:

. the modalities for privatising sugar factories are expected
to be completed during 1994-96. ln this privatisation
process, it will be necessary to ensure that the mode of
privatisation is one that will ensure that farmers and
farmers groups' interest in the ownership of the factories
is facilitated;

. Cotton Board ginneries will also be privatised and
legislation will be presented to Parliament to restructure
the Cotton Board;

. the adoption of a strategy leading to a market oriented
oilcrop industry;

. a review of the institutional structure of the coffee industry
will be completed;

. consolidation of the on-going process ol privatisation and
liberalisation;

. selective protection of the sector will be made through
the use of the variable imPort duty;

. agro-industries will be promoted through, increased
extension and research services;-

. increased funding wil! be provided for the activities that
remain as core functions of the Ministry;

o greater autonomy for marketing co-operatives with direct
accountability to members will be ensured; and,

. where necessary, revolving funds will be established to
guarantee sustainable service delivery.

Other measures are specified in Sessional Paper No. 2
ofr 1994, on National Food Policy.

7.2 COMMODITY PROGRAMMES

Food and Cash CroPs

7.2.1 With regard to food crops, the objective is to increase
poduction through land use intensification, increased use of high
yielOlng seed varieties and other inputs and increasing processing

50



r

capacities. Deliberate efforts will be made to diversify beyond the
traditional cash and export crops. ln particular, emphasis will be laid
on horticulture and oil seeds. Etforts will also be continued to
revitalise the cotfee and tea sectors, particularly with regard to their
marketing, institutional framework and developing alternative
income generating activities in the cotfee zones.

Hortlculture
7.2.2 A major source of agricultural growth is the horticulture
subsector. However, there are constraints to its continued growth:
inadequate supplies of high quality seeds and standardised
planting materials, lack of suitable technology, insufficient rssearch,
poor packaging materials, and poor extension services. The export
market is constrained by inadequate crop cooling facilities, high iet
fuel prices, inadequate air cargo space and poor handling services.
Major problems in domestic marketing include lack of organised
market outlets in the small-scale sector, poor market inlormation
and rural road infrastructure. Steps to be taksn to overcoftre these
constraints include:

. allocating land to private operators near the two main
lnternational Airports for the construc{ion of structures for
airfreight handling;

o the installation of pre-cooling lacilities at the intemational
airports and major horticultural producing areas;

. the investigation by the Horticultura! Crops Development
Authority (HcDA) of the constraints impeding the
development of sea freight and the suggestion of
possible solutions;

. maintaining jet fuel prices at a competitive level; and,

o the strengthening of links between research and
extension by the Kenya Agricultural Research lnstitute
(KARr) and the Ministry of Agriculture, Livestock
Development and Marketing.

Oll Crops
7.2.3 Although Kenya has the capacity to produce a substantial
amount of lts vegetable oil and feed cake requirements, very little
effort has been put into their development. The widespread
production of oil crops in most parts ol Kenya is an indication that,
with appropriate domestic policy, Kenya could produce adequate
edible oils and animal feeds. lncreased domestic production will

'
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reduce dependency on imported edible oils and fats which are
costing the country over Ksh. 4 billion in foreign exchange each
year. A number of ASAL regions in the country have the right
climatic and soil conditions for oil seeds development. There is an
unexploited buoyant export market for certain oil seed products
such as sunflower and olive oil. Thus promotion of an oilseeds
industry will contribute to income redistribution and equity, as well
as employment generation.

7.2.4 Of the many oil crops that can be grown in Kenya, the
most important are sunflower, coconut, cotton, simsim, groundnuts,
castor, and soyabean. A number of measures are required to
promote domestic oil crop production, such as the provision of high
yielding seed varieties to farmers and competitive farm prices. The
highest priority in terms of research and on-farm promotion will be
given to soyabean, sunflower, simsim, coconuts and cotton. KAR| will
collaborate with the private sector to formulate policies and
strategies to promote oil crops in the country which will be
announced by the Government in the course of 1994. An Oilseeds
Development Council will be established to oversee the
development of the oilseeds industry.

7.3 AGRICULTURAL SUPPORT SERVICES

lnf rastructure
7.3.1 Agricultural production is constrained by inadequate
provision and maintenance of rural access roads. Bad road
conditions result in high transport costs which discourage farmers.
Particularly in wet conditions, considerable losses of perishable
commodities like milk, fruits and vegetables take place and reduce
their profitability for farmers. High priority will be accorded to the
development and maintenance of roads in key agricultural areas. ln
addition to roads, there are limitations in the adequacy of other
infrastructures such as telephones, electricity and irrigation water.
Establishment of power lines along major rivers with significant
irrigation potential can lead to reduced costs of power for irrigation.

7.3.2 ln many rural areas, farmers do not have easy access to
facilities for th6 maintenance of their farm macliinery and
equipment. This is partly because electric power is not available in
such areas. Lack of capital prevents entrepreneurs from providing
the needed services. Assistance will be given to capable
entrepreneurs in pilot areas to develop Farm Service Centres.

,t
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Marketing and Distribution
7.3.3 Following the liberalisation of the economy, the publac
sector will no longer play a key role in the marketing and
distribution of agricultural inputs and commodities. These functions
have been passed to the private sector. The public sector storage
facilities will be confined to the national strategic reserve. The
private sector will be encouraged to undertake storage of various
commodities both at the local level and those intended lor export.
As noted earlier, the transition period must be adequately managed
to avoid any disruption in the smooth marketing and distribution of
agricultural commodities and inputs. Therefore, the Ministry of
Agriculture, Livestock Development and Marketing will continue to
monitor the situation and facilitate any necessary corrective policy
decisions.

7.3.4 The cooperative movement has played an important role
in the development of the national economy. The movement has
facilitated production and marketing of agricultural commodities.
However, poor management is still the biggest problem besetting
the movement. The movement will be restructured and
strengthened where necessary in order to improve efficiency,
especially in marketing of agricultural commodities and distribution
of inputs including animal feeds and livestock drugs. With
liberalisation, cooperatives will need to improve services rendered
to their members. ln this new environment it is necessary to review
the legal and policy lramework for cooperatives, and the
implications of this situation for the role of the Ministry of
Cooperative Development, and any necessary legal, policy or
institutional changes will be implemented.

7.3.5 The Government has decontrolled maize prices and has
removed maize movement controls, including those on imports. ln
this new policy environment, the role of the National Cereals and
Produce Board (NcPB) will be confined to managing a strategic
maize reserve. lnitially the maximum size of the reserve will be set
at 3 million 90 kg bags. To ensure food security, the strategic grain
reserve will be supplemented by a foreign exchange reserve,
initially of US$ 60 million, earmarked for emergency maize imports.
Consistent with its new role, NcBp will be expected to partacipate
within a specified price band which will facilitate private sector
participation but cushion the farmers and consumers against any
exploitative situation. ln this respect, Government will ensure market
stability.

I
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Research and Extenslon Servlces

7.3.6 Agricultural research will be intensified. The objective. of
crop rssear6h witl be to continue the search for more productive
and profitable crop varieties. lncreased emphasis will be placed on:

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

. breeding for disease and pest resistanos varieties;

research in integrated pest management systems;

. efficient fertiliser use; and,

. agronomic research particularly on smallholder
production systems.

7.3.7 Whilst maize will continue to be the priority subiect of
lood crop research, increased attention will be given to: drought
tolerant brops, maior cash, industrial and export crops, including
oilcrops, and environmenta! protec{ion.

7.3.8 Livestock research will still be directed towards
improvement of the genetic potential ol animals suitable lor arid and
seini-arid areas and-for zerd and nea'.zerc grazing syst€ms. Etlorts
will be made to develop more suitable types of forage. crops,
including more integratei methods of rerycling crop residues for
livestock production.

7,3.9 As a signatory to the Rio Conference on Bio-diversity, it is
in the country'i interest to identify, proJgcl and ensure the
sustainable us-e of genetic resources. The Ministry of Agiiculture'
Livestock Developm6nt and Marketing and the Ministry of Research
Technical Training and Technology have a maior r_esponsibility fo.r

saleguarding the iountry's genetic resources. The Government will
gaz;tte Pla-nt Breeders' Fignts and neg.otiate membership of
ielevant international organizations. This will allow Kenyan larmers
to acquire patented new innovations of plant varieties that have
hithertb been diflicult to obtain, particularly lor horticultural crops.

7.3.10 A mechanism will be introduced under which agricultural
marketing institutions, or other organisations, will collect commodity
specific iesearch levies, such as already exist for coffee, tea and
sugar. Farmers and other organisations will be encou.raged.to
suFport research of their choic-e. The_ industry could realise faster
Oevbtopment through building mutually beneficial contractual links
with re'search institlrtions, including universities, for the generation

of commercially viable technologies.
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7.3.11 The application of biotechnology in agriculture and
livestock production will be nurtured and developed. For example,
where technically and economically appropriate, the extension
service will encourage farmers to use alternative and
environmentally friendly farming methods.

7.3.12 Since the 1920's, when the Kenya Stud Book was
established, a number of institutions providing similar services have
been introduced. These include: the Livestock Recording Centre,
Kenya Milk Records, Central Artificial lnsemination Station and
Kenya National Artificial lnsemination Service, Breed Societies and
the Agricultural Society of Kenya. To harmonise and improve
coordination and solve the recurring linancial problems plaguing
these activities, these and similar livestock breeding activities will
be put under one organisation which wil! develop a self'sustaining
breeding programme. This body will finance its activities lrom a
cess orl the sale of livestock products and semen and will supply
farmers with improved breeds on a commercial basis.

Agricultural Educatlon and Extenslon

7.3.13 Through the extension system, the Govemment will instill
a greater awareness of improved agricultural practices among
farmers. This will be based on training of farmers through the
effective utilisation of Farmers Training Centres and moving the
location of agricultural education and training to informal institutions
closest to the farmers. These efforts will be coupled with greater use
of farm demonstrations and farm group counselling, especially
among women farmers.

7.3.14 Extension services are under the control of the Ministry,
through its Extension Services Division. However, Kenya Tea
Deve!-opment Authority carries out its own tea extension with statf
second'ed from the Ministry. There are private companies carrying
out extension on crops relevant to their industries, Such as British
American Tobacco, Kenya Breweries, and Farmers Choice. A
number of ruOOs also contribute. to agricultural extension. Although
the Government will continue to provide extension services, the
private sector will be expected to play a greater role in crop specific
bntension programmes and fostering stronger linkages between the
farming community and agro-industry. Farmers co-operative
societies and unions will also be expected to play their part.
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Animal Health
7.3.15 The Government's objective is to facilitate gradual
privatisation of veterinary practice in all viable areas. Over-time, a
revolving fund will be developed to build a self-sustaining private
veterinary service. Currently the Government imports, and
distributes almost all drugs and vaccines at cost through
Government veterinarians. The Government will divest itself from
the importation and distribution of drugs, except those for strategic
functions. lts role will remain in quality control and in the
adminlstration of the Pharmacy and Poisons Act and other
legislative aspects related to the use of drugs and medicines. As
private veterinary practice becomes developed in an area, the
Government's provision of clinical services will be gradually
withdrawn. The Government has already started charging users the
full cost for livestock drugs. This will be followed by increasing other
veterinary charges for clinical services towards realistic levels by
the end of the 1994/96 Plan period.

7.3.16 Other issues to be addressed will include problems
related to the repair of dips, operational and financial management
and non-commitment by the community towards dipping projects.

Agrlcultural Credlt
7.3.17 Provision of increased agricultural and livestock credit
will be effected through the establishment of the Agricultural
Development Bank (ADB) and encouraging increased agricultural
lending by the commercial banks and non-bank financial
institutions. The private sector will be invited to invest in ADB.

Agrlcultural lnlormatlon Systems
7.3.18 Agricultural development depends critically on
information flows. Farmers and policy-makers require reliable
information on available technologies, prices of inputs, available
local and overseas markets, product prices, weather patterns, etc.
With better educated farmers and greater reliance on the market,
access to information becomes more critical. The research system
and the extension service will be required to be up-to-date and
highly responsive to farmers' needs. ln order to meet these
challenges, increased attention will be given to production of
appropriate literature and development of libraries at district and
sub-district levels where farmers can check on the information they
require.

I
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7.4 AGRICULTURAL INPUTS

7.4.1 The Government's inputs policy is to ensure that, to the
greatest extent possible, farm inputs are available, affordable and
used at the right time and in the correct quantities.

Seeds
7.4.2 The Government's policy is to ensure an adequate
supply of high quality seeds for a wide range of crops. Foi tnis
policy to be realised, the plant breeding programme at KARI will be
improved. Measures will be taken to ensure strict adherence to
specified seed quality standards and also enable the Kenya seed
lnspectorate service to exercise their supervisory role eff-ectively.
The private sector will be invited to invest in seed production an-d
distribution. However, the Government will continue to ensure that
standards of high quality seeds are maintained.

Fertiliser
7.4.3 Fertiliser use has been declining over the last five years,
primarily becguse of high relative prices. The foreign exchange
difficulties of 1992/93 constrained importation while the rapld
depreciation of the shilling led to even steeper rises in domestic
prices. ln recognition of the importance of fertiliser in increasing
productivity, the Government will strengthen measures to bring
about efficient and timely importation and distribution and to
increase fertiliser use, especially among smallholders. To keep the
prices of fertilisers low, the Government will continue to encourage
cooperatives, farmers' companies and farmers' groups to import
fertilisers for their members. To complement inoiganic fertilis'ers,
production of alternative fertilisers such as bio-fertilisers and
nitrogen fixing agents will also be promoted

Farm Machlnery
7.4.4 The main aim with respect to farm machinery policy is to
support the private sector in the development, distribution and
maintenance of appropriate technology. This will increase labour
productivity and reduce the present emphasis on imported capital-
intensive equipmenl. The framework to this support wil! be set out in
the National Agricultural Mechanisation strategy which is soon to
be finalised. Part of thts support will be in th6- form of improved
mechanisation extension services. The availability'of agricultural
machinery, particularly that required for small scale farming, will be
increased through programmes supporting the formal and Jua Kali
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manuhcturing s ub-sectors h supplylp mechanieed, animal'drawn
and hand equipment.

Llvestock lnPuts

7.4.5 ln the high rainlall areas where intensilication of
proOuAion systems iJnecessary,-animalle€ds continue to be either
-unavailabb 

6r too elpensirre toi ttre odhary farmer. This constraint
is panrcuhrty limitirig to poultry,--pig and. .|."iry. production. To
a-Odress thes6 fimitatiirs, ehortg wittUe made to identify alternative
ra* material lor leed. There will also be need to revive and expand
meat processing plants lo generate the protein required for animal
feed manufacturing.

7.4.6 Artificial insemination is not widely available while a

Oispioportionate number ol veterinary vaccines. and virtually all

J"rbtlre imported. The pollcy is to promote cost'sttaring, and th.e

eveituat privitlsation of sbrvices. ln the interim, the Government wil!

irilil iil;iiating Al services by allocating increased levels of
reiburces for staff tftining, deployment and operational funds.

7.5 AGRICULTURAL LAND USE POLICY

7.5.1 The Government's land-use policy objective is to ensure
tnit atl land is efficiently utilised. There are various Acts governing

if,e acqrisition and use of agricultural land. A comprehensive land

iiolicy iryitt Oe developed to harmonise the various Acts and to
iemo've certain impediments to agricultural production. Land. rights
of aoricultural probucers should 6e secured and protected by the
StaiS and tne Kenya Constitution guarantees the right and security
ol land tenure. An assessment 

-will be made of the land use
etticiency of existing land tenure systems qld 9f the laws and
regulations governin-g tne transfer dnd adjudication ol land. The
pi6cesJ of iand adi[dication has been accelerated and special
itteniion will be given to the problems created. by the subdivision of
group-owned laige farms to .ensure that these farms are not

subdivided into uneconomic units.

7.6 IRRIGATION AND DRAINAGE DEVELOPMENT

7.6.1 ln view of the relative shortage of land that receives
adlquate rainfall for crop production, irrigation will remain an

important means of incieasing agricultural. production. Water
avhitabitity limits the area for iriigatrg !q only 472,000 hectares
JisirlUutet in fire drainage areai. Of this area, the land under
irrigation is 65,000 hectaies or about 14 percent. To exploit the
co[ntry's irrigation potential, a start will be made with the

a
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deyelopment ol lome 140 small-scale irrigation proiects covering
Bevm thoueand hectares. These projects will be implemented by
the famec firemgelves. However, the Gowmment will assist the
larmen h designing the schemes and arranging lor loans for
equhmcnt purchases

7.A.2 Gowmment policy on irrigation will favour commercial
cmallholder based irrigation proiects. Sucfi schemes are more
orlanbd towards employment goneration, local food security and
hcltased incomes owing to their relatively low implementation and
operational costs. Experiences gained in the construction,
operation and maintenance of mairr inigatlon infrastructure will be
used to devise appropriate systems deliver and distribute water to
smallholder farmers. ln order to enhance sustainable group based
irrigation schemes, meaninglul farmer participation wil! be a
precondition lor support. For such participation to take place,
community mobilisation will be an element of the project
implementation process. Tlie Government, in line with its cost
sharing policy, will streamline the already developed credit access
systems such as the Smallholder lrrigation Scheme Development
Organisation and etglore other workable credit systems.

7.7 DEVELOPTIENT OF THE ARID AND SEMI.ARID
LANDS
7.7.1 The Arid and Semi Arid Lands (lsau) of Kenya make up
over 80 percent ol the country's total land surface and support over
25 percent of the human population and slightly more than half of
the livestock population. The majority of the ASAL population is
pastoralist although semi pastoral and farming communities have
increased due to the high rate of immigration.

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

Dryland Farming Systems Development

7.7.3 The main dryland farming support in the ASAL will be the
development and demonstration of low-cost technical packages
through Farming Systems Development. lnvolvement and co-
operation of farmers in the ASALs will be a key element of the on'
farm tridls and demonstrations. Cultivation of drought resistant but
high yielding cereals and pulses will be intensified, with special
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emphasis given to sorghum, millet, pigeon peas, green grams, and
beans. Other crops will include cotton, oilseeds and root crops such
as cassava. Desertilication and environmental degradation will be
fought by increasing the use of agro-forestry practices. Suitable tree
seedlings will be developed and distributed to farmers. Since most
of the farmers in lslt regions arc small-scale operators, the
Government will encourage the training of oxen, donkeys and
camels for animal-draft work such as ploughing, furrowing,
weeding, and pulling of carts.

lmproved Llvestock Production and Marketing

7:7.4 Livestock production remains the most viable way of
utilising the rangelands in the ASAL. lmprovements in livestock
production will be achieved through improved pest and disease
control, proper range management and range rehabilitation.
Livestock farmers will be encouraged to engage in the production of
fodder crops for use during dry periods, and where possible,
through irrigation. Pastoralists will be encouraged to buy fodder or
exchange it for livestock during droughts.

7.7.5 Livestock production is very dilficult and seasonally
mobile in most of the ASALS. Livestock buyers also take substantial
risks in bringing livestock to the terminal markets. Measures that
need to be undertaken to make livestock marketing in the ASALs
more profitable include:

. establishment of a. price monitoring and information
dissemination service, including information on
quarantine;

. improvement of roads in Rsnt districts;

. improvement of crushes, loading ramps and water
supply;

. encouragement of the private sector to establish
slaughterhouses in livestock production areas with
refrigerated transport of meat to reduce livestock and
meat losses;

. the provision of credit for the livestock trade in the ASALs;
and,

. encourage the production of non-conventional livestock,
including bee-keeping.

a
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Water Resources Development
7.7.6 There is need to establish a long-term programme for
water resource development in the ASALs. The development of both
surface and ground water sources will be emphasized. water
harvesting techniques of all kinds, particularly construction and
desilting of pans and rock catchments, will be used for agricultural
production. To achieve these goals, a high level of community
participation will be required as well as the-use of local resource3
and materials.

7.7.7 The basic approach to irrigation development in the AsAL
will be to adapt accessible irrigation technology to the needs of
small units. High priority will be given to new irrlgation schemes of
simple technology, rehabilitation of older ones and improved
maintenance of irrigation works. water harvesting techniques of al!
kinds in areas far from river basins will be used for agricultural
production.
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CHAPTER 8
TRADE AND INDUSTRY

8.1 THE STRATEGIC ROLE OF TRADE AND INDUSTRY

8.1.1 The single most important determinant for meeting

kenyans' economlc aspiration's is the extent of the country's
sucdess in exporting to world markets. ln recent years, .the
Government has take-n a number of bold measures to strengthen

th; ;or;try;s competitive position and exporlers have begu.n to

iesponO id Oemonitrated 6y tne rapid expansion of, non-traditional

bi-poiil. ineie is still a lon!_way.td go, hence, trade promotion is

cehtral to the strategy of this Sessional Paper'

8.1.2 The industrial and trade sectors have a crucial role to
pfaiin this strategy. The successful industrialisation of the economy

EJfienOs upon th6 ability of the.manufacturing sector to compete

irtt;ni"nitty. Domesti'c manufacturers will need to be able to
co.pJG *ltn imports but further expansion will. depend upon their

;bii,ty i; seit to t'ne rest of the world. Here again, a beginning. has

5ge;made with rneasures to raise the comp-etitive strength.of our

NOustrlat sector but it is crucial that this process is carried further.

8.1.3 One of the strongest and most successlul sectors of

kenya's economy has long beel that of the service sector, resulting

in sitlnificint ben'efits in te-rms of employf'enl and fo.reign. exchange

""in-lngs. 
Tne continued strength ahd 

-development of the service

iector-in tetponte to marXet f-orces will support the expansion oI

manufacturing and trade. Within the service sector, tourism will

Continue to 5e a dynamic source of recovery and sustainable
development.

8.1.4 ln addition to the higher incomes that a successful
rir3t"gy of export growth and dlversification will genera.te, it will

enable the country- to import the goods and services it needs'

Accelerated industiialisation will enhance Kenya's ability to absorb

anO-aO"pi moOein technology and develop an experienced and

skilled labour force.
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8.2 CREATING AN EXPORT BIAS

Policy Framework

8.2.1 One problem facing the country is the long term
deterioration in terms of trade. This reflects the weak underlying
condition of the world markets for our major exports, compared to
the more dynamically growing world demand for the industrial
goods we import. The effect of this has been to weaken the balance
of payments, by depressing the purchasing power of our exports,
and to reduce the incomes and jobs generated in the export
sectors. Since exporting is so important for total economic activity,
these adverse price movements have also had a depressing effect
on the rest of the economy.

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

8.2.3 Within the context of multilateral arrangements, including
the General Agreement on Tariffs and Trade, the United Nations
Conference on Trade and Development and the Lome Convention,
singularly and collectively with others, Kenya will adopt a more
aggressive approach towards international trade to counter the
protectionist tendencies of the trading blocks against goods coming
from the developing world. An important element of this overall
strategy is the expansion of trade opportunities through our
membership in regional trade blocks within Africa. Reduced trade
barriers within Africa and enhanced trade related infrastructure offer
the greatest potential for rapid growth of Kenya's manufacturing and
service exports while simultaneously enhancing international
cooperation and security within the region.
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8.2.4 The diversification of exports certainly does not mean that
we should neglect our traditional exports, for it iS in them that the
country has an already-demonstrated comparative advantage.
inOee4 we need to res6ond more vigorously to the weak state of
the markets for tneie goods th-rough measures to raise
productivities and lower costs. This gives add.ed. weigh-!. to the

ioiicies set out in Chapter 7 intended to raise.agricultural efficiency,
increase the growth oi agricultural output and stimulate agricultural
exports.

8.2.5 Kenya must develop more dynamic, export oriente.d
minufacturing enterprises. Mady different aspects- of the economic
environment Affect the ability of manufacturers in Kenya to compete.
inteinitionally. Many chang-es initiated in Sessional Pape.r No. 1.of
igAO have improvei this environment markedly but much remains
to be done. Many of the most important changes such as, the
macroeconomic fiamework, parastatal reform, and the regulatory
itiucture that affects investment and labour are described in other
sections of this Sessional Paper. The explicit export promotion
programmes and Government activities to encourage. agreements
wittiotfrer countries are described in the remainder of this Section'

Export Promotion Programmes

8.2.7 Export promotion, within the context of Kenya's
obligations uhder multilateral agreements, will continue to be an

imp5rtant means of stimulating more rapid .grqwtl and employment'
G6vernment now has in place three principal expolt incentive
sCnemesr duty/VRT remission, Export Processing Zones,. and
tvtinutacturing'Under Bond. All of these stimulate exports.by
reOucing tarifis, taxes, and regulations on expo.rting. firm.s so. that
tneii prdOucts are better able to compete internationally. All of these
programmes were primarity targeted at manufacturing but have

6ee-n 
-eipanOed 

to encompass services and primary production'
ine Uadufacturing Under Bond and Export Processing Zones are

also intended to at-tract mobile capital to Kenya that might otherwise
be 

-inrested 
etsewhere. As the whole economy is increasingly

tlUeraliseO, the need lor such special programmes will be reduced'

8.2.8 Export Processing Zones demonstrate well the potential

foi raplO eipinsion. The Saineer EPz was fully occupied so.on after

compleiOn'while over 30 applications have been received for the

Athi'River EPZ which is expected to begin operation in 1994. 1650

loOi naObeen created on Lpzs in Keny-a by^December 1993 and a
iurtnet 25,OOO more are expected by- 1998. For the present' the

eipanslon'of employment in'the eezi appears to be limited by the
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rate of expansion of the physical facilities. However, the
management of the three export incentive schemes will need to
continue to be of the highest calibre to insure that these
programmes are not used by Kenyan businesses to avoid taxes in
the domestic market. The incentives offered will be continuously
monitored to ensure that they are matched by export performance
and other benefits accruing from programmes.

8.2.9 Successf ul export promotion requires supporting
services. Here the thrust of policy will be for Government to work in
close collaboration with the private sector to facilitate the growth ol
support services and, when the market is unlikely to provide these,
to stand ready to provide the services itself. ln addition to the three
export incentive schemes, therefore, several agencies and projects
have been established to promote exports. The Export Promotion
Council (Epc) was established in August 1992 with the primary
objectives of identifying export opportunities and overcoming
constraints. The EPC is comprised of high level Government officials
and senior private sector individuals and serves to provide
leadership to all other export programmes.

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

9.2.11 At present our exporters suffer from the absence of an
export credit and insurance guarantee facility. Government will
continue its efforts to interest private banks and insurance houses to
establish a consortium to provide such a facility, and stands ready
to enact any necessary amendments to existing banking and
insurance legislation. ln addition, it recognises that such a privately'
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based scheme will not cover non-commercial risks. Such provision
can be expensive. The Government will make the necessary
arrangements to provide a stand-by facility to cover such risks.

Regional Trade

8.2.12 While substantial progress has been achieved in
diversifying the goods and services Kenya exports, less has been
made to diversify the geographical markets to which the country
sells. Traditionally, this has been heavily weighted towards Western
Europe, with over two-fifths of total exports being sold to this region
in 1992, which represents a higher share than ten years previously.
lmportantly, the expansion of our sales to the Far East has failed to
keep pace with the dynamic growth of that region in total world
trade, only a little over a tenth of our exports were sold to those
countries in 1992.

8.2.13 Kenya's potential for industrial exports is greatest in
neighbouring countries. Kenya has been a staunch supporter of
regional economic integration efforts in Eastern and Southern
Alrica and in the African region as a whole. An important
development is the transformation of the PTA into the Common
Market for Eastern and Southern Africa (cotussn). Kenya wil!
continue to emphasise, at coMEsA forums, the need for a faster
remova! of tariff and non-tariff barriers and a smoother flow of goods
and services within the region. The need to improve the efficiency of
existing infrastructure and develop new facilities to allow a smooth
flow of export products through good communications, banking and
insurance services will also be stressed. Of particular importance is
the recent agreement to enhance economic co-operation between
the states of the former East African Community. This new
agreement will make possible a more rapid liberalisation and
expansion of trade with these countries.

8.2.14 To obtain maximum advantage from these regional
trading arrangements, the Government will work in collaboration
with the coMESA and EAC Secretariats, and private sector
representatives, including the Kenya National Chamber of
Commerce and lndustry and Kenya Association of Manufacturers. lt
will emphasise at coMESA forums the need for cooperation in
various regional infrastructural facilities and services. It will be
vigorous in taking advantage of facilities available under the
various coMESA institutions. Of particular importance are the PTA
Bank and Clearing House and the East African Development Bank,
which provide trade and development financing facilities that
should be utilised by our local business and industrial communities.
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8.3 SUPPORT FOR INDUSTRY

8.3.1 An adverse trend, that must be reversed, is the slowdown
in the rate of growth of the industrial sector. Although there are
various reasons for this, the basic cause is clear: our early
industrialisation was based on import substitution. Given the smail
size of the domestic market, it did not take long for the most obvious
import-substitution possibilities to become saturated. The way to
break out of the confines of the domestic market, is to sell to
neighbouring countries and the rest of the world. For this to be
feasible, our industries must be internationally competitive.
However, although some successes have beeh scored, the
manufacturing sector as a whole has not proved competitive. A
combination of protection from competing imports and limited
competition within the economy has dulled the incentives to
achieve maximum efficiency. Hence the near-cessation of
industrialisation giving rise to the urgent need for policy revisiorl.'

lndustrial Policy Framework and Tariff
Rationalisation

8.3.2 The main policy thrust will be to work chiefly through
market incentives and the self motivation of the private sector. Tliis
does not mean that Go0ernment will be passive. lts active
participation will be needed but more in the role of ensuring that
market incentives are in place and the policy environment ls an
'enabling'one than in direct intervention. The sessional paper No.
1 of 1986 presented a reform package that included: price de-
control; financial market modernisation; parastatal reform; export
promotion; and, tariff rationalisation. Kenya has now completely de-
controlled virtually all prices. Market forces are now the basi-s for
price determination. Financial market modernisation has been
largely implemented but further changes will continue to be
introduced as the economy matures as indicated in chapter 4. The
parastatal reform programme, still in the initial stages, is reviewed in
Chapter 10, while export promotion has been described in the
preceding section. The remainder of this section deals with the on-
going programme of tariff rationalisation.

8.3.3 As an essential step in the rationalisation of its industrial
protection policy, Government has replaced all quantitative
restrictions with 'tariff equivalents'. These were still intended to
provide protection but in a more transparent manner. The next step
was to rationalise and generally reduce levels of tariff protection.
This is being done gradually, to allow firms that have become
accustomed to high levels of protection to become competitive,.and
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substantial progress has already been made. ln 1987/88, 124

import items'weie subjected to tariffs of 100 p-ercent.or more, with a

turtner 109 items in tn6 80-99 percent range. Excessively high tariffs

navJ Oeen eliminated. Without the tempbrary surcharge raised in

SepierOer 1993, the maximum rate is 5O percent, with an average

rat6 of BB percent which compares with-an average rate of 49

percent at the end of the 1980s.

8.3.4 Government will continue this process f urther,
progressivLly lowering protection rates (while..maintaining . a

[om-petltire dxcnange'[t,i) so as to produce an efficient industrial

iectiir which can-O6tn me6t the needs of the domestic market and

compete succesJfuity in world markets. The intention for the

meOium term is tnai the maximum tariff rate will be reduced to 30

;il;i. iiJnoun be emphasised to both existing. and new investors

lnat tnis process of rationalisation has been implemented gradually

since tggO to allow investors to adiu-st and realise the returns

6ip1.t"O ftom tneit investments. The Government's objective now

is i; complete the period of tariff rationalisation as rapidly as

poi.iUfe i5 inat i stlOfe environment can be created to form the

basis for future investment decisions.

8.3.5 Experience has shown that existing enterprises. will

ieiplnO to ;ha;ging tariffs by investment in new technology,
tAhing and new-pt-oOucts anl thereby b9q9m.ing efficient and

cJmpeiitire inteinitionally. lt is anticiplted that KenyS'g ov.erall

trade and industriaipolicy witt hare tnis bffect on most existing.litTt
;ii["Gh it is recolnisjO that some existing enterprises. will be

,niOii to matJ t6is transition. The loss of these high-cost
oroducers should be set against the new efficient investmenls
;;;ilted Ov tne more rational market-based incentive structure.

in"i" ,iv-5" some short-term loss of jo.Os, Pul this will be more

tnan ottsef by new iobs created by a revival of industrialisation'

SuPPort Servlces

8.3.6 Entrepreneurial capacity is generally acquired through

Iri6rience. H6*erer, the' maiority of . 
Kenyans have little

"i[Jii"n." 
in modern commerce 6nd manufacturing. lt is therefore

esiential to promote Kenyan entrepreneurs in modern sector

rn-anufacturin!. inii- can 6est be done Py providing a policy

;;;;il;i 5t e.onomlc stability. and market encouragement'.ln
addition, nowevJr,-training and oiher supPgrt. programmes will be

ptorid;,i by Government in collaboration with the private sector'

g.g.z For Kenyan goods to be readily accepted on international

mirkets, they witi ha-ve to be of high quality and conform to

1
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international standards. Among such requirements is compliance
with the internationally recognized 'Quality Management
Standards' under the lso 9000 series. The Kenya Bureau of
Standards has developed a certification scheme under these
standards. The implementation of this scheme will be accelerated
through enhancement of the technological capability of the Bureau.

8.3.8 No enterprise can achieve efficiency without access to
information about advances in production technologies. ln Kenya, a
number of institutes are involved in industrial research, notably the
Kenya lndustrial Research and Development lnstitute (KlRDl). To
date the operations of xtnot have not been successful, due to lack of
sufficient financial resources and qualified manpower. To reverse
this, the private sector will be called upon for support, since they
benefit from the research and development being undertaken.

8.3.9 The Government will continue to provide incentives to
manufacturers and businessmen to encourage dispersion and
decentralisation of industries to rural areas. Government and Local
Authorities will provide infrastructure to facilitate input delivery and
the marketing of outputs. Government will continue to encourage
improved technologies, especially those required by small scale
enterprises. The Kenya Bureau of Standards together with KIRDI will
be expected to identify and develop emerging appropriate
technologies. ln addition, policy measures will be initiated to attract
foreign investment and thus facilitate the transfer of technological
know-how to Kenya.

8.3.10 Business training is an important factor in the promotion
of trade. The Kenya lnstitute of Business Training (KIBT) was
established in 1966 to provide Kenyans with business management
skills. The lnstitute continues to provide courses in accounting,
management, and supervision to businessmen and artisans. As the
demand for business training increases, it will be necessary to
encourage and assist KIBT to emerge as a leading coordinator of
business training, counselling and extension services in the
country. The Ministry of Commerce and lndustry will initiate a
gradual process of decentralising the provision of business training
and extension services.

8.3.11 For growth to be accelerated, information on markets,
credit and technology must be readily available. lndustrial reports
documenting market operations, current prices and projected raw
material availability, prices and other decision parameters need to
be provided on a continuous basis to the ultimate consumer in a
usable format. The Government, in collaboration with the private
sector, will strengthen its industrial research and extension
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programmes to generate and disseminate research findings and
btner relevant information to the trade and industrial sector.

8.3.12 Access to credit has been one of the malor constraints in

business devetopment. MoSt new entrants into business suffer from
capital shortages and the performance of their businesses remain
delressed foi a considerable length of time- Joint Loan Boards,
mdnaged by the Ministry of Commerce and lndustry, qslist small
busindssmeh to expand iheir operations, while the Rural Enterprise
Fund is designed io help the rural unemployed, including school
leavers, obtain venture capital for business start-ups. These two
schemes have the potential for providing significant financial
Support for small scale business enterprises. However, to improve
th6'schemes' efficiency, direct Government management will be
reptaced by arrangemehts in which a designated commercial bank
o$erates the sch-emes and Board funds are used as security
guarantees for business loans.

RegulatorY Reform

8.3.13 Trade licensing as a regulatory control and as a means of
raising revenue has undergone considerable reform. Procedures
have -been simplified and bureaucracy reduced to a minimum. But

one aspect thrt will require serious consideration is the lack of
sufficieht co-ordination of interpretation of laws between Local
Authorities and Central Government. While the law is specific about
the limits of licensing powers of the Local Authorities, most
Authorities sidestep the provisions of Cap. 497 and demand
licensing fees from firms already licensed by !he -Central
Government. ln this regard, the Government will make efforts to
ensure that the licensing procedures are harmonised to eliminate
duplication.

8.3.14 An important aspect of trade is the issue of export
licensing. These were necessary in the period of extensive
exchangL and import controls but there is little rationale for them
when ttiere is a market-determined exchange rate and liberalised
trade and payments. lt is therefore the Government's intention to
abolish ex'po?t licensing, except for a short list established for
security, health and environmental reasons.

8.4 i SMALL SCALE AND JUA KALI ENTERPBISES

8.4.1 Government recognises the significant contribution of the
smatl scale and Jua Kali enterprise sector to employment and
income creation. A general framework for its development is.

dotailed in Sessionat Paper No 2 of 1992 on Small Enterprises and

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

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

q.4.3 Kenya has an extensive network of institutions promoting
Smal! Scale Enterprise (sse) activities. However, these have often
been ineffective for a number of reasons: high costs to targeted
clients; poor dissemination of information of the services that they
have to offer; little coordination between the institutions involved,
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leading to duplication and unnecessary. competition; lack of clear
policy; lack of integration of training in the assistance programme;

lnd tIcX of capacity and experience on the part of the institutions in

needs assessmenf. For the future, efforts will be concentrated on

intieasing the impact of existing institutions rather than spending
resourcei to credte new ones. Past coordination failures among
institutions will be corrected, through consultations between donors,
NGos, Government, local authorities and beneficiaries.

8.4.4 Despite the existence of many financial institutions in

Kenya, SSES continue to experience limited access to credit. Credit
pro{rammes in the SSE sector will target emerging entrepreneurs,
inCfiOing the 'missing middle" level entrepreneurs. Women, who
idm; Eignificant pr5portion of SSE entrepreneurs, are specific
tirget be-neficiaries. 

'special groups, including the physically
naildicapped, with a dispropbrtionately hig.h percentage of
ffi;,byAd, will also be tdrgdteO. To ensure increased flows of
toan 'tudds, Government w-ill intensify its efforts to acquire
supptementary soft loans for on-lending io financial institutions for
lending to the small scale and Jua Kali sectors'

8.4.5 Availability and secure access to land is critical to the
Success Of SSes. Most are service oriented enterprises, the Success

oi ,nnicn depends upon their having a convenient location relative
to tneir potbntial customers. Land near commercial sections of
ienya's Secondary towns and cities will continue to be made

availabb to SSEs. An inter-Ministerial Committee has been formed
wln iesponsibilities for identifying and documenting suitable urban
sites. For most small businesses, title deed is the primary guarantee

to creditors that the business is stable and has the ability to meet

debt obligations. Title deeds also provide small scale entrepreneurs
*ln tne iecurity they need to invest more in their enterprises so that

they can grow, take on more employees ?F become more formal

bffnesse-s. The new programme to provide SSEs with title deeds
will therefore, be gradually expanded.

8.5 TOURISM

DeveloPment Strategies

8.5.1 Tourism has been a means of foreign exchange
generatiOn, employment creation and conservation of our natural
teritage. To piomote tourism, the Kenyq Tourist Develop-ment

Corpoiation was established in 1965 witn tne responsibility of
finaiicing the development of tourist facilities, and Sessional Paper
No. A 6t lg1g on the Development of Tourism in Kenya was
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prepared. These early efforts prop--elled tourism to its current
position as the country's major fofeign exchange earner. Total
tourist arrivals increased from 65,400 tourists in 1964 to about
814,000 in 1990. The sector also provides direct employment to
about 170,000 people and indirectly to another 340,000 people.
Hotel occupation grew lrom about one million bed-nights in 1964 to
over 6.5 million in 1991. The recession in tourism over 1991-92 is
evidenced by the 15 percent decline in tourist arrivals. The return to
normal levels of tourists visiting Kenya, which appears to be
underway from late 1993, will be a factor in the overall recovery of
the Kenya economy.

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

8.5.3 Currently, multi-destination tourism is fashionable, with
the tourists visiting many countries in one package. For this to be
facilitated, regional cooperation and promotion is important. There
are several barriers to this type of tourism, including immigration
and customs regulations relating to movement of vehicles and
persons between countries, and the remittance of proceeds by tour
operators from one country to another. The Government will initiate
dialogue with neighbouring states to dismantle these barriers. ln
addition, regional cooperation in witdlife conservation and
development of infrastructure will receive priority.

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

8.5.5 Domestic tourism is a valuable potential source of
employment creation. The most serious handicap to itq
development is the level of disposable incomes of the majortty o!
Kenyans. The Domestic Tourism Council will be strengthened and
the private sector encouraged to support domestic tourism, for
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example, through providing a credit facility for domestic travel and
sponsoring employees for incentive travel. serious efforts will be
directed to the creation of public awareness of the value of domestic
tourism to promote a travel culture among Kenya's communities.
The Kenya Budget Hotels Association is expecied to continue to
play a major role in promoting domestic tourism. other measures
that. could support domestic tourism include encouraging education
institutions to avail their facilities for hire during hoiidays. The
fencing off or sealing of public access routes io the sea and
beaches will be prohibited. Encroachment of high water mark by
developers will also be prohibited.

Training

9.5.6 Manpower training is an important component in
harnessing the benefits of tourism. Trained manpower iontributes
to reduced leakage of foreign exchange earned by tourism and
facilitates diversification in the country. The Government will
continue.to promote training of manpower involved with planning
and marketing of tourism to ensure the sector attains its full
potential. The Utalii college, the major institution producing trained
manpower for tourism, will establish a braneh at the coast to enable
an expansion of training and to open new areas of training, such as
those related to cruise tourism. ln line with Government [olicy, the
introduction of cost sharing at Utalii college and other similar
institutions will be examined.

8.5.7 There are a number of private colleges offering courses
in various tourism areas. This situation has arisen from the high
demand for trained manpower in the sector. To accererate training,
the Government will encourage such private sector initiativei.
However, to ensure quality and harmonised training, institutions will
be required to register with the Ministry of rourism and witdlife.
Curriculum and national testing and certification will be centralised
through an appropriate institution to ensure high quality standards.

Marketing
8.5.8 Traditionally, the marketing of tourism in Kenya has
concentrated on wildlife and beaches as the main tourist attrictions.
ln line with the tourism diversification policy, the range of products
to be developed and promoted will be expanded as earrier
indicated. ln promotion of conference tourism, for exampre, hotel
owners will be encouraged to install and modernise conference
facilities in their hotels and market them internationally to exploit
this lucrative market. ln the rural areas, businessmen wili be

,l
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encourag.ed to.put up facilities that can attract national meetings as
a way of boosting domestic tourism.

8.5.9 ln addition to our traditional sources of tourists efforts will
be made to attract tourists from other potential regions notably,
Eastern and southern Europe, the Far'East includiig Japan and
Australia, canada and south Africa and the Midd'ie East. To
strengthen the marketing efforts, a Kenya Tourism Marketing Board
(KTMB) will be formed with extensive private sector involvem6nt.

Enabling Environment
8.5.10 The business environment for development of the tourist
sector needs to be strengthened. lmproved infrastructure will be an
added incentive to the industry. The Government will give a high
priority.to the improvement of infrastructure that is criticali-y importa-nt
to tourism and wildlife development. This includes roads-to support
tourism in national parks and game reserves and supplies of rivbter
and electricity at the coast, the most concentrated'centre of the
industry.

8.5.11 Kenya's stability since lndependence has been
instrumental in the tremendous growth realised by tourism.
However, in the last two years conCern {or personal s6curity and
safety ha.s. influenced tourists'decisions to travel to Kenya. Detisive
action will be taken to improve the image of the country since
climate, wildlife and scenery- arc not enough to attract visitor6 if they
encounter violence, lack of courtesy or harassment. Towards that
end, the Government will set up a Tourist police unit and continue
to foster peace and stability.

8.5.12 Government will reduce its direct involvement in the
industry in line with the privatisation poricy. currently, the
Government is involved in over twenty sephrate- hotel busin-esses.
withdrawal from such investments will-open up opportunities for the
private sector, and introduce more efficiency 

'in 
the industry.

specific issues on parastatal reforms are presented in chapter 10.

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

8.5.14 A number of economic reforms have been undertaken
which have an impact on tourism. These include foreign exchange
liberalisation, price de-controls, efforts to contain ihttation aid
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security enhancement. An analysis will be undenaken to assess the
impact'ot these reforms on tourism and to identify how regulatory
pr5ceOrtes that affect the tourism industry generally can .be
itreimtined. This analysis will also include a more comprehensive
aiJessment of tourism's conribution to the economy in lhe long-

6rm. ln vlew of potential land use conflirctsl especially in the
6iicnei, national lrarks, reserves and wildlife dispersal areas, the

eovemment wilt h'armonise the respective regulatory frameworks

and develop a Tourism Development Master Plan. The Government
wilt atso prbvide other incentives to enhance the tourism sector to
sustain its contribution to the national economy'

\
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CHAPTER 9

RURAL AND UHBAN SETTLEM-ENT' -
INITNESTRUCTURE AND SOCIAL

SERVICES

9.1 RURAL AND URBAN SETTLEMENT

9.1.1 A central component of the larger.effort towards

economic recovery and stjstainable development in Kenya, is the

nAi;gt ior tne bilanced development of rural and urban areas'
fiie-pii 

"ry 
aim oiinis sttategy isio promotP th,e development of.an

ilbH iiit6, that both supp-orts the growth of agriculture and the

&Cdpr"nt oi rural aieas, and that generates productive

emptoiment opportunities in urban manulacturing and service

eliiSipiiiei- fn6'main objectives of the strategy will. be: to avoid the

exceisive concentration'of population in Kenya's largest.cities.; to

oromote viOorous growth oi secondary towns and smaller urban

5;iiffi;"i;; t; iost?-i prod uctive linkag-es between agricuftu re a.nd

;iha; sectois of the economy, and among rural areas, local service

cinires, market towns, and lirger cities; to brlng renewed economic

liiitn io iii regions oi tne cou-ntry; and, to faciiitate the provision of

Fublic infrastructure in all urban centres.

g.1.2 Urbanisation is an integral part of the developntent
pio."tt anO-*ill G incteasingly idportint to the.development ol

ine-JoJniry. The Goretnment tiitt iay greater attention to urban

iificy ".i're-orieni 
ihe rural-urban'bajance strategy^ as laid out in

besiiorai Paper No 1 of 1986 accordingly. Table 9'1 represents

the urban population from 1980 to 2010'

r
i

TABLE 9.1
RURAL AND URBAN POPULATIoN, 1980'2010 (MlLLloNs

16.67

2.50
(15)

14.17
(85)

22.75

4.03
(17.71

18.72
(82.3)

24.18

4.50
(18.6)

19.68

29.71

6.95
(23.41

22.76

o

Urban Population
Share (percent)

RuralPqiulation

11.22
(30.4)

25.68

)
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9.1.3 Between 1980 and 1990 the urban population grew at an
annual rate of 5.0 percent, increasing from 2.48 million in 1980 to
4.03 million in 1990. lt constituted 15.5 percent and 17.7 percent of
the total population in 1980 and 1990 respectively. Urban
population is projected to increase to 6.95 million and 11.22 million
by the year 2OO0 and 2O1O respectively. The urban population
growth rate between 1990 - 2000 is expected to be 5.6 percent but
fall to 4.9 percent between 2000 - 2010. The urban population will
constitute 23.4 percent of the total population by 2000 and 30.4
percent in 2010. lt is expected that by 2010 over half the annual
nationa! population growth will be occurring in urban areas.

9.1.4 Assessing the future distribution of the growth of
population is the key for the overall rural'urban balance policy
(Table 9.2). The fastest growing areas in Kenya in the 1980s were
the Town Councils with an average population of 12,000, but they
only accounted tor 7 percent of the urban population in 1989 and
11 percent of the growth in urban population between 1979 and
1989. The smallest towns, with an average population of 6,000
accounted for another 14 percent of the growth of urban population.
However, the large towns with an average population of 48,000 and
above had 82 percent of the urban population in 1989 and
experienced a 75 percent increase in population.

TABLE 9.2
DISTRTBUTION OF URBAN POPULATION IN 1989 AND

OF
1979.89 POPULATION GROWTH

1989 Urban Population

Reglon
Total Share Average Growth Share ol

Number of Total Size Rate Number lncrease
000s

1,346
465

1,240
3,051

€ O00s

36.0 1,346
't2.4 465
33.2 48
81.7 109

en 000s rcent

Nairobi
Mombasa
Other
Subtotal

Other Urban
Areas:

Town Gouncils
Others
Subtotal

TotalUrban

263
422
685

3.736

7.0
11.3
18.3

100.0

9.1
6.8
7.6

4.9

518
124
424

1,066

153
204
357

8.7
29.8
74.9

10.7
14.3
25.1

5.0
3.1
4.3
4.4

36.4

I

12
6
7

31
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9.1.5 Therefore, it is necessary to develop new policies to
balance the pressing needs for infrastructure and servicds in urban
centres experiencing the fastest population growth with the
requirement to improve provision in more remoie and presently
disadvantaged regions. A comprehensive rurar and urban
settlement policy will call for greatly increased resource
mobilisation and more effective management and administration.
since a central role will here to fall on Local Authorities the
Government will take active steps to strengthen Local Authorities to
enable them to effectively develop Kenya's towns and cities.

9.1.6 A necessary step will be the review of existing local
administration, focusing_ on the current functional hieiarchy,
relationship to central Government administration, geographic
boundaries, revenue generating capacities and access to non-lbcal
resources. lncreasingly, the private sector will be invited to take an
active role in the functioning of urban areas, the provision of
infrastructure and strengthening links to the rural hinteriand and the
wider national and international economy.

Small Towns and thelr Hlnterlands
9.1.7 Policies that seek to promote rural-urban interaction must
be maintained and interventions to broaden access to, and delivery
of, improved local infrastructure and services to the rura! population
will continue to be a central concern. lmproved proouitivity and
output in agriculture is closely linked to the growth of small towns
and rural centres. lmproving the linkages between rural and urban
areas is an essential step towards stimulating economic growth in
general, and raising farm productivity and urban employment
opportunities in particular. Thus, programmes such as tho-se for
Rural rrade and Production centres (RTpcs) and other small towns,
rural access roads, water supplies and rural electrification will
continue to be emphasised.

9.1.8 To facilitate the growth of small towns and their
productive hinterlands, the Government will continue to support the
RTPC Programme. The purpose of the programme is to finance
essential public investments in selected rural centres and their
hinterland which have high potential for agriculture and other
productive activities. The concentration of resources in a rural
centre over a limited period is designed to complement existing
physical infrastructure, to maximise the aggregate impact of
individual projects, and to bring quicker benefits and financiat
returns, thus contributing to the goal of accelerated economic
growth.
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9.1.9 While these initiatives will contribute to the goal of
balanced rural-urban development, their success depends crucially
on the broader policies set to raise agricultural production and rural
incomes. A probuctive agricultural sector, with higher incomes for
farmers and'farm workerE, Stimulates demand for a wide range of
urban goods and services. Public investment in local infrastructure
alone is unlikely to stimulate development where there is limited
latent potential.-Hence, priority will be given to urban areas where
growtli is already taking place but is being .ret?rded by limited
iacilities, or wheie strong potential and local efforts to promote
growth require only a limited infusion of capital.

Financing and Managing Urban Development

9.1.10 ' Capital investment for urban development has not kept
pace with the high levels of population growth. Capital expenditure
in City, Municipal, Town and Urban Councils in recent years. has
been 

-iieclinin! as a share of total expenditure. Nationally, .it
declined from 49.9 percent in 1985/86 to 36 percent in 1988/89. ln
1989/90 and 1990/91, the share of capital expenditure increased to
52.2 percent and 58.3 percent respectively. But this increase was
attributed solely to massive investment in water supply forthe city of
Nairobi. As a r,6su[, more and more urban families are lacking basic
urban infrastructure and the backlog in the provision of Such

services has been steadily increasing.

9.1.11 lncreasing the level of financing for urban infrastructure
presents a bhallen-ge that can only be matched by. a range..of
initiatives. Most im[ortantly, steps will be taken to increase the
revenues of Local Authorities which lack the resources required to
provide and maintain services and infrastructure. To generate,such
i'esources and reduce dependency on Central Government, rcforms
will be introduced that dxpand and strengthen the fiscal basc of
Local Authorities. Given'the diversity of revenue potential of
Kenya's councils, the Ministry of Local Gbvernment will explore
pos6iOitities with each Local Authority on ? case-by-case'.basis.
Among the options to investigate are: updating the schedule of
activities subject to Local Auihority fees and licences to reflect
newer commercial and professional activities; tying property rates to
improved site value to reflect the scale of activity on each site;
trahsferring responsibility for the operation of certain facilities and
Services, iuch as water, to councils which have the necessary
administiative and technical capacity, and improving systems lor
the operation and maintenance of services and facilities provided
by Local Authorities.

!
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9.1.12 The Ministry of Local Government will expand efforts to
institute improved financial management to assist Local Authorities
to raise their performance in collecting revenues, improve
accounting procedures and the preparation of annual estimates
and fomrard budgets. Particular emphasis will be given to improving
the collection of revenues to which Local Authorities are properly
entitled. The Ministry of Local Government will prepare guidelines
and performance standards against which to measure collection
rates of each authority. Measures will also be enacted to enable
Local Authorities take prompt legal action to recover delinquent
payments. Local authorities will also be required to revise the
pricing of utilities and services to ensure that they reflect the real
costs of operation, maintenance, and long term capita! stock
replacement. Local tax measures will not, however, be levied at
rates that will undermine the broader policy of encouraging industry
to locate outside of major urban areas.

9.1.13 While an expanded revenue base and improved
collection of revenues will generate greater income for Local
Authorities, it is equally important to snsure that funds are put to the
most effective use. Available funds can be stretched considerably
further by raising productivity in local government services, through
adopting more efficient methods of operation, and more appropriate
standards of construction and maintenance. The Ministry of Local
Government will strengthen its technical services division to assist
Local Authorities to improve systems for the operation and
maintenance of their services and facilities. The Government will
encourage the mobilisation of additional resources for urban
infrastructure from other sources, such as Harambee contributions
and NGOS.

The Local Government Loans Authority
9.1.14 The Local Government Loans Authority (LGLA) is an
important source of capital for urban development. The Government
will continue its efforts to strengthen the Authority by reviewing the
enabling Act (Cap 27O). Reforms will be made towards the proper
adminisiration and management of the Authority. These will include
strengthening the Management Board of the LGLA by.including
mem6ers of well managed Local Authorities. The LGLA will be
restructured to enable it to access commercial capita! markets.
Financial discipline will be reimposed on the repayment ol LGLA
loans. However, it is recognised that Local Authorities do face real
ditficulties in this regard. The mutual debt problem will be tackled,
with Central Goverhment departments taking a leading role in
paying for services to Local Authorities. Consideration will be given
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to reviewing existing debts for certain smaller, revenue deficient
authorities and financing future investment through grants.

Local Authority Staffing
9.1 .15 The role of the Public Service Commission in recruitment,
disciplining and firing of officers of Local Authorities has resulted in
many senior officer posts remaining vacant. Lack of competent and
good quality financial managers makes it difficult to provide proper
financial services in Local Authorities. The possibility of establislring
a Local Authority Service Commission will be studied. Ways will be
sought to allow local authorities compete for competent personnel
in the open market. This implies hiring personnel at market prices.
The Public Service Reform Programme will be extended to Local
Authorities to create etficient statfing levels.

Urban Plannlng lssues
9.1.16 There is need to educate all citizens on the importance of
physical planning and to involve them in the planning process. The
time involved in the planning process and approval will be
shortened so that the plans are not overtaken by events. Legislation
will be introduced to make urban land management more effective
and to provide legal powers to enforce urban development plans.
Between now and 2010 the Government will seek to implement the
recommendations of the Presidential Commission on Land Use and
to strengthen the Town Liaison Committees. Local Authorities will
be strengthened to enable them to plan and control physical
development within their areas of jurisdiction. Urban renewal and
redevelopment will be made part of the planning process to curb
urban degradation and conserve scarce urban land. Finally,
standard criteria will be applied in the extension of boundaries and
upgrading of Local Authorities.

9.2 BASIC INFRASTRUCTURE

9.2.1 Accelerated industrial, commercial and agricultural
growth is dependent upon the availability and quality of
infrastructure. lnadequate or poorly maintained infrastructure not
only reduces productivity and induces attendant losses in
production but also discourages investment. The provision of public
infrastructure is a critical incentive that will be utilised to influence
the spatial location of private investment. While the immediate
priority is to rehabilitate existing facilities and satisfy existing
demand, the longer term objective is to expand the provision of new

I
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inf rastructure
disadvantaged.

to areas that are currently comparatively

9.2.2 The Government will provide basic infrastructure on a
cost recovery basis wherever this is feasible. Even where capital
costs cannot be fully recouped, operation and maintenance
expenditures must increasingly rely on user charges. To do so will
require effective and efficient coit recovery mdasures and user
charges that encompass due regard to "ability to pay" and other
que.stions. of equity. The resultant expenditures mu6t be clearly
visible. The money so collected must be well accounteo toi
including being audited by the controiler and Auditor General.

Road Development and Maintenance
9.2.3 ln Kenya, the road network in 1g92 consisted of g,621 km
of bituminous roads, zo,og2 km of graver roads and 2g,4ob rm ot
earth roads. Most of these roads are poorly maintained due to
inadequate budgetary provision. As a ions6quence, sections of
engineered road have already failed white,'on others, routine
maintenance has not been very successful. lmmediate action will
be taken to restore the servicedoitity of the affected road sections,
as.delay will not only result in increased road user operating costs
but also increased costs of rehabilitation or reconstructio-n. The
standard to which future road projects will be constructed will be
determined by expected traffic leveis and maintenance capacities.
9.2.4 one factor that contributes to rapid wear and tear of our
road network is the lack of effective axle-load control. Although
enforcement machinery is in place its operation has beSn
hampered by various factors, including low court fines for
overloading and corruption among enforcement officers. As a first
sqgp, the law will be amended to provide for punitive court fines for
offenders as well as errant law enforcement officers. The
completion of the Eldoret section of the Nairobi-western Kenya
Petroleum Pipeline has provided some immediate relief in ttiis
region by removing most of the road tankers. Further relief will be
provided when the pipeline extension is completed in 1994, and the
capacity and efficiency of the Kenya Railways improved to off load
heavy consignments from the road system.

9.2.5 ln order to increase f unding for road network
development and maintenance, a special levy on motor fuels has
been introduced by legislation, to replace existing road toils. The
levy will initially be set at a level that will provide fne outr of funds
required for road maintenance and will, over time, be raised to
finance development expenditure as well. A strategy to address the
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maintenance, rehabilitation and upgrading of roads will be
developed.

Energy DeveloPment

9.2.6 The majority of households will continue to rely yqon
wood based sourcei for their energy needs. Despite rising
incomes, overall demand is expected to rise with population growth,
particularly for charcoal in urban areas. The three policy_rgipons€s
io this sitdation, articulated in Sessrbnal Paper No 1 of 1986, will be

maintained and intensified. ln summary, these are to promote
agroforestry, to undertake reafforestation programmes in all regions
of- the couhiry and to encourage woodfuel plantations. Research
and development of renewabte energy Sources to enhance energy
supplies in rural and remote areas will continue.

9.2.7 The development and maintenance of electricity supply
has hitherto proved ihadequate and unreliable. This has recently
become mord evident because of an inadequate reserve capacity,
a limited transmission network and a weak distribution system
being unable to meet increasing demand.. This declining
perfo-rmance can be traced to inadequate operation, maintenance
bnd devetopment budgets, the root causes of which are low
consumer tariffs and hck of adequate long term domestic investible
funds.

9.2.8 Both the level and structure of electricity tariffs will be
adjusted so as to achieve an operational profit by.Kenya Power and
lijnting Company (rpr-c) and altow it to raise the local capital to
sultain- a powei Sector investment programme. Performance
contracts between the Government and KPLC, ths Tana River
Development company, and the Kenya Power company will be
completed.

9.2.9 ln order to enhance efficiency in the electric power sector
and attract private sector participation in the supply of electricity, the
necessary iegal and institutional reform will be undertaken. These
will provide lor the separation of commercial and. reguJatqry
funct'ions and provide fbr generation and sale of electricity by
independent p6*er produc-ers on terms that are commercially
viabl'e. Public bector companies will be restructured into two distinct
companies with separate Boards of management, one fol
gen6ration and the other for distribution and transmission of
electricity.
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9.2.10 The implementation of a sound policy framework and an
appropriate investment programme is critical to addressing the
increasingly serious shortfalls in power supply capacity.- The
Government will prepare annually, a rolling fivd year lea-st-cost
investment programme for power and petroleum. Project proposals
will be evaluated taking account of their environmental impact.

9.2.11 The procurement, marketing and pricing of crude oil and
petroleum products will be fully liberalised. The Government will
also conclude a performance contract with the National Oil
Corporation of Kenya. Urgent investments are also needed in the
Mombasa-Nairobi oil pipeline, to avoid the risk of disruption of oil
supplies.

Water and Sewage

9.2.12 The water sector has also been adversely affected by
inadequate f inancing. Despite budgetary constraints, the
Governmenf embarked on an ambitious water development
programme. Subsequently, some projects have had to be
suspended in order to complete higher priority schemes. Currently,
some 90 projects are earmarked for implementation between
1994/95 and 1996/97, on the basis of budget rationalisation
policies. To improve the utilisation capacity of existing infrastructure,
attention is being focused on rehabilitation. Municipal and Town
Councils are having similar budgetary problems largely due to
misuse of water revenue and inadequate tariffs.

9.2.13 The Government address the issue of marked
deterioration in water supply infrastructure across the country. The
rate of return for maintaining existing water and sewage
infrastructure is higher than investing in new ones. To enhance
maintenance and conservation of the existing stock of infrastructure,
there is a need to review the user charges and streamline cost
recovery. Despite the declared official policy on user charges,
actual revenue constitutes less than 10 percent of tota! recurrent
expenditure. To correct this gross imbalance, urban and rural
consumer taritfs will be adjusted to raise collections to at least 70
percent of recurrent expenditure. Wherever possible, funds will be
recycled to local communities which volunteer to maintain the water
schemes, on the basis of enhanced consumer tariffs.
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9.3 SOCIAL SERVICES

Populatlon Policy

9.3.1 The results from the 1989 Population Census and 1993
Kenya Demographic and Health Survey confirm the continuing
decline in the population growth rate resulting from a dramatic
decline in fertility. The lowered fertility itself reflects a decline in
desired family size and there is also evidence that there continues
to be unmet demand for family planning services. The population of
Kenya will continue to increase because of the large number..of
women entering their childbearing age. To achieve earlier
population stabilisation, the Government will continue to implement
appropriate population policies. The Government has recently
indicated its intention to undertake mass media activities in
population and health. Greater reliance on NGOs and the private
sector will allow better coverage of the population. lncreased
emphasis on family planning service delivery is expected to
increase contraceptive prevalence rates even higher.

9.3.2 The National Council for Population and Development is
being restructured, with the objective of redefining its role. as I
policy making entity. Bureaucratic functions will be eliminated, staff
positions streamlined and staff career prospects improved to
accelerate implementation of population programmes.

Heatth and Nutrition

9.3.3 The Government is firmly committed to major reform in

the health sector. The framework of this reform programme will
focus on improved resource mobilisation'and efficient allocation to
cost effective public health interventions. lt will cover restructuring of
the Ministry of Health, health financing, expenditure, staffing need.s
and training, reform of the National Hospital lnsurance Fund (runtr),
decentralisation of management authority to district levels, the
encouragement of active community participation in health care
delivery 

-and the roles of private and public sectors. Critical to the
Success of this reform programme is the availability of an adequate
drugs supply. ln this context, the Government is developing a
National Drug Policy and a supporting Quality Control Laboratory.
These are expected to greatly improve the quality and availability of
drugs and dressings.

9.3.4 The principle of cost recovery has been accepted as
essential for the sustainable provision of Government services. A
progressive set of hospital in-patient user charges was introduced
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with exemptions for those unable to pay or for services that need to
be promoted for social reasons (child health, treatment of stDs;
etc.). User charges have recently been extended to health centres.
Hospital and health centre user charges will be continuously
reviewed to see if adjustments in fee levels and exemptions are
required, taking account of the revenue impact, inflation, and
household budget data from the Health and Welfare Monitoring
Survey. Monetisation of in-kind benefits under the Civil Service
Reform Programme, will allow the exemption from hospita! user
chargers granted to Civil Servants to be discontinued. The
Government will raise user charge collections as a percent of
Ministry of Health recurrent expenditures from the present level of
1.7 percent to 9 percent over the short term. Revenue from user
charges is allocated to the Facility lmprovement Fund which is
managed by the respective District Health Management Board
(DHMB). To enhance DHMB control over health care in their district,
thE Government will expand their terms of reference to include
management of district budgetary allocations. This will only take
place after appropriate procedures to identify accountable officials
and ensure timely audits of oHiaa accounts are in place.

9.3.5 The Htv/AtDS epidemic is quickly assuming crisis
proportions with the number of xtv infections rising from 0.7 million
in 1992, to a projected 1.2 million in 1995, and 1.7 million by2000.
ln addition, the incidence of sexually transmitted diseases (STDS) is
on the increase. The adverse implications of Rtos for Kenya's
development underlines the need for strengthening preventive
health care. Prevention and treatment of STDs is proven to be one of
the cost-effective ways to reduce xlv incidence. The Government
will maintain a concerted effort to increase public awareness in
recognition of the need for interventions that will bring about
behavioral change. An Rtos prevention and treatmenUmanagement
programme has already been developed together with donors and
Ncos. The programme distinguishes between treatment for those
who are nlv positive and designing appropriate community based
home care for those with AIDS.

9.3.6 The nutritional status of children is widely regarded as a
reliable indicator of societal welfare. High infant mortality,
undenreight and stunted children in many parts of Kenya reported
by Child Nutrition Surveys, reflect the high incidence of diseases
such as diarrhoea and malaria as well as nutritional deficiencies,
poverty and lack of appropriate nutritional knowledge. The
Gove.rnment provides support for malnourished children under five
years and the direct feeding and treatment of all severely
malnourished children at hospitals and health centres. The school
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milk programme aims to provide every child with 0.2 litres of milk
twice a week, but because it is untargeted and because each
calorie supplied through milk could be provided at one sixth the
cost via a school feeding programme, this has proven to be an
excessively costly form oi intervention. To maximise the impact of
Scarce budgetary resources, the effort to improve the nutritional
status of 5cno6t-age children will be limited to children in
disadvantaged distriCts. lnstead of milk, the intervention will rely on
feeding cobked meals based on maize and beans. The milk
programme will be targeted to reach pre-primary and pre-school
bnllEren in arid and s-emi-arid areas. Other interventions to be
developed include de-worming school children and Vitamin A
prophyiactics, both of which have significant health benefits.

Education Policies and Reforms

9.3.7 The Government's objective in the medium term is to
increass access to, and the quality of, education while continuing to
control and rationalise its own expenditures in the sector. The
issues to be addressed include:

. re-allocating expenditures towards primary ald
secondary education by reducing the share of university
education;

. increasing the proportion of spending on supplies of
education-al equipment and the in case of poor districts
and other disadvantaged areas, textbook provision will
be improved;

. lowering student-teacher ratios;

o determining and correcting the causes of dropouts from
primary schools;

. instituting corrective intervention measures for low
female enrollment in ASAL areas, especially at secondary
and university level; and,

. reducing the large numbers of untrained primary and
secondary school teachers.

9.3.8 At the primary level, the Government has stabilised the
size of the teaching force at about 175,000 and is committed to not
recruiting more untiained teachers. lt will prepare a 10 year forecast
of teacher training requirements (including the needs of untrained
in-service teachers) and a plan to address that requirement, taking
account of the designed capacity of the Primary Teacher Training
Colleges. The goal of achieving minimum norms for studenUteacher

i

i

88



ratios will continue to be pursued. Scholarships and means-tested
bursary programmes to secondary school students will be
expanded, and the Government will consider appropriate financial
interventions at the primary level in order to preserve educational
equity, and access by vulnerable groups. The Government is
committed, as part of its overall rationalisation of public
expenditures, to increase allocations to non-salary items such as
textbooks and other educational material. At the secondary level,
the Government will allocate the necessary resources to improve
the quality of science education.

9.3.9 The Government has initiated the process of cost
recovery to arrest and reverse the excessive share of expenditu.res
going to university education lncreased cost sharing at.the public
Iniv6rsities will b6 facilitated by separating university charges for
tuition from those for board and lodging, and moving toward full cost
recovery for board and lodging. Students at public and private
universiiies who are unable to meet the costs of their education
from their own or parental resources, will be eligible for
consideration for loans. Students at public universities wil! continue
to be eligible for means-tested public bursaries as well. ln addltion,
a study bf private universities will examine whether students in
these Lniversities can also be eligible for means-tested public
bursaries. Means-testing will be introduced for loans and the
interest rate on such loans will be gradually adjusted to reflect those
obtained in the market. Loans will be made and recovered by
commercial banks contracted for the purpose. To address the
longer term issues of public university funding, the Government will
prepare a Public University Development Plan, featuring 10 Lear
irojections, a 6 year plan and a 3 year budget proposal. The
Government also intends to introduce a System of lump-sum grants
to a restructured Commission of Higher Education (CHE) to replace
the existing practice of direct funding of individual universities. The
restructured CHE will then be responsible for the planning,
management and allocation of grants to individual universities.

9.3.10 ln general, the thrust of reforms in funding arrangements
and management of educational institutions will seek to
decentralise decision making by gradually enhancing the capacity,
responsibility and accountability of local bodies in educational
institutions. Ih tine with this objective, the functions of the TSC, which
is currently responsible for teacher registration, recruitment,
remunerati6n, deployment and discipline, will be reviewed. The
responsibilities of 

'th6 
TSc will be rationalised and functions which

are more appropriately managed at the local level will be
decentralised'while strengthening the TSC to handle those that can

89



only be centrally enforced. Other policies to achieve sectoral
obiectives include a commitment to a gradually liberalised price
policy at all levels of education; and expanded scope for private
sector participation in the establishment and operation of
educational instltutions, the publlcation of books and production of
educational materials.

1

i
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CHAPTER 10

THE ROLE OF PUBLIC SECTOR

10.1 THE ROLE OF THE GOVERNMENT

10.1.1 ln the period following lndependence, the Government
gave priority to the maintenance of the rule of law and an effective
civit adminiitration and to the provision of basic infrastructure such
as roads, schools, hospitals, energy and water. lt also assumed a
major direct role in the growth and development of the economy. At
that time, there was a scarcity of private domestic savings,
management talent and entrepreneurial experience. Thus, direct
Government participation in commercial and industrial activities
was regarded as an effective way to induce development, promote
regional balance, attract private investors and also act as an
essential step towards the Kenyanisation ol the economy.

1O.1.2 Over the years, the Government's role in the economy
continued to expand despite the emergence of a growing private
sector. ln part, growth of the public Sector has resulted lrom
increased demands lor administrative and social services arising
from the fast growing population. However, in other cases, this
expansion was-the result of policy objectives, for example: creating
employment, increasing capacity to control the economy and
increasing specialisation within the Civil Service.

10.1.3 ln Sessional Paper No. 1 of 1986, the Government laid
out a series of policies to redefine the role of Government. lt has
subsequently implemented a variety of reforms to create an
economy that is market oriented, less controlled, and to encourage
the privite sector to play a pivotal role in the economy. After three
decides of lndependence and with the reforms implemented since
1986, the private sector is now sufficiently developed to assume
greater responsibility in employment creation and income growth.
The Government will therefore, continue to move away from
interventionist measures to that of creating an environment
supportive of the efficient operation of the private sector and
mdrkets. To this end, regulations, controls and laws governing the
operation of the private dector will be streamlined and bureaucratic
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procedures made more transparent. Direct public sector
participation in production activities will be minimised.

10.1.4 ln addition to macroeconomic policy formulation and the
provision of an overall policy enabling environment, the
Government will concentrate its activities in four main areas:
maintenance and extension of social services; the provision and
maintenance of public physical inf rastructure; eff icient
administration of Government services and justice and, the
protection of the environment. This Chapter concentrates on the
Government's role in ensuring the efficient administration of
Government services through the Budget Rationalisation
Programme, the Public Service Reform Programme and Parastatal
Reform.

10.1.5 For public enterprises, the Ministry of Finance will
intensify its review and approval of all investment proposals to
ensure that they are in line with Government priorities and meet
technical and economic criteria. The Ministry of Finance will also
review and approve any commitments or expenditures that have
implications for the Government budget (e.9. borrowings involving
Government guarantees).

10.2 EFFICIENT ADMINISTRATION OF GOVERNMENT
SERVICES
10.2.1 No development is possible without an eff icient
administration. This Sessional Paper will continue and intensify the
reforms outlined in S*sional Paper No. 1 of 1986. To support
these developments, the legal system and laws are being reviewed
to make them current and compatible with new development
processes and needs. The legislative arm has been transformed
from a single to multi-party democratic system. These changes will
continue at a pace compatible with social and political needs.

10.2.2 To make the executive machihery of Government
efficient, on-going reforms have recently been accelerated. The
successful implementation of the Public Service Reform will deliver
services more efficiently.

10.2.3 lnformation and broadcasting is an important agency for
promoting development activities by facilitating increased
communication and awareness in rural and urban areas. lncreased
awareness promotes responses from various social and economic
groups leading to mobilisation of resources for development.
Mechanisms will be put in place to improve the management and
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f lows of information on Government
understanding and popular participation.

policies to ensure

Discipline and Adherence to Laws

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

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

10.3 BUDGET RATIONALISATION PROGRAMME

10.3.1 The Budget Rationalisation Programme (sne) was
launched in 1986 to bring about changes in the composition of
public expenditures in order to increase their efficiency and
effectiveness. The BRP remains a central strategy to increase the
productivity of Government expenditures and so facilitate the
reduction of the fiscal deficit. At its core, the Programme seeks to:
improve the allocation of available budgetary resources; ensure
that resources are concentrated on a smaller number of priority
development activities; shift public investment to projects that more
directly assist the private sector to be more productive; and, improve
the utilisation of facilities and services through the provision of
adequate operation and maintenance funds.
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10.3.2 Since BRP's introduction there have been substantial
improvements in the management and forward planning of public
finances, the budget process and control of expenditures.
Government is committed to maintain and reinforce the
implementation of the Programme to achieve further gains in
expenditure efficiencies and effectiveness. ln order to strengthen
public investment planning, the Government introduced the Public
lnvestment Programme (ete) in 1992. The ptp requires all public
development agencies to review their portfolios, set priorities for
implementation, apply objective criteria to the selection of projects,
and ensure the provision of adequate recurrent funding for
completed projects. To bring about adherence to these
requirements, the Government will implement a standard set of
procedures governing the selection, appraisal and approval of all
projects and programmes that must be completed before any
budget allocation is approved.

10.3.3 Further refinements and measures to strengthen the
Government budget process will be introduced and strict adherence
to expenditure procedures will be enforced. The present system of
expenditure monitoring will be strengthened to ensure full
compliance with Government fiscal objectives and targets.

10.4 PUBLIC SERVICE REFORM

Clvll Servlce Ref orm

10.4.1 As Kenya enters a period of significantly accelerated
structural change there will be a need for flexible and responsive
management, and strengfhened analytical and policy making
capability. To restructure the public service, a Civil Service Reform
Programme and Action Plan has been approved by the
Government. The Government is committed to the comprehensive
reform and capacity building proposed in this document, covering
civil service organisation, financial and performance management,
staffing levels, personnel management, and pay and benefits. A
Secretariat has been set up to manage the process. The
Government has already identified the following actions in this
regard: preparing a policy statement redelining the scope of
responsibilities of the civil service and identifying functions which
will be restructured; identifying the key ministries to be restructured
in the first year of the programme; and making the early retirement'
programme including an adequate safety net fully operational. One
objective is to reshape the structure of the Civil Service by reducing
chronic over manning at lower grades and providing attractive
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remuneration lor higher professional grades in order to fill vacant
establishments with well qualified staff.

10.4.2 At lndependence, the number of employees in the Civil
Service (excluding teachers) stood at about 60,000 while the
corresponding national population was 8 million giving a
population to Civil Service employee ratio of 133 to one.
Employment in the Civil Service grew by about 5.5 percent per year
between 1963 and 1991, reaching 272,OO0 employees in July
1991. The growth rate of the Civil Service surpassed the high
annual average growth in population resulting in the population to
employee ratio falling to 85:1 in 1991. Government will maintain a
rational population to employee ratio that reflects the needs of
Kenyans, the provision of efficient service and resource constraints.

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

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

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

10.4.6 Reducing the size of civi! service establishment will be
costly in the short run, although net budgetary savings will be made
in the long run. Consequently, the very limited net savings from
immediate down-sizing wil! not allow significantly increased
allocafions to operations and maintenance expenditures. Judicious
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incrementa! budget restructuring will be implemented to provide
selective increasg in operations and maintenance allocations.
Given the seriousness of Kenya's stabilisation problems, thg
Government will use an appropriate mix of cost reduction measures
with those aimed at capacity building through filling vacancies at
higher levels.

10.4.7 The Ggvernment will review salary scales and monetise
benefits in line with recommendations of the Action Plan. The
reform programme, especially those aspects which deal with pay
and employment, will be explicitly linked to the short and medium
tsrm macroeconomic framework and will be introduced in a manner
that does not conflict with objectives for the fiscal deficit. Reduction
of the absolute wage bill is seen as an essential component of fiscal
reform.

Rationalised Organisation
10.4.8 The functions and corresponding staffing levels of the
Public Service will be determined on the basis of demand, subject
to budgetary constraints. Three important principles will determine
how the functions of the Public Service are divided among
Ministries, Local Authorities and Parastatals and how each is
organised to carry out its functions. First, individual organisations
nesd not necessarily be set up solely for functional specialisation.
lnstead, the Government will seek to exploit economies of scale,
wherever these qxist, by grouping functions associated with the
same sector. Second, rationalisation of staff and functional reviews
will be directed toward securing an efficient structure, optimal size
and staffing norms within various departments and cadres of
personne!. Third, within Ministries, Public lnstitutions and
Departments, technical and scientific fields will be allowed to adopt
a more truncated organisational structure in order to accommodate
decentralisation of decision making. Decentralisation of decision
making from national levels to the districts will be continued and the
latter strengthened in line with District Focus for Rural Development.

10.4.9 ln the longer term, improved policy formulation and
implementation capacity depends primarily on the creation of an
environment supportive of objective analysis and professionalism.
A key goal of Civi! Service Reform is capacity building. ln the short
term the Ministry of Finance and the Office of the Vice-President and
Ministry of Planning and National Development will prepare action
plans to intensify training for key policy analysis. At the Central
Bank, capacity needs to be built in key operational departments,
including banking supervision, foreign exchange operations, and
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domestic and foreign debt management. The cBK is in the prgcess
of developing an action plan for statl development.

10.5 PARASTATAL REFORM

10.5.1 Since 1990 the Government has maintained a strong
commitment to restructure the State Corporations. lnitial relorm
measures were undertaken on a case by case basis while,
concurrently, a comprehensive policy framework was prepared and
the institutional capacity to develop a sustained programme
established. ln July 1992, the Government published a paper that
defined policies, principles and guidelines for privatisation and
parastatal reform. The paper identified 207 non'strategic public
enterprises for, privatisation or liquidation. The remaining 33
strategiC public enterprises were to be retained under Government
ownership but restructured to enhance efficiency through private
sector participatlon and performance-linked contracts.

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

10.5.3 A corporate plan for restructuring Kenya Railways was
approved by its Board of Directors in September 1992. The plan
includes actions to divest peripheral activities and contract out
othsrs, limit freight services to 23 main freight stations on the
network where 90 percent of traffic exists, and reduce staff levels.
A performance contract will be agreed between the Government
aniJ the Board, including full compensation to the railway for any
non-commercial services provided at Government's request.
Following a tariff increase of 30 percent in March 1993 and a further
increase-of 20 percent later in that yeat, a third tariff increase will be
implemented in 1994.

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

10.5.5 ln recent years, the Kenya Post and Telecommunications
Corporation (xerC) has made a signilicant contribution to Kenya's
dev-elopmeni, through the substantial expansion of the
teteCommunications network throughout the country. However, the
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Government recognises that KPTc's performance has created a
major drain on the budgef Strong action will be taken to remedy the
situation. The Board of xprc has decided that the posts and
telecommunications activities shoulcl be separated into two
companies. The Government has endorsed this decision, with
substantial privatisation of telecommunications services as the
longer-term goal. A number of immediate first steps will be taken to
lacilitate this process and to improve KPTc's performance. A new
management will be in place by mid-1994. lts contract will clearly
specify financial targets to be achieved. The new management will
be given full authority to undertake any actions, including stafl
reductions, necessary to achieve them, subject to normal Board
approvals. The contract will require the new management to take
appropriate steps to separate the postal and telecommunications
activities and draw up detailed plans for privatisation. Government
will introduce legislation to Parliament for the separation of the post
and telecommunications functions and to facilitate privatisation of
those functions which are to be divested. The new Board of xprc
will agree on a performance contract with the Government
consistent with the actions above.

Non-Strateglc Parastatalg
10.5.6 ln an effort to accelerate the pace and ensure ful!
transparency of privatisation of non-strategic public enterprises, the
Government has created the joint public and private sector
Parastatal Reform Programme Committee to oversee the process
lor divesting non-strategic parastatals. The Government will ensure
a high level of active Kenyan participation in the future running of
the divested Corporations. lt will carefully consider options for
effective and broad access by Kenyans to opportunities for
investing in the ownership of divested enterprises. Further, it will
establish one or more unit trusts as means for disposing of smaller
non-strategic parastatals, for example, those held by the lndustrial
and Commercial Development Corporation and the lndustrial
Development Bank.
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Strateglc Parastatals

10.5.7 The Government has approved a policy for a corporate

6orein"nce Sysiem for parastatals. This System.will formalise a

transparent, orinei-manaler relationship between the Government

and the ,"nag"reni oi-strategic paristatals' lt will provide the

framet ork withln which the Government will:

. appoint the Boards ol public enterprises from among

those *no1re-iOequat6ty qualified and meet specified

criteria;
o negotiate perlormance contracts with Boards to deline

obj'ectives and operational performance criteria:

. provide enhanced incentives for improved performance;

. adjust taritfs to reduce the need for subsidies by public

monoPolies; and,

. establish appropriate regulatory bodies to regulate
monoPolies.
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CHAPTER 11

SUMMARY OF PRINCIPAL POLICY ACTIONS

11.1 THE STRATEGIC FRAMEWORK

11.1.1 The overriding goal of this Sessional Paper is to put in
place a strategy for the recovery and rapid restoration of economic
development. To achieve this goal will call for a renewed
partnership between the people of Kenya and the Government and
a clear mutual understanding of the roles of the public and private
sectors. This demands a reorientation and redefinition of the role of
Government.

11.1.2 Building on the process started under Sessional Paper
No. 1 of 1986, immediate responsibility for determining economic
production, employment creation and income growth firmly belongs
with individuals, groups and communities themselves. Government
will pursue policies to provide a stable economic climate that
fosters business confidence and encourages savings and
investment. This will be achieved through good macroeconomic
management with strict fiscal and monetary control. Concurrently,
Government wil! remove or streamline remaining regulations,
controls and laws governing the operation of private sector and
ensure transparency in all bureaucratic procedures that remain.
The Government will concentrate its efforts on the provision of good
governance, efficient administration, national security, social
welfare services, physical infrastructure and the protection of the
environment. Specific programmes will be undertaken to alleviate
any short term negative impact that structural adjustment may have
on vulnerable groups. Satisfying demahd for even these focal
f unctions will strain Government resources. lncreasingly,
partnerships between government, local authorities, communities
and private enterprise will, therefore, have to be formed to ensure
adequate provision.

11.1.3 ln all its endeavours, Government will seek dialogue with
al! sectors of society to ensure widespread involvement in
decisions and subsequent implementation, growing self-reliance
and equity of opportunity. lt is essential that all parts of society
understand and identify with the ongoing reform programme if they
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are to effectively contribute to, and benefit from, a growing
economy. lt is expected that GDp growth will recover to 5 or 6
percenl per annum by 1996. The increased economic activity wil!
c-op.e lrom higher private sector investment, export promotiori and
etficient access to imported inputs and capital gdods.

11.2 GOVERNMENT'S ACTION PROGRAMME

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

11.2.2 Government is in the process of preparing specific
sessional Papers and policy documents thai witt oelail future
secto.ral po]icy and actions within the lramework provided by this
sessional Paper. These wilt be published in the iinmediate future
and include consideration of:

. tourism;

. social dimensions of development; and,

. the national environmental plan of action.

T1.3 PUBLIC FINANCE AND MONETARY POLICY
(Ghapter 4)

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

o the budget (including grants) will be balanced, with net
repayments of public domestic debt;

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

. Government expenditure will be restricted to between 24
and 26 percent of cop;

. budget rationalisation measures will aim at maximizing
the productivity of Government expenditures. ln addition,
objective technical and economic criteria will be applied
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to proiect selection, with priority given to projects in the
ardas' of health, education, infrastructure and the
environment; and,

. the present system of budget monitoring and expenditure
conirol will b6 strengtheneO to ensure fu!! compliance ol
public officials with the Government's fiscal objectives
and targets.

MonetarY PolicY

11.g.2 To attain rational monetary policy, the following will be

undertaken:
. the cBK will continue to manage domestic liquidity

through the more eff icient market based policy
instruhents such aS the reserve requirement, Treasury
Bills and other Government debt instruments;

. the cBK will promote the development of secondary
markets in Treasury Bills and other Government
securities;

. exchange control regulations will be liberalised further
and the Kenya Shilling made fully convertible;

. a stable exchange rate will be maintained through.strict
fiscal and monet-ary policy in support of the objective of
single digit inflation-in the medium term; and,

. the GQvernment will tightly Iimit contracting anq
guaranteeing of new non-concessional e xternal
borrowing bY the Public sector.

Flnancial SYstems

11.3.3 ln support of efficient and stable financial and banking
systems:

. the central Bank of Kenya Act will be reviewed and
necessary amendments made to give the cBK more
operational indePendence;

o the cBK will act on the problems of weak and distressed
financial institutions while strengthening its supervisory
role;

. the Government will offer to the public an increased
shareholding of those commercial banks in which the
Governmeniholds substantial interest; and,
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. the capital Markets Authority will -work towards
establishing an active secondary market for Government
securities, a second tier stock Exchange for venture
capital and facilitate the creation of unit trusts as a
vehicle for small investors in the market'

11.4 SAVINGS AND INVESTMENT (Chapter 5)

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

11.4.2 Policies will be formulated to tap portfolio investment and

encourage foreign equity investment including lifting the restrictions
i; ih; ?Lie'gn'inreitment Protection Act on the repatriation of

capital gains.

11.4.3 Government will initiate an lnvestment Code relating to

both local and foreign investment.

11.4.4 Enabling legislation will be introduced to accord the lPc

all necessary pow6rs i-n respect of new investments. IPC will:

. set clear application procedures for local and foreign
investment; and,

. Set clear guidelines on processing of applications and
especially-setting deadlines of response from licensing
authorities to thiapplicants to ensure transparency and

accountability.

11.5 EMPLOYMENT (ChaPter 5)

11.5.1 The Government will, in cooperation with-the Federation

of Kenya Enrployers and the Central Organisation.of Trade Unions,

develo[l new'eniployment regulations that allow firms autonomy in

hiring'and firing 6mployees, combined with more generous

tereTance allowinces' oi with provision for training for workers
made redundant to discourage unjustified or punitive redundancy'

irpn"Jit will be gir;n to a Sinding procedure to resolve disputed

redundancy cases quicklY.

11.5.2. The Government will re-examine existing policies on

Wage Guidelines.

11.5.3 The GOvernment will support the development oJ an

industrial relations system which encourages the growtn oI

repiesentative organisations of workers and empl<.ryers.

a
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1 1.5.4 The Government will review and reform where
necessary, the delivery of education at all levels to improve its
relevance and quality to the needs of a modern economy.

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

11.6 AGRICULTURE (Chapter 7)

11.6.1 The rualo&M will be reorganised and strengthened to
rationalise its role, structure and functions.

11.6.2 ln order to accelerate and sustain growth in the
agricultural sector, actions will be taken to formulate policy and the
delivery of the basic services. To achieve agricultural recovery, the
following measures will be implemented:

. privatisation of sugar factories;

. Cotton Board ginneries will also be privatised and
legislation will be presented to Parliament to restructure
the Cotton Board;

. the adoption of a strategy leading to a market oriented
oilcrop industry;

. selective protection of the sector under a liberalised
environment thrr-rugh the use of liie variable import duty;

. promotion of agro-industries through increased
extension and research services;

. increased funding of the activities that remain as core
functions of the Ministry;

. ensure greater autonomy for marketing co-operatives
with direct accountability to members; and,

. where necessary, establishment of revolving funds to
ensure sustainable service delivery.

11.6.3 The legal and policy framework of marketing co-
operatives will be reviewed and any resulting legal, policy or
institutional changes will be implemented.

1 1.6.4 The role of the National Cereals and Produce Board will
be confined to managing a strategic reserve, initially set at 3 million
90 kg bags, supplemented by a foreign exchange reserve of us$ 60
million.

a
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GommoditY Programmes

11.6.5 The following measures will be taken to overcome

constraints in the horticulture sector:

o allocating land to private operators. near the two

international airports io tor the construction of structures

for airfreight handling;

. installation of pre-cooling facilities at maior international

airportsandmajorhorticulturalproducingareas;
. investigation of the constraints imped-ing lh.e

devetopmenl of iea freight and the^proposal of possible

solutions-oy tne Horlicultural crops Development
AuthoritY (ncoa);

. maintaining jet fuel prices at a competitive level; and,

. strengthening links between research and extension by

rRnr and uiiistry of Agriculture, Livestock Development

and Marketing.

11.6.6 KARI will collaborate with the private sector to formulate

poircil, and strategies to pro.mote oil crops jn the country. An

oitseeds oeveloiriEniiorhcil will be established to oversee the

development of the oilseeds industry'

Agricultural SuPPort Services

11.6.7 Agricultural research will be intensif ied through

increased allocation of resources. The obiective. of crop research

will be to continu" in" sllicn lor more productive and profitable

.rop *iiLtiel. lncreased emphasis will be placed on:

. breeding programmes aimed at continuous increases in

the yielis'of ilready established food crops;

. breeding for disease and pest resistance crop varieties;

o research in integrated pest management systems;

. etficient fertiliser use;

.agronomicresearchparticularlyonsmallholder
Pr-oduction sYstems; and,

.moresuitabletypesofforage.cropsincludingmore
integrateO- nretiiSOs of recylling crop residues lor
livestock Production.
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11.6.8 The Government will gazette Plant Breeders' Rights and
negotiate membership of relevant international organizations.

11.6.9 A mechanism will be introduced with which agricultural
marketing institutions or other organisations will collect commodity
specific research levies such as already exist in the case of coffee,
tea and sugar to support research programmes.

11.6.10 Government will facilitate the privatisation of veterinary
practices and divest the importation and distribution of livestock
drugs, except those for strategic functions.

11.6.11 Provision of increased agricultural and livestock credit
will be effected through the establishment of the Agricultural
Development Bank.

Agricultural lnputs
11.6.12 The Ministry of Agriculture, Livestock Development and
Marketing will liaise with relevant institutions to finalise the
preparation of the National Agricultural Mechanization Strategy
(ruaus). Through the implementation of NAMS, the Government will
support the development of an effective farm machinery
manufacturing, distribution and service system.

lrrigation and Drainage Development

11.6.13 The Government in line with its cost sharing policy will
streamline the Smallholder !rrigation Scheme Development
Organisation for smallholder irrigation farmers and explore other
workable credit systems.

Development of the Arid and Semi-arid Lands

11.6.14 To improve livestock marketing in the ASAL areas, the
following measures will be undertaken:

. establishment of a price monitoring and information
dissemination service including information' on
quarantine;

. improvement of roads in ASAL districts and crushes,
loading ramps and water;

o providing credit financing for the livestock trade in the
ASALS; and,

. encouraging the production of non-conventional
livestock, including bee-keeping.
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11.6.15 The development of both surface and ground water
sources will be emphasized. Water harvesting technologies that {e
sustainable and fri6nd[ to the environment will be given priority.. To
ichieve these goals, ahigh level of community participation will be

required as weil as the use of local resources and materials.

11.7 TRADE AND INDUSTRY (Chapter 8)

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

11.7.2 Within the context of multilateral arrangements, Kenya
will adopt a more aggressive approach towards international trade
to counter the proteCtionist tendencies of trading blocks.

11.7.g Export incentives will be continuously monitored to
ensure that they generate a desired export performance and other

benefits accruing from the programmes.

11.7.4 Government will continue its efforts to interest private

banks and insurance houses to set up an export credit and
insurance guarantee facility and will enact any. necessary
amendmentJ to existing banking and insurance legislation.

11.7.5 Kenya will continue to emphasise th9 need for a total
removal of tariif and non-tariff barriers and other impediments to the
flow of goods and services within the region.

11.7.6 Government will continue to rationalise and reduce levels

of tariff protection. The medium term target is a maximum taritf rate

of 30 percent.

11.7.7 To ensure Kenyan exports conform to international
quatity standards, the Kehya Bureau of Standards certification
scheme will be implemented at an accelerated rate'

11.7.8 The Government, in collaboration with the private sector,

will strengthen its industrial research and extension programmes to
generate-and disseminate research findings and other relevant
i-nformation to the trade and industrial sector.

11.7.9 Direct Government management of the Joint Loans

Boards and the Rural Enterprise 
-Fund will be replaced by

arrangements in which a designated commercial banks will operate
the schemes.

11.7.10 Export licensing will be abolished, except for a short list

established 16r security, health and environmental reasons'
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1.1.7.1-1.. _Emphasis will continue on the support of small scale and
Jua .Kali Enterprises through reforming bumbersome laws and
regulations, increased co-ordination oi promotional institutions,
improved access to credit, accelerated pr6vision of title oeeoJ intprovision of good commercial sites for their activities.
11.7.12 Government will continue to provide a positive supportive
framework to the tourist industry to. enc6urage furiGr growth inough
diversification, increased com p-etitiveness, im proved,iarieting iid
secu.rity.. while the private sector must take the major respondibility
for.the industry's growth, Government will instituie tne'torrowing
actions:

' initiate dialogue with neighbouring countries to
harmonise visa and entry procedures, 6ustoms controls
and foreign exchange regulations;

. seek the formation of a Kenya Tourism Marketing Board
to be financed on a cost shaiing basis;

' improve infrastructure servicing major tourist attractions;
. establish a Tourist police Unit;
. reduce its direct investment in the tourist sector;

' undertake an analysis of the impact of economic reform
on the tourist industry;

. glopt policies appropriate to product and market
diversification and the utirisaiion of appropriaG
technologies; and,

o establish a branch of Utalii College at the Coast.

11.8 RURAL AND URBAN SETTLEMENT,
INFRASTRUCTURE AND SOCIAL SERVIiES (ChAPtEr 9)

Rural and Urban Setflement
1 1.8.1 The Government will pay.greater attention to urban policy
and re-orient the rural-urban b-alance strategy as laid out in
.seqstgnal. Paper No I of rg86 accordingly. The-firivate sector will
be invited to take an active rore in the f-unctioning of uroin ir"".,
the provision of infrastructure and strengthening'iinks to the rurai
hinterland and the wider national and inte-rnationil economy.
11.8.2 A review of the current Local Authorities system will be
undertaken as a first step in revitalising the role and p5rformance oi
Local Government.
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1 1 .8.3 Program mes in support of im proving econom ic
interaction between rural and urban areas will continue to be
funded. Priority will be given to areas and small towns with the
largest potential for growth but which are retarded by limited
infrastructure.

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

11.8.5 The; Local Government Loans Authority (;cue) will be
restructured to enable it to access commercial capital markets.
Financiai discipline will be reimposed on the repayment of loans to
thE LGLA

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

11.8.7 Local Authorities will be strengthened to enable them to
ptan and control physical development within.their areas of
jurisdiction. Urban rbn6wal and redevelopment will be made part of
ihe planning process to curb urban degradalion and conserve
scari:e urban lind. Standard criteria will be applied in the extension
of boundaries and upgrading of Local Authorities.

Baslc lnfrastructure
1 1.8.8 lmmediate priority is to rehabilitate existing infrastructure
and satisly existing demand but the longer term objective is to
expand inirastructure provision to areas that are comparatively
disadvantaged.

1 1.9.9 The Government will in future provide basic infrastructure
on a cost recovery basis wherever this is feasible. Both the level

and structure of el6ctricity tariffs will be adjusted so as to achieve an

operational profit by xelc and allow it to raise the local capital to
sirstain a fower iector investment programme. Performance
contracts between the Government and KPLC, the Tana River
Development Company, and the Kenya Power Company will be
completed.

11.8.10 The special levy on motor fuels will be made operational,
initially.to provide the bulk of funds for roads maintenance but
overtirhe, levy rates will be raised to provide capital funds.
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11.8.11 The procurement, marketing and pricing of crude oil andpetroleum products will be fully liberalised. The"Government will
also conclude a performance contract with the National oil
Corporation of Kenya.

11.8.12 User charges for water supplies will be adjusted over
time to raise at least 70 percent of recurrent expenditures.

Social Services
1 1 .8.13 Government is firmly committed to a major reform of theh93fn sector, focussed on improved resources rirobilisation and
efficient allocation to cost effective public health intervention.
11.8.14 User charges for hearth services will be raised to provide
at least 9 percent of the sector's recurrent expenditures.
11.8.15 The Government will maintain a concerted effort toincrease public awareness of the Htv/AtDS, in recognition of theneed for interventions that will bring about sexuil behaviorat
change.

11.8.16 To maximise the impact of scarce budgetary resources,
the.effort.to improve the nutritional status of schooT-agachildren *iti
be limited to children in disadvantaged districts. tnsteio of mitr, tne
intervention will rely on feeding coot<eo meals oiseo on maize and
beans. The milk programme witt be targeted to reach pre-prir-_ 

-
gnd pre-school children in arid and- semi-arid ar6as.' othe?
interventions to be developed inctude de-worming school children
and providing them with Vitamin A prophylactics.

11.8.17 The Government's objective for the education sector is to
increase access to, and the quaiity of, education while continuing to
control and rationalise its own 

-expenditures 
in the sector. ihe

issues to be addressed include:

' the need to re-allo.cate expenditures towards primary and
se.condary education by reducing the share of univLrsity
education;

o the proportion of spending on supplies of educational
equipment will be increased. ln the case of poor districts
and other disadvantaged areas, textbooks frovision will
be improved;

. raise student-teacher ratios;

' determine and correct the causes of dropouts from
primary school;
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o institute corrective intervention measures for female
enrolment in ASAL areas, especially at secondary school
and university level; and,

. reduction of the large numbers of untrained primary and
secondary school teachers.

11.9 THE ROLE OF PUBLIC SECTOR (Chapter 10)

11.9.1 ln addition to macro economic policy and the provision of
an overall enabling environment, Government will concentrate its

activities in for main areas: maintenance and extension of social
services; the provision and maintenance of public infrastructure;
efficient administration and justice; and protection of the
environment.

1 1.9.2 The public service will be re-oriented to the adherence of
taws and reguiations, in particular non-adherence to the Finance
Act, Appropriations Act and procurement procedures will be dealt
with vigorously.

11.9.3 The anti-corruption Police squad will be strengthened
and supported at al! levels to etiminate any form of indiscipline.

1 1.9.4 The functions and associated staffing levels of the Public
Service will be determined on the basis ol need and budget
constraints.

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

11.9.6 Government will review salary scales and monetise
benefits of the Public Service.

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

1 1.9.8 The Ministries of Finance and OVp&MPND will prepare a
short term action plan to intensify training for key policy analysis.

11.9.9 The Parastatal Reform Programme will be speeded up.

Non-strategic public enterprises will be privatised or liquidated.
Strategic pjrOlib enterprise! will be restructured to enhance their
etficiency.

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

11.9.11 Government will implement a corporate governance
system lor retained strategic parastatals and will:
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. appoint the Boards of public enterprises from those who
are qualified and meet specialised criteria;

' negotiate performance contracts with Boards to define
objectives and operational performance criteria;

. provide enhanced incentives for improved performance;

. adjust tariffs to reduce the need for subsidies by public
monopolies; and,

. establish appropriate regulatory bodies to regulate
monopolies.

11,9.1? .A performance contract between the Kenya ports
Authority (KpA) and the Government will be completed.
11.9.13 KpA will privatise the maintenance of cargo handling
equipment and port infrastructure KpA will be em-powered t5
contract out stevedoring to the private sector.

1 1 .9.14 A new management Board for Kenya post and
Telecommunication Corporation will be formed,

11.9.15 Government will introduce legislation to parliament for
the separation of the post and telecommunications functions and
facilitate privatisation of those functions which are to be divested.
11.9.16 The new Board of rptc will agree on a performance
contract with the Government.

11.10 COORDINATION AND MONITORING
11.10.1 A co-ordination and monitoring department wilt be
establish in the Office of the Vice-President and Ministry of planning
and National Development. Annual reports on implenientation wiiibe presented to cabinet. lmmediate redponsibility for
implementation lies with individual Ministries and other 

'public

agencies. through National Development plans, sector siecific
sessional Papers, the Public lnvestment programme and tiudget
instruments.
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