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PREAHBLE

This Sessional Paper represenLs a departure from previous
practice. In the past, changing economic conditions have
required sessional papers on the economy Lo indieate adjustmenLs
in the ongoing development pIans. The \orizon of Lhese mid-term
sessional papers has been Lhe same a's fhe development plan
itqelf.

The situation in 1 986 makes iu imperative that fhis
Sessional Paper takes a more fundamental and long-term approach
than previ-ous mi-d-term revi-ews. Kenya has eome through a series
of economic crises: the oil price rises of the 1970s and the
decrine in Kenyars terms of trade, domesti-c infration of the
early 1980s, the world recession of the same period, and Lhe
devastating drought of 1984. Kenya has eoped successfully with
these crises, which ean be counLed as a major aceomplishmenL.
But, ihe cost has been high: economic growth has srowed to the
poinL where average incomes have barely risen the late 1970s.
But bec'ause the short-lerm problems have been brought, under
control, while progress has been made on reorienting the economy,
1986 presents a rlpe opporfunity Lo rook much farther ahead,
towards the end of the centupyr Lo determj-ne what kind of an
eeonomy Kenya is going to have then and how it is going to get
there.

As t,he firsl chapter makes crear, this opportunlty must be
seized now, before the pressure of population growth overwhelms
the economyrs capacity to produce and provide for it,s peopre.
The urgent need is Lo renew economic growth in ways that wiII
provlde jobs for the growing labour force, prosperity for the
mass of people in the rural areas, an equitable and widespread
sharing of the benefits of growth, and a iontinuing provision of
basic needs for aI1. The task of this Sessional Paper is to
propose a broad strategy and specifie measures to aceomplish
these goaIs. The fundamental importance of this task, and the
historieal opportuniiy to concentrate on accomprishing it,
justify both the exeeptional lengt,h of this paper and its much
Ionger time horizon than is customary for mid-term reviews. This
Sessiona.I Paper provides a blueprint for the next developmentplan and those to folIow.
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CHAPTBR 1: KBNIA IT{ 2OOO

At the end of this centunyr Kenya wilI have a population
of about 35 million people, 787 more than 1lved in Kenya in
1984. That populatlon wiII include a work force of 14 million
people, 6.5 million more than in 1984. These fufure workers have
already been born. To accommodate thaf work force without a rise
in the rate of unemployment, it wiII be necessary in the next 15
years almost to double the number of jobs ln Kenya. Moreover
at current trends, the urban population wilI reaeh 9 t,o 1

million by 2000, over one-fourth the lotal population, compare
to only 3 million (15I) in 1984. UnIess new workers can b
attracted ln large numbers to jobs in smallef urban centres and
on prosperous farms, it wilI be necessary to build at least six
cities the size of present-day Nairobir or. to watch Mombasa and
Nairobi expand into cities of iwo to four mi111on eaeh. And,
unless those worklng on farms and in rural towns continue to
raise their productivity, the runal population will be plagued by
uneeonomic subdivision of the 1and, migration into marginal
areas, fa111ng average incomes, and food shortages.

larger work force of Lhe end of the century; increased produe-

,
0

d
ea

a

1.2. To-accommodate Kenyars rising population, the. country
must enter a new phase of development and the .provision of baslc
needs. The f oundation f or t,hii new phase ffas to be renewed,
rapid economic growth: a target average GDP growth rate olT.6tr-E-
year iS-eSE Elis-hEi-Tor 1984 to 2000. Rapid economic growth wiII
have to be generated by job creation sufficient to absorb the

tivity in agrieulture to feed the nation, rai
ffitl-provIAe -expo7TEenues ; w idespread rural

se runa ncomes t
non-farm activlty

to provide jobs and good living standards outside the eential
cities; a dynamic informal sector that ereates jobs at 1ow cost

at alI income leveIs I and aand caters to the needs of people
res tructured industry, capable of employing more workers at high
pnoduc t,ivi ty
tureb.

and of creating export markets for Kenyars manufac-

1.3. Economic growth channelled in these directions will
provide widespread benefits for Kenyans of aIl income Ievelst
!mproving the distnibution of ineome. Indeed, there is littIe
eonflict between growth and income distribufion in Kenya, because
growth can only be sustained by the rising productivity and
incomes of farmers, herdsmen, and workers in Lhe informal (i-.e.,
very sma1l-scaIe) sector--occupations that employ over 71fr of lhe
entire work force and include virtuatly aIl workers from low-
income families.

1.4. Eeonomic gro
only way to ensure the
Kenyans. Needs provide
shelter, and clothing--d

wth channelled in these directions is the
provision of basic human needs,Lo all

d largely by families themselves--food,
epend on growing employmenL, productlvlty.



and incomes. Needs in which Government takes a role along with
families--education, health, and water--require a Browing revenue
base and thus growing national income. ,,1 L!-hgxt_ne p i rl eeoaorn i c

basic needs wilI be inLg_rowth, the-B-Iovisi-on of r-'ven thq-tn
jeopardy.

1.5. the resounces available to g

e they musL
sible . Limite 3nmo t roducti e w

enerate rapid
be us€,1 in the
1 require that

agricult,ural grcwth depend foremosL on the intensflication of croP
and Iivestock production. Limited capital wilI require Lhat nost
jobs be createri in agr:t-culture and Lhe informal sector. It is
est,imaLed t,haL, even with rapid growth and a continuaLion of the
high investment raLe cf 25% of gross dornestic produet, Kenya-wiIl
have only t 23 billion to invest over the period from 1984 to

'2OOO. It takes apprcximately f16,000 to create one new iob in
non-agricultural, modern wage-earning acflvities. If al I the
available f 23 billion ofl saving went to finanee investment in
the modern sector and none <-rf it were required to replace ageing
capital, only 1.4 million new workers woul-d find employment
over the nexl 15 yeans, leaving 6 million workers--\A% of !he
iabour force--without jobs in 2000! Obviously, Lhe modern, urban,
industrial sect.cr cannot be depended on to employ much of Lhe
growing work forc:. .To employ people on small farms, in very
smaIl-scal-e indusf-ry and services t c? in -sel f -employment takes
only a fraction of the f16,000 per worker required in Lhe modern
secLor. Clearly the bulk of 0he work force wiIl have to be
productively emplolerl in Lhese acfivities.

1.6. There i,s no escape from these stark realities. For
Kenyans to enjoy even modest improvements in their current stan-
dard of Iiving, it wilI be irnperative that:

econornic growth becomes the primary concern of
eeonom ic policy and t,hat, it is accel-erated Lo average
5.5% a Year f o the end of t,he centurY;

agrlculture remains the leading secLor in stimulating
eeonomic growth and iob creation;
t-he great majori-ty of new jobs be created, noL in the
cities or in large indust,ry, buL on farms and in
small-scaIe indrrsLries and services, both rural and
urban I

rncst invesl,nent be direc bed to create a prosperous
agriculLure, to build rural market centres and towns,
and oLherwise Lo support lnformal sector growth;

whaE investment does occur in modern induslry must be
hlghly prodrrctive, capable of employing workers aL Iow
cost and capable of competing in world markets with
modest proLection or subs\dy; and
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Government
decisj-vely,

policies
and soon,

and budgef allocations be moved
in these directions.

This Sessional Paper
imperatives.

lays out a strafegy to aeeomplish these

1.7. The,development st,rategy outllned in this Paper puts
great stress on the rural economy. Yet thls is not a blueprint
f or an agrarian so'c iety. For the nexL f if teen years, Govern-
menLrs strategy for industrlaLization must concentrate on two
approaches. FirsL, the domestic market for manufactured goods
must be expanded markedly and this can only be done if incomes 1n
t,he rural areas, where over 80tr of Lhe people live, rise rapidly.
Second, Kenyars industry must be restructured to become much more
efflcient, capable of competing against lmported goods in Kenya
wit,h moderate protectlon and of exporting profitably within the
PreferenLial Trading Area and further abroad. The aetions an-
nounced in this paper foIIow t,hese two approaches and thus lay
ihe basis for industrialization that meets Kenyafs aspiraiions
and t,hat is based on its own resources.

1.8. Much of the development strategy announced in this
Sessional Paper is derived from past development plans and other
sessional papers. There has been an underlying continuity in
development st,rategy sinee Independence, the principal elements
of which have been (a) encouragement of a mixed economy with
weIl-defined roles for both Government and the private sectorl
(b) a high priorit,y to agrlcultural developmenL even while
industrializaL4on was being undertaken; (c) an open economy that
t,akes fulI adrlantage of the opportunlties available in world
marketsl and (d) concen0ration of Government on ihe provision of
economic infrasLrucLure and social services, especially eduea-
tion, health and other basic needs. The major departures from
the Governmentrs previous development strategy have been (a) the
shift away from a heavy dependence on imporL substitution and
protection as the means to stimulate indust,rializatlon, towards a
policy of exposing industry progressively to international compe-
tition and encouraging non-tradit,ional exportsl and (b) instilu-
tlon of the District Focus for RuraI DeveIopmenL, which--puts mueh
greater emphasis and responslbility on the Dlstricts, through the
Distriet Development Committees, in planning and implementing
development.

1.9. This Sessional Paper proposes policies that eontri-
bute to Kenyats basic development strategy in the following ways:

a

a

a
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e.sbablished as a f ocus f or budEetary policv ( Chapt,er 3).
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te is firml v
economic - ba
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seL -in lhe context of
the runal and urban

(2) De
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(Chapfer 4).
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The leadlng role f the tri-nf ormal sector.rt
mes S o c es are

sup ort 1ts evelopm en t Chapterrrlnformal sectorrl
Throu g

I

(3)
J obs

Sesslonal Paper, the term
lnclude the self-emptoyed and
aIly less than 10 employees)

(5) Measures are spsesn,ced-
Kenyars structural adJustment lrf
lncludlng the announcement of
monopoly controls (Chapter 6).

very small-scale
ln both industry

ln creating
announced to

hout thls
s used to

flrms (gener-
and servlees,

,a

a

a

whether located ln cltles or rural areas.

(4) A preclse strategy' ls
securlty, lncome growth, em
expansion wlthln agrlculture

established for achlevlng food
ploymdnt creatlon and export
(Chapter 5).

to extend and intensify
modern lndustry and tradet

a new pollcy on prlce and $

The followlng chapter places this agenda within the context of a
\ macroecononlc framework for development.
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CHAPTER 2: I{ACROECOIfOI.IIC FRAI{ET{ORK FON DEVELOPMENT

The erucial role of renewed economic growth in achievlng
Kenyars development goals is elaborated further in this chapter.
The first section establishes economic growth targets to the end
of the century and shows how these lnteract with population
growth to affect per capita incomes. Section two discusses the
relationship between eeonomi-c growth and four other major
nationar goals: greater employment creation, provision of basic
needs, food security, and improved rural-urban balance. A third
section explores the constralnts to accelerated growth in Kenya,
especially the rate of saving, the productivity of investment,
Government financial and managerial resources, and the adequacy
of foreign exchange earnings. The fourth seetion defines the
reinforeing roles to be played by the prlvate'and publlc sectors
in aehieving higher economic growth and an equitable distribution
of lfs gains.

Growth Targets

2.2. Table 2-1 sets out growth targets for 1984-88 and for
1984-2000 by major seetor. The 1984-88 targets are conslstent
with those in the Development PIan 1984-88, with allowance for
aetual 1984 results, dominated by the drought, and a gradual
reLurn to the PIan targets by the end of the period in all
sectors. From 'l 988-2000, targets are based on successful imple-
mentation of the polieies contained 1n the Development Plan and
in this Sessional Paper. The economy shouldr over the long term,
be capable of overall growth approaehing 61 a yeara Attaining
this growth depends crucially on agrieultural value added growing
at over 5fi a year. The programmes outlined 1n Chapter 5 should
make this feasible. SimiIarly, the structural adjustment poli-
cies discussed in Chapter 6 should help stimulate manufacturing
growth at the target rate of 7.5% a year.

Table 2-1:

l

I

Section

Target Growth Rates I Seg-tor-@.a. erowm-of EP-fF5ctor cost)

1 984-8 1 988-2000 1 984-2000

3
5

7
5
5
6
5
3
2

3.5
4.2
6.5
5.0
3.7
5.2
4.8
3.8
1.0

1.
2.
3.
4.
5.
6.
7.
9.
10

Non-monetary GDP
Agricul ture
Manufacturing
Trade
Government services
Other sectors
GDP at factor cost
Population
GDP per capita

5
3
5
5
4
7
9
7
1

3.5
5.0
7.2
5.4
5.0
6.3
5.6
3.7
1.8

.i
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Population Growth and Per Capita Income

2.3. Perhaps t,he stiffesi challenge facing Kenyars people
over the next 15 years is to reduce the s:-ze of their families so
that the economy can provide adequati:1y for al-r Kenyans. Durlng
the 1970s, Kenyats population expandqd at, an estimated 3.8% a
year. Today, an rraveragerr woman, whose rifet,imE his0ory of
childbearing duplicates that of her contemporaries of alI age
groups, would give birth to almost B children; this is called the
total fertility raLe, and Kenyars is the highest in lhe worId.
XEre thTS-IffiIiffrat,e to remain constant un t iL 2000, Kenyars
population would grow by 4.3fi a year io reaeh 38.5 million in
2000, shown in Projection A of Table 2.?. If, insLead, families
were gradually to decide to have fewer children, so thaL by 2000

Table 2-22 Population and Income Per Capi ta in 2000

1 984 2000

1

2
3

4
5

Population (mns )
Fertility rate
Implied average growth
rate (fr per year )
Depe.ndency ratio
GDP (b) per capita in 1984
prices wit,h GDP growth

(1) 4.5fi per year
(2) 5.6fi per year

16-year increase([)
in income per capita
(1)
(2)

Sourees:

3
1.22(a) .24

19.5
7.9(a)

220
220

34.8
5.6

Proj ec tion
A

38.5
7.9

226
267

2.7
21 .4

Proj ect ion
B

3.7 -

1 .04
4
1

250
295

6

13.6
34.1

Development PIan,-le-8fElT--
Notes
(5)-estlmate based on lgTg census.
(b) At at market priceso '

1 984- 1 988, p. 1 44; Economic Survey

the total fertility rate falIs to only 5.6 children,
tion would be 34.8 million in 2000 (Projection B gf
an implicif average annual populatlon growth rate
year.

the popula-
Tabl e 2-1),

of 3.7% a

2.4. The decline in average famiry size lmpried by a
fertility rate of 5.6 would be a considerable accomplishment
for Kenyars family planning programme. The impried popuratlon
growth rate, 3.7fr p.a., is used in all projections contained 1n
this sessionar Paper. Yet, under Projection B the popuration in
2000 would be only 107 below that of Projection A. 0f eourse,

a
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,a the benefits of slower population growth wilr gather force
exponentlaJ-Iy and become subsiantial one or two decades into the
nexL century. Moreover, the impacl of even a l0% reduction in
projected population by 2000 could be conslderable. For example,
0he cost cf feeding and educating the nationrs children would be
much reduced, saving resources to invest in further growth, But
for aII practical purposes, Kenya cannot dramatically affect the
size of 1!s population at the end of this century and must plan
to accommodate it.

2.5. To provide rising incomes for a population of 35
milllon in 2000, it is necessary to expand Kenyars productive
eapacity faster than its popuJ-ation. Tabre 2-2 also shows what
would happen under Lwo alternative projections of growth in Gross
Dcmestic Product from 1984 to 2000: a slight improvement over the
rate of the past '10 years, to 4.5% a year, or a ma jor improvement
to 5.6% a yea". Line 6 of ihe tabre shows that, with the srower
growth rater sverage incomes by 2000 would be only 147 above
those in 1980, even if the rate of population growth i-s herd Lo
3.7% a year; but would hardly improve at all if populafion grows
aL 4.3% a year. However, if the economy can grow at the target
rate of 5.6% a yearr dverage- incomes can be 21 to 347 higher,
depending on populalion growth. crearry, for the next 15 years,
eeonomic growLh is the only way to make a significant impaet on
average incomes. Beycnd 2000, however, family planning measures
thai are undertaken today can also have a marked effeei. More-
over, rapid economic growt,h and urbanization should begin to
reduce desired family size and thus reduce birth rates in
Kenya, as'has been historicarry true everywhere in the world.

Inferactions between Growth and 0ther GoaIs

Greater Emplo yment Creat,ion

2.6. Population growt,h for t,he past decade has already
deLermined the.size of t,he labour force in 2000: all those who
will be potential workers then are alive today. Thus we know to
a close approximation that the 1984 work force of 7,5 mitlion
will become 14 million in 2000 (Tab1e 2-3). Even if the economy
creates jobs aL 3.4% a year from 1984 to 2000, which would be a
small improvement over the decade from 1972 Lo 1982, the unem-
ployment naLe would increase substantially. Projection A of
Tabre 2-3 shows therrresidualrt--a category thaf incrudes unsur-
veyed urban wage workers and casual workers, aS well as the
unemployed--rising from an estimated 137 of the labour force in
1984 to over 20% in 2000. If the residual is to fall from the
1984 1eve1, Projection B shows that over 6 mirlion jobs wirr
have to be created by 2000. This employment growth rate, 4.Zft a
year, would be unprecedenLed in Kenyars history.

2.7. The concept of ilunemployment'r is closely tied to
productivify. rt is important, not only that workers find jobs,
but also that jobs are sufficiently productive to yield adequate
incomes. Given the projected GDP growth raLe of 5.6fi a year from

a
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Table 2-32 Employment Creatlon
( I 000 of wor ers

1 984 200p

a

$

F

2000(b)

1

2

b. Non-wage agriculture

c. Rural non-farm (e)

d. Urban lnformal sector

Resldual (e)
(f of labour force )

Implied produetivity
growth (f p.a.) (S)

Labour force
Employment ( d )
(growth raLerfi
6[. Modern wage

vI

1984(a) A

14,000(e)

(2. 1)

B

14,000(e)
12,600

(5.0)
400
.5)
400
0.0)

7, 500
6,520

1,150

3, 860

1,310

200

980
(13.1)

(4.2)
2,330
(4.5)
7, 030
(3.8)
2, 840

(4
1,
(t

3

4

p.a)
sector

11,150
(3.4)
2,060
(3.7)
6, 490
(3.3)
2 r250(3.5)

350(3.5)
2, 850
(20.4) a

(1.3)

Notes
Tafestimated from the Development Bfqq 1984-88, TabIe 1-4,

p.7,data for 1981 usi@etuET-Tg8T-cnffi'ev results for
2a and 2d and trend growth rates for all other estimates
exeept 3.

( b ) Projections for 2000:
A: Approximate historical levels of employment growth in

eaeh eategorY.
B: Suffieient acceleration of employment growth to reducerrresidualtt bo 11tr of labour force.

(c) Based on demographic projections in Development Pian 1984-
88, Tabre 6.4, p. 144, plus an assuffilffiio-fr-n-=Eh]6-pErticipation rate of the working-age population (15-59

I

6

(d)
(e)

(f)

ears) from 85tr to 821,.
neluding self-employed.

Most rural non-farm jobs are part-time work performed by
family farm workers. As bhe rural economy develops, more of
these jobs are expected to beeome fulI-time.
CaIcul-ated as a residual between the estimated total'work
force, the num6er of enumerated workers in the urban modern
brage and urban lnformal sectors, and the estimated rural
work force. Includes (i) urban brage-earners not enumerated
in the annual surveys; (ii) casual workers and (iii) tne
unemployed, including some of Lhose not seeking work. Thls
residual gives an.upper limit est,imate of the IeveI of
unemployment, for whieh dlrecf estimates are not available.
Based on 1984-2000 projeeted GDP growih rate of 5.61 p.z.

a
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1984 to. 2000r projectlon A in Table 2-3 implies that the produc-
tlvity of employed workers would rise by 2.0fi a year from 1 984 to
2000. But in order to prevent the unemployment rate from rising
over that perlod, as 1n Projection B, productlvlfy gro!'Ith could
be only 1.31 a year, which means that labour productivlty ln
20OO would be only 4f above f he level in 1984. Even to achieve
this modest result, jobs will have to be ereated at hisloriealIy
rapid rates: from 3.8fr a year on small farms to 4.5fi a year or
more in the modern wage and informal sectors, nural and urban.
To flnd the capital to create sufficient jobsr the modern wage
sector, both public and private, will have to find ways to reduce
lnvestment costs well below the f16,000 per worker cited in
Chapter 1. 0ne of Governmentts major development tasks 1s to
flnd ways to help the rural and urban informal sectors take on
additional workers equal to 1167 of their curnent numbers, with-
out sacrificing productivity gains.

2.8. In Sessional Paper No. 2 of 1985, the Government
stated its policy on employment creation. The essence of this
policy is that employment is valued as a means of participaiing
ln economic growth in a dignified and productive way; that the
employment problem must be seen as an issue of increasing the
productivity--and hence the incqmes-- of all wonkers I and that
lhe only lasEing solution to the employment problem ls long-term,
rapid economie growth with rising productivity. The central
theme of Uhis Sessional Paper is to establlsh a strategy for
achieving sueh rapid economic growth for the rest of the century.

Rural-urban Balance

2.9. For Kenyats development, it is important not only
that economlc growth should accelerate, but Lha! it should take
plaee as vigorously in rural as in urban areas. The goal of
balanced development between rural and urban areas has been an
explieii pari of Government policy aL least since 1970. District
Focus is beeoming an important instrument for achieving it. But
the rate of population growth and the threatened explosion'of
Kenyars major cities requines an intensified concern--and pos-
sibly new directions--for this policy. If the urban populabion
continues to grow at the same rate as during the decade between
the censuses of 1969 and 1979, it will reach 9 to 10 million b
2OOO and aeeounu for over 25l" of the population, compared !o 15
in 1984. This represents a mass j-ve shif t f ro_m rural to urba
areas and raj-ses the quesiion of where these new city-dweller
will work and where they will settle.

v
r
n
s

2.10. The goal of rural.-urban balance ii to manage devel:
opment so fhat it brings benefits to all regions of the country,
and fosters producti-ve interaction between\ rural and urban
areas. It aims 0o avoid the excessive concentration of popula-
tion in the two or three largest ciLies of the country, io pro-
mote the growth of secondary towns. and smaller urban settlements,
and to ensure that migration from nural areas does noE exceed the
capacity of Lhe cities to aceommodate new residents.

a
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2.11. The eornerstone of rural-urban balance is a produc-
tive agricultu!"e and livest,ock economy fhat provldes growing
incomes and err'pfoyment for rural families. Because t,his requires
thaf the produetivity of Lhe Iand and ibs farmers and herdsmen
continues to rise, there is a limit to t,he amount, of labour the
farms can absorb. Growth in agriculture also creates the poten-
tial for new indust,ries and services in the smalI cities and
Lowns of the rural areas. To ensure t,hai this potential is
real-rzed, a second component of development strabegy must address
ihe growth of very sma1l-scaIe manufacturing, commerce and other
services in rural- areas, for these will have to provide fhe bulk
of rura1, off-farm employment. These aetlviti-es will supply
material services which are essential to the deveJ-opment ofl a
prosperous agriculture, while also processing and marketing
farmersr outputs. The lack of such cenLres could handi,:ap
agriculturers adoption of more productive technologies.

2.12. A third component of rural-urban strat,egy concerns
the pattern of setLl-emenL among the cities, towns and smaller
cenLres through the counLry. Provision of transport networks
wiII be crucial to reinfonce the marketing and other links
beLween farms and markeL centres tllat wilL spring up naLuralIy in
bhe wake of a growing agricul-Lure. WaLer supplies and electri-
clty will be essential to permit such cenLres to growr as will
housing for the expanding populaIion. In building sucn infra-
sLrueture, Iocal materl_als, labour-intensive methods and inexpen-
sive designs must predominate. SmalI-scale, rural-based firms
and the self-employed will be encouraged to build a substantial
share of Lhis infrasLructurer especially 1ow-cost hou.si-ng. New
infrasLructure will and more producLive if it fol1ows, comple-
ments private sector activity. FinaIIy, attention must also be
paid to financing and managing ihis development at both ihe
national and especially fhe dlstrict and l-ocaI levels. These
issues are explored aL length in Chapfer 4.

Basic Needs

2.13. Baslc needs include the necessifies of a decent Iife:
adequate nutrition, shelter and clothing, convenient and clean
water, good health, and educat,ion. Provision of these basic
needs is essential t,o maintain fhe dlgnit,y of all people, but
also to make them be0ter able to increase lheir productivity and.
thus participate in a growing econony. However, the rel-afionshlp
between basic needs and economie growth is reciprocal: the best
insurance of the availability of basic needs is a rapidly growing
economy whose beneflts are wldely distributed.

2.14, The Government of Kenya has emphasized the provision
of basic needs ever since Independence. In the first post-
Independence budgeL, 1964/65, t17 milli-cn--measured in 1984/85
prices--was spent on education, healt,h and other basic needs. In
1984/85, this expenditure had nisen almost 12 times, to t197
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milrion. on a per capita basis, public expendlture on basic
needs'increased by almost six times, from T4 to over 400
shirrings per person in 1984/85 prices. rn l9Bl, Governmentrs
expenditure on educatlon, health and other basic needs equalled
87' of Gross Domestic Product, compared to 5.5% on average for
alI- the lower-middle-income counLries, wit,h per capita ineomes
3ust above Kenyats. In 1gB5/86, over one-thlrd of fotal Govern-
ment outlays will go for waLer, health and education, while of
the recurrent ministry outrays, over 42fr is to be SpenL on these
servj-ces. TotaI outlays would be much hlgher if privat,e expendi-
t,ures on basic needs were ineluded, because most food, sherter
and clothing are of course provided by individuals and families
and a considerable share of public serviees such as educaLion is
actually financed by t,he beneficiaries and their families.

2.15. These public expenditures on social services, along
with the growth of incomes, have made an important differenee in
the quality of life for Kenyans. Since 1960, the recorded over-
aIl death rate has been cut in half, to 12 per thousand ofpopulation pen year, while recorded infant deaths have been
reduced from 138 to 81 per thousandr dDd Iife expectaney has
risen by more than 10 years. Less than half the eligi-bIe children
were enrolled in primary school in 1960, while today more than
907 are enrolred. Primary enrorment rates for girrs hpve more
than tripled in that period. AduIt IiLeracy has risen fnom 201"
to about 50il over the last 25 years.

2.16. These and other improvements in well-being glve more
Kenyans the potenti-a1 for pnoductive involvement in the economy.
In that sense these have been good investments for Lhe people
and the Government. However, many such investments take a long
t,1me--up to 15 or 20 years--to result in additional tangible
resources i-n the f orm of higher per eapita output,. Moreover,
Lhe individual reali-zes no economic reLurn on investment in basic
needs unless he or she event,ually beeomes productively employed.
Of course, outlays on basic needs cannot be judged entirely as
investments in fut,ure growth and employment. They have some very
imporLant, lmmediate benefits in fhe welI-being, digniLy and
greater safisfaction of the beneficiaries. But expenditure on
basic needs necessarily competes wit,h expenditures on other
activities, many of which w111 enhanee Kenyars productive capa-
city in a much shorter time. Moreover, even thls apparent eon-
fI-i-ct disappears when it 1s recogni.zed that families are the main
providers of the most fundamental needs--food, shelLer and
clothing--and that growing employment and incomes are necessary
to provide for these needs.

2.17. Among Government basic needs outIaVS r some offer
more immediafe growth-oriented benefit,s t,han oLhers. Within
education, for exampre, more emphasis should to be praced on
imparting practical skilts in primary school and in developing
village polyfechnics to traln primary school graduates for immed-
iafely available workr frostIy in the vital rural informal secton.
urtimatery, the continued provision of basic needs depends on a
more rapidly growing economy to provide the necessary resources.
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Thus the balance must shlft (a) away from expenditures on baslc
needs ln favour of outlays on more lmmediately produetive
activities and (b) within basic needs, to favour those servlces
more orlented to lmmediate economic returns and employment. Inaddltion, (c) all basic needs must be provlded more cheaply and
efflciently to ensure that llmlted resources reach' growlng
nunbers of beneflciarles with inreasing effectiveness.

2.18. Some simple comparisons suggest the requlrement for
Government to contain the growth of expenditures on baslc needs
in the near future. ProJectlons for the next four flnancial
years--from 1985/86 to 1988/89-- show that minlstry expenditures
must be constrained to grow by less than zfi a year over
lnflation. By contrast, real expenditures on health, education
and other baslc needs have grown by 6fi a year over the decade
from 1974/75 to 1984/85. As these expendltures already account
for over 42fi of the recurrent budget (excludlng debt serviee), it
ls clear that thelr growth must be slowed considerably if baslc
needs ls not to swamp other essential services and investments by
Government. Wlth populatlon growing at 3.7tr per year, even
malntalnlng per caplta levels of outlays for basic needs will be
dlfficult without endangering economic growth.

2.19. Part of the answer to this problem lles ln contrlbu-
tions by the lndividuals and famllies who beneflt from facllitles
provldlng basic needs. But contributions by beneflciarles 1s
already a maJor ltem in many family budgets. For exampler
parents already contribute about a quarter of the cost of primary
education and about two-thirds of the cost of secondary eduea-
tton. For most famllles these costs are major and for many they
are prohlbltive. They also compete with more immediately produc-
tlve outlaySr such as lnvestments in family farms and sma1l
businessr that are essential for private sector growth and for
the provlsion of faml1y-provided baslc needs. So the balance
between expenditures on long-term basic , needs such as educatlon
and on nore lmmedlately prodUctive activities 1s an lssue not
only for Government, but for the entire economy and soeiety.
More rapid economic growth ls essentlal to provide both Kenyars
families and the Government with the resources to fi-nanee Iong-
term baslc needs, even if renewed eeonomlc growth may require a
slower growth of basic 'needs outlays for a tlme. smarrer
fam1lles are also necessary to make it possible for limlted
expenditures on basic needs to provide a rislng standard ofIlvlng. .

Food Security

2.20. Government will continue to pursue its long-standing
goal that most of the nationts food requlrements be met from
domestlc productton. This alm w111 become lncreaslngly difficult
to achleve in the face of rapld population growth, rapid urbinl-
zation and a virtually flxed suppry of land. A potentiar con-
flict wlth long-term economlc [rowth may emerge if food produc-
tlonr €speclally of maize, wheat, milk and meat, begins to
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encroach on land needed to produce export crops that are essen-
tlal to economlc growth, to rlslng farm lncomes, and to forelgn
exchange earnlngs.

2.21. Fortunat€1y, sound management of agrlculture can
avold thls damaglng confllct of goals. Kenyars two maJor export
crops, coffee and tea, are grolrn on less than 5N of the agrlcul-
tural land. A 70fi expanslon of area ln these two crops would
reduce land avallgble to food crops by Just over 31. Such an
expanslon, together wlth measures to iacrease the y1elds of
qoffee and tea on already planted land, ls recommended ln Chapter
5 as the nost effective way to generate. rapld growth ln farm
lncome, employment, and exports.

2,22. The long-term growth 1n productlon of malze, wheat,
n1lk and other food crops necessarlly depends upon lncreased
ylelds from land already under food crops. To accompllsh output
growth of 5$ a year, and a much more rapld growth ln marketed
output for urban consumptlon, three broad approaches must be
pursued slmultaneously. Flrst, lnputs, especlally fert1llzer,
must be made w1de1y avalIabIe ln eonvenlent packages and at
convenlent locatlons. Thls w111 requlre attentlon to the narket-
1ng system and 1ts development. Second, farmers, especlally
snall farmers, nust be made aware of lmproved farmlng practlces
by a more effectlve extenslon servlce and lnduced to practlce
lmproved husbandry through prlce and other lncentlves. These two
approaches are capable of sustalnlng adequate lncreases 1n food
productlon for less than a decade. After that, lt wlII be neces-
sary to lntroduce new, hlgher-yleIdlng varletles of malze and
other gralns to sustaln growth and provlde food securlty. Thus
the. thlrd essenttal approach 1s to focus Kenyats research capa-
clty lnmedlately on the development of new varletlesr most par-
tlcularly of malze, for lntroductlon wlbhln the next decad'e.

2.23. If such a three-pronged effort ls successful ln tnore
than doubllng crop ylelds, food securlty can be achleved.slmul-
taneously wlth rtslng farm lncomes and employmentr wlthout con-
protutslng the growth of agrlcultural exports. Indeed, rlslpg
exports w1ll be necessapy to aehleve food securlty because even
under the bes! of condltlons, lt"appears lnevltable that sone
food staples, eertalnly wheat and vegetable olls, wlll contlnue
to be lmported. Thus there 1s no questlon of tradlng off raild
growth for long-tern food securlty: the two must be achleved
to$ether and Chapter 5 presenis detalled plans for accompllshlng
both.

Indus trlal I zat 1on
I

1, 2,24. AII countrles develop lnto more lndustrlallzed
sqdletles as lncomes lncrease and Kenya wlII be no exceptlon.
Intd'eed, the hlgher productlvlty and lncomes that accompany lndus-
trlallzatlon are an lntegral part of Governmentrs Iong-term
development strategy. IndustrlaILzaElon tas already made pro-
gress ln Kenya: ln 1964r manufacturlng plus constructlon plus
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utilitles aceounbed for onry 13fi of GDp, whereas in 1984 Lhe
accounted for over 191" cf a mueh Ianger economy. And industinia
growbh will continue tc be lead iag contribuLor" to income gro.rrlth
in Table 2-'l , manufactu;1ng is pro jeeted Lc expand aL over 7%year for the rest cf the cenLury.

2,25. ' rndustri aLizaLion must be soundry rooLed in 
reconomic resounce.s and needs of the country. At this june0

in Kenyars history, three prerequisites for accererat,ed ind
t,rializati,cn are missing. First, Kenya needs a larger and rapry growing domestic market -EiiTbsorp industriar gooos. A rai
market wiII permiE rnore industries to achieve economies of sQ
while also provrding more roorn fcr ccmpeliiive firms withinl
country, boEh to the benefit, of cons.trners. The strafegies d
eussed in this Paper--espeeiarly ihe emphasis on napid agric
tural growt,h and non-farm job expansion in runal areds-i-essentlal to create this largen domesLie market for manufaclugoods. I

I

2.26. .Second, Kenya need.s a more efficient,, low-cosL and
high-productivity manufacturing secLor., It must be able bo com-
pet,e wit,h lmports 1n Kenya under moderbte protecLion, so that
consumers do noL pay undue costs for industrial:-zaNion. And
manufacturing musE be able to export its products withinithe
Preferential Trading Area and t,o eountries in other parLs of lhe
world. Thls wiIl require a sustained effort over the nex,t 15years, as hlghIy proLected industries reduce their costsl and
others ]earn Lo export. Moreover, Lhe new industries that "df up
in Kenya must both conserve eapital and creat,e more jobs than in
the past if they are to serve developmenl goal-s. The programme
of market-based incent,ives, oulrined in chapter 6, is designed to
rnove indust,ry in tnese direcEions.

2.27. I-hirjl, Kenyanizat,ion of industry requires a,much
larger suppty--o-F-6ntrepreneurs fo pioneer new pnoducts and mar-kets. There will be sevenal- sourees of new Kenyan entrepreneurs,
lnc-1-uding_ retail trade, other serviees and, mosL impontanilly,sruall-scaIe industry. Indeed, a large measure of Kenyars indrrs-
!rlalization will be carried by small industries. The emphasis
1n this Paper on developmenL of the infonmar sector, and !hetpectflc measures outlined in chapt,er 4, will promoLe the dmer-
Sence of Kenyan entrepreneurs, some of whom will expand tinbolargen lndustriai ventunes oven Lime. Onee lhe rlomestic mdrket1s enlargedl lltlDufacfuring becomes more produclive, and srrlall-
scale flrms are esiabllshed a.! an lmportan! force in manufaitur-tng, Kenyats lndustrlarlzatlo! can proceed on a sound baSis,eontrtbutlng far mor€ effectlvely co Lhe countryrs deveropment.
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Gross Natlonal Product and
Domestl c sa ulng s mlsleadlng

1965-69 1 970-7U 1975-7 9 1980-8ll

. Saving

2.28. Kenya has, ever since Independence, been able to
save and lnvest a substantial fracUidn- of its Gross Natlonal
Product. (For technical reasons,
Saving are used here; use of Gross

a

because it counts debt servlee and proflt remlttances as part
of Kenyanstr savlng.) TabIe 2-4 shows thab, over the pasi l5
years sincet 1970, about 25tr of GNP has been lnvested on averagGr
Thls has beien financed lncreasingly by forelgn atd and lnvest-
ment, whlc[ rose from 7.5% of GNP ln 1970-74 Eo 9.5N tn 1980-811.
Thus Gross NaEtonal Saving--fhe amoung of lnvestment ftnanced by
households, domestj-c corporatlons and the Government of Kenya--
has faIlen from 17.gtr of GNP in the early 1970s Lo 16,11 tn past
five years. I

I2.29. I lTne decline ln the share of Gross NatlonaL Savlng ln
GDP ls a maElter for concern and needs to be reversedr for tro
reasons. FilrsU, average prices of investment goods appear to
have been rising 3N a year faster bhan average prlcei-of aII
goods. H the real value of savlng has been decllntng; 1.€.enqe

afro
tab Kenya cannot count on so hl Iha

1t takes re saving 1n 1 985 to accompllsh the saoe real
lnvestmen 1n 1975. Second,

lgn savlng for the future. Indeed, K enya r 111
rease ils naLional savtng to reduce both fore lEn

nt.and its dependence on forelgn atd and lnvestme
Kenyats lnvestment and savtng perforuance have

easonable by internatlonal standards: bhe rate of

vestmenE and Saving, 1970-1984
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alnvestment 1s above the average for
trfes wlth lncome Just above Kenyars,
only sllghtIy below the average.

lower-mlddle-lncome coun-
whlle the savlng rate 1s

2.30. The further breakdown ln natlonal savlng glven ln
Table 2-3 suggests that some of the recent decllnes nay be due
to Government. Calculatlons of savlng 1nev1tab131 lntroduce largeerrors and are approxlmate at best. Nevertheless, the table
shows that Prlvate Natlonal savlng suffered a maJor drop ln the
late 1970s, but has recovened 1n the 1980s to 16.9N, a level not
seen slnce the late 1960s. Meanwhlle, Governnent, whlch had been
a net contrlbutor to natlonal savlng untll 1 980, appears to have
been dlssavlng by close to one percent of GNP 1n the 1980s,
Thus, although measures to lncrease prlvate savlng remaln lmport-
ant, Government must bear a maJor responslblllty fon lncreaslng
savlng by reduclng lts deflclt of current expendltures over
current revenues. Thls suggests that the recent decllne 1n
revenues as a share of GDP must be reversed, but that, neverthe-
lessr contlnued flscal strlngency wlll becone a long-term feature
of Government operatlons. 5

Productlvlty of Investment

2.31. Rapld economlc growth requlres, not. only that a
country set aslde part of lts lncome as savlng, but also that 1t
lnvest 1ts savlng ln hlgh productlvlty uses. If Kenya had
been lnvestlng 25N of 1ts GDP productlvely, such that 1t took
four unlts of new capttal to yleld each addltlonal unlt of out-putr then Gross Donestlc Product ln Kenya would be growlng at 6l
a year. In fact, however, for the past decade savlngs have been
lnvested ln much lower productlvlty uses--1t has requlred nearly
slx unlts of new capltal to produce one new unlt of output--and
consequently Kenyars GDP has grown at Just over \tr a year. Thus\-a fundamental task becomes evldent: to accelerate Kenyats
growth, lt wlII be necessary to lncrease substantlally the pro-
ductlvlty of lnvestment. In order to understand how thls nlght
be accompllshed, lt ls necessary to know why the productlvlty of
lnvestment has been so low ln Kenya.

2.32. Part of the explanatlon for decl1n1ng productlvlty
of lnvestnent 11es ln the lnfratlon of capltal goods prlces
relatlve to those of other goods, whlch causes a progresslve
lncrease 1n the cost of lnvestment needed to yleld a glven lncre-
ment ln output. Thls w111 happen as long as capltal goods coo-tlnue to have a hlgher lmport content than other goods and theprlce of lmports rlses more rapldly than donesttc prlces. To
compensate for lnvestment prlce lnflatlon, Kenyans, w111 have to
save a larger part of thelr lncomes and lnvestors:Jw111 have to
reduce costs by shlftlng to less capltal-lntenslve actlvltleg.
Many of the pollcles dlscussed later ln thls papey' w111 support
these developments.

2.33. There are other reasons for ttie
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lnterest rates on loans are belng malntalned above
flatlon, to screen out unproductlve uses of Kenyars

t

place behlnd hlgh protectlve banrlers and Government encouraged
nany large-scale lnvestments--lneludlng lts own--at hlgh cost to
the economy. The result 1s an lndustrlal seetor that, although
1t sometlmes earns handsome proflts, st111 produces at costs
weII above those ln world markets and hes had dlfflculty adJust-
lng sufflclently to changes 1n market condltlons. Hlgh protec-
tlon often leads to overbulldlng of lndustrlal plant and may be
responslble for aome of the excess capacity observed ln Kenya
manufacturlng today. The demlse of the East Afrlcan Comnunlty ln
the 1 970s also created excess capaclty. Exports to Tanzanla and
Uganda accounted for 301, of Kenyats exports before 1970, but oqly
about 10, today. The depressed world market of.the early 1980s
dlscouraged export expanslon and hrorsened Kenyars terms of
trade, depresslng domestlc demand and exacerbatlng the problem of-
qxcess capaclty. The 1984 drought extended thls recesslon des--
plte the recovery ln elport prlces. Another cause of Iow Fe-
turns to prtvate-eapaclty can be found ln the.rlses ln o11 prlces
durlng the 1970s, whlch lowered the efflclency of exlstlng capl-
tal stock in all countrles. \

2.34. Most of thes\ causes of reduced prlvate lnvestment
productlvtty have etther eased for the tlme belng or have been
accommodated 1n KeDy4r albelt at lower IeveIs of productlvlty.
What remalns 1s to reorganLze the domestlc envlronnent so that
market lnaentlves encourage preclsely those prlvate lnvestments
1n all sectors that w11I contrlbube to substantlally hlgher
productlvlty. The converse 1s equally lnportant: market lncea-
;blves must dlscourage lnvestments ln Iow produetlvlty usesr even
rthough they hlve some appeallng features and are promoted by
strong lnterests. Four Government pollcles w111 play a cruclal
role 1n movlng the pnlvate sector towards hlgher lnvestnent
productlvlty. @[, trade pollcy 1s already belng reorlented to
reduce thg deg-ree of proteetlon afforded lmport-substltutlng
actlvltles and to lncrease the returns to non-tradltlonal
exports. No other set of policles w111 have a more profound
lmpact- on the productlvlty of prlvate lnvestment ln manufactur-
1ng.
the

Second
rate o 1n

savlng. Thlrd, renewed lntenslflcatlon of crop productlon of the
maJor expiFand food crops, along wlth a relatlvely small shlft
of-Iand lnto hl'gh-yleldlng export cropr ds outllned ln Chapter 5,
wlll ralse agrlcultural lncones and exports on already cultlvated
land. Fourth-, measures descnlbed 1n Chapter 4 9o proPote very
smalr-s6 lnformal sector manufacturtng and servlces w11I
channel lnvestment lnto lndustnles that promlse hlgh returns to
capltal and Iabour.

2.35. Government lnvestnent throu8h parastatals has shown
the same lnefflclencles as prlvate sec
Report on Publlc Expendltures recommended

tor lnvestment.
fundamental changes

The
lri

the Governmentrs approach to parastatals. New measures to nake
parastatals more reiponslble borrowers were announced ln the 1985
budget Speech. Although thts Sesslonal Paper focuse_s on prlvate
lnvestmeht, contlnuerl progress to lnst111 greater flnanclal and
operatlonal responslblllty ln parastatals ls an lntegral part of

)
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lncreastng the productivlty of capital ln Kenya.

2.36, Governmentts dlrect investments, have also become
less productlve 1n recent years. Flseal stringency has reduced
the real IeveI of resources Lo finance the development budget.
Consequently, the lmplementatlon of many projeets has been
sfretohed out and, once completed, many projects do not recelve
adequate recurrent allotments for operaLing costs. In order to
ralse the productivlty of Government investnent in development

ects, Government is undert,aking an excercisepno
rat
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onallzatlon lntended to ldenLif y high-yieldingJ
1

in budget
proj ee ts ;

concentrate resources on Lhese fo speed !hei-r completionl and
pnovlde fully for thelr operating expenses upon completi.on. At
the same tlne funds w111 gradually be shifted from recurrent and
dgvelopment outlays on basic needs with Iong gesCatlon periods
towards more lmmedlately productive outlays supporting agrlcul-
turer sDalI-scaIe lndustry and rural infraslnucture. Wlthin
baslc needs, resources w111 be shift,ed Lowards immedlaEely
productlve actlvltles such as youih polyLechnics and water sup-
pLtes 1n growlng rural markef towns. Details of the budget
ratlonallzatlon programme are conLained in Chapter 3.

Government Flnance and Management

2.3'1. FlscaI stringency wilI plaee a constraint on the
qchlevemeni of renewed economlc gnowih and all other development
goels. Two condltlons are central to appreciating the fiscal
constratnt. F1rst, revenues (tax reeeipts and payments for
Government servlces) are expected to grow at only 3.8fr a year net
of lnflatlon from 1984/85 Lo 1988/89. Second, at fhe same time
the deflclt musE shrlnk as a share of GDP, in order to control
lnflatlonr F€straln publlc indebiedness, increase Gorrernment
Oavlng and avold rtcnowding ouLrr private investors who need access
to donestlc credlt. These requlrements put a t,lght Iimit on
nlnlstry expendltures, which will grow by less than 21 a year net
of lnflatlon through 1988/89.

2.38. Government expenditure eannot continue growing at so
slow a rate lndeflnltely. Hence, during the remainder of the
Development Plan perlod 1t will be necessary to conslder revi-
slons to the tax struc0ure in order fo raise revenues from thelr
curnently low Ievel, 211 of GDP, towards 241, of GDP by the end of
century. Thls wlII enable ministry expendiiures Eo grow at 5f
a year to the end of Lhe cenLury, allowing for a reduced deficit(2.51 of GDP by 1999/2000) and growing inferest payments onpubllc debt. Indeed, 1t is anticipated that some revenue
oeasures may be capable of raislng expendilure celling even
before the end of the Pran period. But bhere is a rlmit bo lhepotentlal growth of ministry expendiiures, which wlJ,I be slower
than the gnowth of GDP. , 

,

2.39. Glven these resErictions on its resources, Government
can no longer emplcy such a large number of graduates and obhers
each year. slnce 1974, central Government emproyment has in-
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creased by 7.4% a year, almost twi,3e the rate of growth of Che
labour force. This employmenL policy has added so much to
Governmentrs salary costs tha! in 1984/5, 6O% of mlnistriesr
recurrent expenditure went to pay saianiesr compared Eo only 47fi
in 1979/80. Continuafion of this trend lnreat,ens a sharp reduc-
tion in the productivity cf GovernmenL servicesr as purchases of
needed complemenLary supplies 1s reduced. Sovernmenb will not
abandon it,s active role in provirling gooCs and services t,haf are
crucial to economic growt,h and peoplers well-being. But fiscal
strlngency requlres that fhe private secLor, wheNher sma1l-scale
or large', rurar or urban, must account flor an larger share of
investment,, economic growt,h, and enpioymen! creafion 1n the
coming years. It, also suggest,s the imporLanb role to be played
by District DevelopmenE Commlttees, Local OovernmenL Auchorltles
and Harambee groups in provldlng investinents ln rurar areas.

)-.U0, Governmentrs management capacity establishes anobher
limif to ifs role ir: rent wed development. Kenya is fortunate to
have a capable clvil servlce that is skilled in managlng bhe
traditlonal tasks cf Government. rn recent years, however,
Governmentrs basks have muIEiplled and gone beyond ihe tradi-
tional roIes, 1nt,o the managemenb of parastatals engaged 1n a
wide range of acLivities and inbo Ehe adrlinist,ration of a myi"lad
of frequently complex development, projects in every dlstricf and
sphere of actlvit,y. CenLr.aI Governrrl€ot has reached the limiU of
iis abilit,y to manage co.mpeten0Iy a growing number cf parasEatals
and development projects. Renewed growbh must fake place within
the context of fewer and more consolidafed Central Government
activlties, point,ing once again to the crucial roles of dlstrict'
and locaI authorities and of the private sector.

Foreign Exchanse

2.41. It is generally accepted thaf Ceveloping economies
requrire increasing quantiLies of certain imports they cannot
themselves produce efflcienLly--espeeially capifal goods, eertain
intermediaLe goods and many raw materials, €specially oi1. Even
vigorous import subst,itufion only ternpers--bu! canno',, elimlnaie--
this growing demand for i mports. To pay for these, countries
must increase export earnings and, in most cases, also seek
foreign capital. Beeause the rlemand for" imports bo fluel growth
typically outstrips the growr-h of expcrt revenues and the supply
of foreign capilal, many devetoping eounLries run into a foreign
exchange constraint fhaf limits ihe raLe at whlch they can grcw.

2.42. Most observers would agree thaL !he Kenyars economy
has been constrained in precisely this way. As Tabre 2-5 shows,

'the volume of merchandise exporfs has grown very littIe since !he
f at,{ 1960s, only 1.5% a year, Bod aII thaf growLh had taken
placie by the early 1970s. When service exporLs such as
trarJsportation and tourism are inc IudeC r r-he pic Lure brighLens
somti', as !otal exports (including cr)rnrnodity and net non-factor
servlce exporLs) have grown by-2.8fr a ye3r. tsuc ,3Veo thai grcwth
has been dampened by an adverse shif! in the Lerrns of trade:
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Table 2-5t Forelgn Exehange Constralnt
a

A. Commodlty imports as
a share of GDP at
factor cost(!)(a)

B. Indlces (1976=100) of
1. Real commodlty

lmports
2. ReaI commodlty

exports
3. Net non-factor

servlces exports(b)
4. Income terms of

trade ( c )

1965-9 1 970-4 1975-9 1 980-4

30 35 35 35

100

72

58

83

65

132

98

83

105

87

116

98

109

102

108

96

90

142

70

133

a

a5 Real GDP at factor
eost

C. Share (tr) of commodlty
lmports flnanced bY:

1. Commodlty exports 73
2. Commodl4y exports

plus net servtces(d) 85
3. Forelgn savlng (e) 13

63 66 '57

Source: CBS, jconomtc. Survey (varlous)

Notes:
TI)-at current prlces.
( b) Transportatlon, f orelgn travel plus ftother servlcestr;

excludes trGovernment transactlons 11.€.sfri deflated by the
GDP deflator.(c) A m.;asure of the lnternatlonal purehaslng pobrer of commodlty
erpcrt-o : Commodlty export earnlngs deflated by the commodl-
ty lmport prlce lndex.(d) Includes net outflows of factor servlees as a draln on
export earnlngs; 1.e. the amount avallabIe to flnance com-
modlty lmports ls export earnlngs net of payments for lnter-
est on forelgn debt and dlvldend repatrtatlon.(e) Equal to the current account deflcit excludl.ng

-----::iitl3lt:_i:-i:-li:l:_::1i _2?_:_'_1-:-l::1_ -____-_--?-

the purchaslng polrer of Kenyars commodlty exports fe11 by over
one percent a year from the later 'l 960s to the early 1 980s. And
annual debt servlce, whlch accounted for only 5tr of export €aFD-
lngs 1n 1970, now takes about 30tr of export revenues. Conse-
quently, as the table demonstrates, the neal value of lmports has
been stagnant over the entlre perlod from 1965-69 to 1 980-84 and
has decllned by 27tr slnce the early 1970s. Thls decllne 1n

76
26

74
26

71
29

I

I
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lmp_orts helps to 91pli11n Kenyq'.q.slugglsh growth rate of onry
4.3tr a year from 1970/74 to 1980/84.

2.43. Some of the gnowth that has occurred slnce the early
1 970s 1s due to lmport substltutlon but 1t 1s dlffleult to say
how mueh. Statlstleal analysls strongly suggests that the rlslng
prlces of all lmports, especlally of petroleum durlng the 1970s,
caused Kenyars lndustrles and e.onsumers to cut back on thelr use
of fuel and other lmports and to substltute domestlc goods and
factors of productlon from the mld-1970s onward. PubIlc andprlvate lnvestments 1n lmpont-substltutlng lndustrles such as
paper, and metal products contrlbution as we1l.

2.44, But thls same statistlcal analysis also suggests
that, 1n the absence of contlnulng lncreases 1n relatlve prlces
of lmports, lt w{II be necessary for lmports to grow at close to
the same rate as GDP. Some outcomes of the po1lcles eontalned 1n
thls SesslonaI Paper w11l work to extend lmport substltutlon:
rapld growth of agriculture and lnformal sector activltles, whlch
use relatlvely few lmportsl emphasls on growth of rural centres,
whose lnhabltants are not large consumers of lmpcrts; and the
general shlft towards labour-lntenslve methods, whlch w111 save
on lmported capltal equlpment. Agalnst th1s, however, w11r be
the lntenslflcatlon of crop productlon, whlch requlres lncreased
use of fertlllzer and other lmported lnputs, and the general
lncrease ln the urban populatlon, whose consumptlon dependl rela-
tlvely more on lmports than does the consumptlon of rural resl-
dents. 0n balance, lt ls expected that the import dependence of
Kenyars GDP w111 contlnue to decrease under these po11cles, but
the extenE 6t thls structural change ls not known. Under the
clrcumstances, 1t ls well to plan for export expanslon sufflclent
to flnance lmports that grow at the satre rate as GDP. Then, to
the extent that lmport dependence contlnues to decllne, forelgn
exchange revenues can be devoted to welcome lncreases ln regervegor decreases ln external debt.

2.45. Durlng the perlod shown 1n Table 2.5, Kenyars
exports have flnanced a decreaslng share of 1ts comDodlty
lmports. In the early 1980s, eonmodlty exports pald for only 57f
of commodlty lmports. When exports of servlces are added, but
allowance ls made for payments of lnterest on forelgn debt and
dlvldend repatrlatlon, then net\export earnlngs covered only 711,
of commodlty lmports 1n the early 1980s, whlle f orelgn .capltal
and transfers flnanced 291 of commodlty lnportsr trop€ thdn twlce
ihe share 1n the Iate 1960s. However, strong prlces for coffee
and tea lmproved the sltuatlon ln 1983 and 1984, when net export
eannlngs flnanced 80tr of eommodlty lmports. To reduce depen-
dence on forelgn capltal whlle sustalnlng hlgher growth rates
w111 requlre export growth of at leasL 5l a year, werl beyond
Kenyars recent experlence.

2.46. Thls ralses the lssue of
mlght come from. Table ?-6 shows that
dtverslfled, especlally lf exports of
and tourlsm, are lneluded. The three

where such export growth
$enyats exports are qulte

servlces, namely transport
Iargest commodlty exPorts,D
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TabIe 2-62 Export Proiections, 1982-4 to 2000
(VaIues at consLani prlces of 1982-4)

1 982-4 Average 2000

a,

Val ue
(tm)

Share
(%)

Va1 ue
(8m)

Share
(1)

Growih
Rate
(% p.a)

A. Commodities
Coffee
Tea
Petroleum products
0thers

TotaI

B. Serv j-ces ( gross )
Transport
TraveI
0thers

Total services

C. Tota1 exports(gross)

644 66 1560 68 5.3

17
13
14
22

1

2
3
4

5

170
130
132
212

550
280
160
570

24
12

7
25

7
4
1

6

2
6
0
0

18
14

2

34

1

2
3

4

172
135
24

340
310

60

15
14

3

4
5
5

0
0

0

331

975 100

710

227 0

32

100

4.6

5.1

coffee, tea and peLroleum products, accounL for 441 of the total,
while the two large service exports add 32fr; hence it takes five
dlfferent products and services to aecounL for ihree-quarLers of
Kenyars exports. Although it would be desirable to diversify
away from these five exports, the concentration is not So greaL
that further development of !hese major exports should be ne-
glected. 0n the contrary, Lhe nged for generating export growth
is so greaf that Kenya will pursue the expansion of any existing
exporE commodiiy or servj-ce that promises sufficienL returns for
ifs inveslment.

2.117. Chapier 5 on Agricullure contalns proposals for
expansion of coffee, tea and horticultural exporLs, while Chapter
6 on Industry and Trade deals with the incentive structure to
promote exports of manufactured goods, which have shown IitfIe
real growLh over the past few years. In addition, it is expected
that tourism wilt expand at about 5 percent a year, which is
bel ow the historic rate and should be feasible. Kenyars natural
attractions are becoming even better known Lo a wider number of
pofential visitors. The Government is committed to preservlng
these attraetions and promoEing growth of the Lourist indusLry.
Bot,h the attractiveness and competitiveness of the tourisL indus-
try will be kept under review and policies adopted as appropriate
to maintain Lhe growth of ihe industry.

a
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2.48. Table z-6 shows that it shourd be possibre to
achieve 5 percent annual growth ln exports (at constant prices,
except for coffee and tea) if the planned majon expanslons of
coffee and tea are ful1y implemented, substantial investment takeplace in non-tradilional exports, and the tangeted expansion of
tourism is realized. 0therwise, neither export grohrth nor GDPgrorrth targets wl1I be feasible.

2.49. The requirement for foreign exchange to finance
accelenated growth also poinfs Lo further import substitutlon as
an instrument of growth. Alihough the Government is establlshlng
a more openr cgmpetitive economy and is thus in the process of
reduclng gdneral levels of protection, thls does not mean that lt
is diseouraging import subsiltutlon. Rather, the distinctlon
needs to be made between efficient im port substltution 1n both
a
w
grlculture and manufacturing tJat can produce goods profitably
ith modest protection, and the highry protected, generalry

ineffic.ient substitutlon of the past. Kenya eannot afford fhe
Iatter, because it absorbs resources that employ relatlvely few
workers, often wastes capital, and involves high costs to both
consumera and the Government. The trade poIicl' regime deseribed
in Chapter 6 wiIl encourage efficlenl import subsLitution that is
eonsistent with Kenyars other goals of high employmeni genera-
tion, better rural-urban balance and a more competiLive economy.

Public and Private Roles in a Mixed Economy

2.50. Kenyars economy is and wilI remain a mixed economy.
Oovernment has long recognized the indispensable qualities that
the private sector brings to development. In Kenya, the private
sector covers a wide range of economic acLivlty. At 1ts core
are the small farmers and Ilvestock herders who direct,ly employ
over half the countryrs entire Iabour force. The second largest
element is the informal sector, comprising very small-scaIe
flrms and the serf-employed. Agrlcurture and the informar
sector together employ almost three-quarters of the Iabour force(see Tabre 2-3)r so clearry the future prosperiLy of the vast
majorit! of Kenyans depends on development of these two elem.ents
of the private sector. The third erement, modern rarge-scare
farms and fi-rms, is important because it employs Kenyans at
higher productivity than the other two sectors. To some extenL,
rlsing incomes per capita will depend on the rapid expansion of
this high-productivity group of activities.

2.51. 0f the fotal labour foree, Government employs close
to half those engaged for wages in the formal seetoi", but ln turn
accounts for weII under 10tr of Lhe total work force. Thus on the
basls o,f sheer size and coverage alone, the private sector mustplay the dominanL role in revitalizLng Kenyars economyo FurLher,
only the privale sector, guided by price signals and other lncen-
tives set by Government, can make and implement fhe myriad of
decislons required to run an economy as comprex as Kenyars.
Moreover, Kenyafs private sector includes the kind of dynamic
entrepreneurship that is essential to a long period of sustained
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econonlc Srowth.

2.52. Although the bulk of employment and lncome growth
w1II be generated by the prlvate sector, Kenyafs development w1II
contlnue to be gulded by Govennment through a varlety o,f lnstru-
ments to ensure both rapld development and the equltable dlstrl-
butlon of the resultlng beneflts. F1rst, dt the heart of'
developnent ls the need [o malntaln a stE6T-[o1ltlcal and €con-
omlc cllmate ln whlch the prlvate sector can operate. Thls 1s
sotretlmes taken for granted 1n Kenya, because desplte econonlc
vlclssltudes there has been a stable and secure polltlcal and
economlc envlronment slnce Independence. A second need 1s the
provtson of admlnlstratlve and so-cla1 servlces-EIilt cannot readl-
1y be provlded by prlvate enterprlse. Government w111 tetaln
substantlal responslbl.lIlty for baslc needs such as educatlon,
health, and water, although prlvate and Harambee efforts ,w111
remaln lmportant, and for the tradltlonal pub1lc servlces. In
exerclslng thls responslbll1ty, a bala.nce must be struck between
the deslrablllty of asklng beneflclartes to contrlbute lncreas-
1ngly to the cost of soclal servlces and the Governmentts concern
that those least able to pay stlll have access to such servlces.
Thlrd, Government wltl cont'lnue to provlde lnfrastructure to
ffiF'F6-rt prlvate actlvlty of all k1nds, especlally actlvltles that
occur ln rural areas and the expandlng rural market centers.

2.53. Fourth, Government wlll establlsh the market-based
lncentlves and regulatory structures that w111 channel prlvate
actlvlty lnto argas of greatest beneflt for all Kenyan.s: Il
dolng sor Governdent w111 rely less on lnstruments of dlrect
control and lncreaslngly on competltlve elements tn the econotry.
The general outllnes of thls fourth functlon have emerged clearly
oveithe past slx years, 1n the Development Plans for 1979-83
and 1984-88, ln Sesslonal Papers No.4 of 1980, 1981 and 1982, and
1n the past several Budget Speeches. The underlylng alm 1s to
establlsh an lncentlve envlnonment under whlch prlvate partlcl-
pants of all slzes ln aII sectors can make proflts whlle slmulta-
neously contrlbutlng to wldely shared development ln Kenya.

2.54. Elements of thls strategy have lncluded a fIexlbIe
exchange rate pol1ey that malntalns over tlme sufflclent rewards
IffiF-orTTfi'E of all commodltles and for efflclent substltutlon
for lmports; farm prlces that enable small and large farmers to
earn adequato lnComes to cover lncreases 1n the costs of lnputs
and the cost of llvlng, thus movlng towards greater food securlty
and an lmproved rural-urban balance; lnport tarlff and llcenslng
pollcles that reduce the costs of lmported lnputs ancl graclually
achleve more moderate leve1s of protectlon, thus lnduclng

. lndustry to lmprove lts efflclency and ab111ty to compete 1n
wonld markets; wage guldellnes that contrlbute to reduced lnfla-
tlon and encourage emFloymenT creatlon, and contaln the lncome

- dlsparlty between vrage workers ln the modern and lnformal sectorl
lnterest rates that ensure returns to savers exceedlng the rate
oI' lnrLa tT6TTnd also that select from among potentlal borrowers
only those wlth hlgh-produetlvlty uses for thelr funds; and, 1D
general, prlces that reflect real scarcltles and thus lnfluence

I
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users to conserve on those commodltles, such as petroreun
wood fuels, that are most scarce and therefore most costly to
economy. Government wlI1 also carefully scrutlnlze lndustry
ensure that resource allocatlon 1s not dlstorted by actlons
restralnt of trade such as monopoly exploltatton. A vlgorous
prlvate sector, respondlng to the lncentlve slgnals establlshed
by thls strategy, w111 earn proflts whlle contrlbutlng to accele-
rated growth, employment creatlon, lmproved ,rural-urban balance
and enhanced food securlty.

2.55. A central purpose of thls Sesslonal Paper 1s to
spelI out 1n deta1l the pollcles that have already establlshed
such an economlc lncentlve envlronment, to extend these pollcles
ln certaln areas, and to lndtcate ways 1n whlch lmplenentatlon
needs to be lmproved to make exlstlng pollcles more effectlve.
Suggestlons along these llnes are contalned ln Chapters 4 to 6.
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CHAPTER 3: FISCAL AND MOIETARY POLICY FOR RENEWED GROWTH

Goals for Fiscal Policy

The tasks for fiscal policy to the end of this century are
inherent in the macroeconomic framework of the previous ehapter.
First, the budget must sfabilize the econoilyr dampening any
inflationary tendeneies. To accomplish this, the budget deficit
musL be reduced gradually to a level not exeeeding 2.5fr of GDP aL
market priees. Second, Government must begin to contribute to
gross national savlifE-y restraining its expenditures in order to
yleld surpluses of curnent revenue over current expenditure.
Third, Government will reduee its claim on prlvate credit markets
so that private investmenL can be financed increasingly from
domestic sources. Fourth, Governmeni must consLrain the growth
of publie deb! to manageable levels, to avoid an increasing drain
on the balance of payments and to ensure that suffieient revenues
remain available after debf serviee payments to finance necessary
expenditures. Fifth, Government wilI ensure that allocations are
adequate to imptement the development priorities announced 1n
subsequent chapters of thls Sessional Paper. This is IikeIy to
require a significant reallocation of resources so ihai directly
productive activities, especially agriculture, and carefully
targeted lnfrastructure expenditures,. especialty those intended
fo promote rural-urban balanee, obtain Iarger shares of total
budgetary outlays than has been the case in recent years.
Sixth, Government wilI ensure that alI its investments become
productive as soon as possible fhrough a programme of budget
rationalization described below. FinaIly, both fiseal prudence
and the need to fund priority development expenditures maY re-
qulre some inereases in the IeveI of taxation relative to GDP.
This level has been falling in recent years.

Fiscal Projections to 2000

3.2. These fiscal goals Iead to projected budgeb outturns
that are shown in TabIe 3-1. A1I such projeetions are approxi-
mate, of course, especlally those for the end of fhe century.
But even approximate estimates reveal several crueial features
that wilI constrain Governmentrs budgetary outlays and determine
its budget polieies for the rest of the century. Flrstr estl-
mates of ordinary revenue, dominated by Lax colleetions, reveal
a much Iower share of GDP for 1985/6 compared Eo the levels of
the early 1980s, when ordinary revenue approached 25tr of GDP
(lines 1 and 9 of the table). This decline is caused in part by
tax changes conslsLent wiCh Kenyars struetural adjustment poli-
cles, especially redueed import taniffs. The projected rise of
revenues to 241, of GDP by 1999/2000 will require adjustments in
the tax structure, discussed below.

t
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BudeeL+ (8 m

Projections, 1984/85
illion in pricesofl e8

,-
1999 / 2000

4/85)
TabIe 3-1:

7.

8

1984/5
Prov I I
Actual

1985 / 6
Printed
Est imts

1 999 / 2000
Proj ected

Growth
rate(Xp.a. )
1984/5
1999 / 2000

1. Ordinary revenue
(including A-I-A)

2. Forelgn granLs
1 009

79
1 030

102
2490

154
2
6

1

7
4

8

6
4

6
0
5

6

3
4

5
6

Total revenue (1+2)
Deficit t,arget
Tofal sources ( 3+4 )
Less: CFS ( interesf

+ pensions )
Total ministry
expenditure ( 5-6 )
do Recurrent
b. Development

207 541

1 088
235

1323

201

1 122
790
332

21 .8
5.1

24 .2
17.0
7.2

1 132
198

1 330

1 123
7TO
353

21 .3
4.1

23.3
16.0
7.3

2644
259

2903

2362
1 663

699

5.1
5.1
5.1

Share (1) of GDP
9l-U-roffi'arfrilenue s
1 0. Defleit
'l 1. Ministry expend.

zr. Recurrent
b. Development

24. O

2.5
22.8
16.'.l
6.7

3.3. Second, the defieit target of 2.5% of GDP by the end
of the century (Lines 4 and 10), combined wit,h modest growth 1n
revenue, puts a eonstraint on the growth of total resourees
avallable to finanee Governmeni expenditures. Line 5 of the
t,abIe shows that t,otal resources will grow at only 5.\fr a year,
slightly less than projected GDP growth of 5.6% a year.

3.4. Third, defieits of past years have fheir continuing
impaet in the form of Governmentts growing obligation to service
lts debt. This obligation could only be redueed if Government
runs a surplus for a subsLantial period. But that of course
would eut into total resources available for expenditures for
several years. Pension payments are an obligation of Government
Io retired civil servanLs and must.also be honoured. Thus debt
service and pension payments--whieh will rise at close to 71 a
year uniil 2000--wi11 continue to soak up growing shares of
Governmenl revenue (Line 6).

3.5. Fourth, the resulf of these forees is a limit to the
pot,ential gffiiffir totar ministry expenditure, shown as 5.1f a
year to 1999/2000 (Line 7). But expenditure growth wilt be even
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slot{en over the current forward budget perlod to 1988/9r Thus
Government spendlng, whlch 1s proJectea to faI1 from 24.2, to
22.81 of GDP, w11I exert a sIlght drag on an economy proJeeted
to grow at 5.61 a year. Thls ls conslstent wlth the pol1cy of
encouraglng the prlvate sector to play a larger role ln develop-
ment.

Bevenue Reform

3.6. The revenue proJectlons of Table 3-1 lmpIy changes
ln tax structure ln order to lncrease collectlons to 24tr of GDP
by 1999/2000. To achleve thls, the Mlnlstry of Flnance wl11
soon undertake a comprehenslve study ot' the tax system. The
revlsed tax structure wlll meet the followlng crlterla:

(1) Revenues should be raised to 24fi of GDP over a number
of years 1n order to permlt expendlture to groh, at an
average 51, a year from 1984/5 to 1999/2000.

a

?

(2)
thus
Any d

The tax structure should favour savlng and lnvestment,
consumptlon.laclng the greater burden on taxatlon of

slncentlves to l-nvestment wlll be removed.
p
i

(3) The tax structure w111 have to promote rural-urban
balance and meet other goals of an equltable dlstrlbutlon of
lncone.

(4) The new structure must advance Kenyats structural ad-
Justment by extendlng recent changes, especlally ln lmport
dutles and export compensatlon, that make lndustry more
competltlve; reductlons ln Preferentlal Tradlng Area lmport
dutles are among the more lmportant changes to be accomno-
dated.

(5) Tax revenues must be responslve Lo changes ln GDP, so
that Government revenues wlII keep pace wlth lncome growth
wlthout annual changes 1n rates.
(6) Taxes nust be collectable and enforceable at low cost.
Admlnlstratlon of all taxes must become more effectlve and
efflclent 1n colleetlng all revenues due. Although 1m-
proved collectlon of exlstlng taxes wlII lncrease revenue,
thls w11I not be sufflclent by ltself to meet Governmentrs
revenue target.

Partlclpant Support

3.7. Even wlth revenue reforms, Governmentrs resources
w111 remaln llmlted. At the same tlme, the entlre thrust of thls
Sesslonal Paper 1s to shlft resources toward growth-produclng
actlvltles. Yet GovernmenL remalns commltted to dolng as mueh as
posslble to ensure that both soclal and economlc servlces are
wldely avallable to the publle.

a
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3.8-. The only way out of this dilemma is to lnvolve those
who partlcipate in Government services lncreasingly in financlngthe recurrent cosLs of these activities. Government has lonccharged fees for certain services. The coverage and leveI oft\ese charges will be reviewed in specific cases where partlcl-
pant support has fallep behind the leve1 of costs and the ability
to payi and certain n'ew charges wlrl be considered. rn this
Sessional Paperr specific proposals are made to increase the
extent of participantsr support, especially for services provided
by Iocal authorities, for livestock development, and for agricul-
tural research.

3.9. If the strategy proposed in this Paper is successful
in generating widespread economic growth, then families will have
larger incomes from which to help support these services. How-
ever, iD implementing measures to lncrease participant support,
eare will be taken to ensure that, wh1le those who can pay will
do sor no one will be denied access if they are genuinely unable
to afford the fees. Moreover, it wirl be essential to convey to
aI1 participants preclsely how they can beneflL from the services
belng offered.

Harambee

3.'10. Harambee activities have made a major contrlbution t
to development projecLs slnce Independence. Over the years,
Harambee has provided capital equalling between 4 and 1O percent
of Governmentrs annual development expenditures. Many schools,
clinics, and other facilit,ies wourd not exist today without
Harambee efforts. Government has already taken steps 0o ensure
that these contributions continue to be used for their intended
purposes by providing for the audit of Harambee funds.

3.11. Audit of funds makes possible a desirable innova-
tion: ihe use of Harambee to support the recurrent costs ofprojects. At present, the operating eosts of many Harambee
projeets are assumed by Government. But budget constraints and
budget rationalization (see next section) will make that increas-
ingly difficult. HohIever, aid donors, though reluctant to fi-
nance recurrent costs, are ready to cover the capital costs of
projects. If Harambees can be organized to raise finance for
recurrent costs, then Government can seek donor support for the
eapital costs of projects. It is IikeIy that more Haramb,ee
projets will be completed and fulIy utilized under these arrange-
ments, eontribuUing fo the overall productivity of Harambee acti-
vities. Funds raised for the support of recurrent costs could be
invested in Government securities or in savings accounts and the
interest (prus a share of lhe principar) wourd be used each year
to cover operating and maintenahcd expenditures.

I
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Budget Ratlonallzation

3.12. Two major changes in the allocation of budget re-
sources will be implemented over the next several years. First'
for reasons suggested in the previous -chapter, it is imperative
that Government begin spending proportionately more on immediate-
Iy productive services. The following three ehapters will pro-
pose strategies for rural-urban balance, agricultural development
and sma1l-seale lndustrlalization that will require substantial
new eommitments of Government funds to botlr recurrent and devel-
opment expenditures. Government wilI have to increase its out-
Iays on infrastrueture to promote the growth of smaller towns and
rural centres, includlng roads, power and water supplies; on
agrlcultural research, extension services, tea and coffee plant-
lng programmes and other projects to raise agri-cuItura1 produe-
tlonl and on secondary polytechnies and credit programmes to
asslst -very small-scale industry and services 1n both rural and
urban areas. These expenditures wiII receive the first priority
ln allocatlons for future budgets.

3.13. As a consequence, the share of formal edqgati_on,
health and other baqic needs expenditures.wil1 necessarlly falI
from their eurrent leve1s. Government has been concerned about
the rate of growth of experlditures on education slnce 1975. In
previ.ous development plans and sessi-ona1 papers, Government has
stated its lntentlon to Ilmit recurrent expenditures of the
Mlnistry of Education, Science and Technology to 29 percent of
ministriesr recurrent expenditures. However, the institutlon of
the 8-q-4 system has caused the share to rise to 34 percent ln
1985/6, excludlng another 4 percent spent on training programmes
managed by minj-stries other than Education, Science and Technol-
ogy. The share of the Mlnistry of Edueation will be reduced
gradually to 30 percent, while that of the Mlnistry of Health
will be reduced from 9 to 8 Percent.

3.14. These reductions in budgetary share eould be accom-
plished withln three years without any decline in the real level
of expenditure on education and health, so long as the overall
level of minislry expenditure grows at the targeted 5 percent a
year. The Presiciential Working Party on Education and Manpower
Training for the Next Decade and Beyond will study and recommend
to Government precise means by which reductions in the budgetary
share for educatlon can be effected and the time it should take.
The terms of reference for this study should include:

( 1 ) the potential for and desirability of increasing fees
for higher educati-on.

(2) the potential for delivering education services using
proportionally fewer faeilitles and fewer teachers in rela-
tlon to the number of students;
( 3) feasible rates of expansion at aIl 1e!ets of
education; and

i
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(4) the importance
receiving voeational
dary polytechnics.
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of increasing the proportlon of students
and technical educatlon through secon-

To effeet a reduct,ion in the budgetary share of expenditures onhealth' a working parfy under the Ministry of Health will study
and nake recommendations to the Government on methods of reducing
costs through improved management of health facllitles and thehealth care system.

3.15. The second major change in budget allocations wilIlnvolve a coecerted effort to make aII Government outlays more
effieient and thus produetive through a process of budget ration-
allzatlon. Dlrect investmenLs by Government througE'-T6?-deveToF
m'A-E]Es'n-mates have been suffeiing a severe. decl-ine in produc-
tivlty. Durlng the past few years of stringency, the development
budget has grown more slowry than recurrent expenditure. rn
responser there has been a tendeney to stretch out project com-pretion over time, spreading shrinking funds over the same or a
EfQwing number of projects. This not only delays the benefits ofall projeets, but frequently increasei their costs and evenprevents some projects from ever being completed. At ihe same
time, eompleted development projects requlre recurrent outlays
that eannot be financed from the eunrent revenue base, rendering
these projeets less productive than they might be.

3.16. In order to raise the produciivity of
lnvestment in development projects, the Mlnistries of
of Plqnning and National Development are undert,aking
tlonallzation, with the following goals:

Govern m en t
Finance and
budget ra-

( 1 ) Projects with potentially high productlvity (hieh
benefit-cost rati-os) wirr be identlfied and their completlon
will be advaneed with an infusion of funds.

(2) Projects with 1ow potentiar benefits will be ldenti-
fied and postponed or cancelled to free up funds for pro-
jects with higher rates of return.
(3) The recurrent expenditure implications of completed or
almost completed development projects will be assessed and
sufficient resources set aside to fund these expenditures in
the eoming years, to improve the utilLzaLion of completed
facilities. This implies a shift of resources towards oper-
ation and maintenance expenditures of existing public exist-
ing facilities and away from lnvestments in new projects.
(4) New development projects wirl be funded only if they
are productivs investmenLs with a very high priority.
3.17. The general approach, then, is that availabre resoun-

ces for the development budget will be concentrated on fewerprqiects to shorten the eonstruction or implementation period,
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lnstead of spreadlng them too thlnly aeross a Iar.ge number of
under-funded ;;;l"oiJ. It the same itme' recurrenU allocatlons
wlIl be conclnt-rated to improve the utillzati.on of ex1stl^ng
capaclty and thus ralse the productlvlty of publlc lnvestments'
neiorms- fn budget procedures and in proJect data m-anagement ?Tq
already belng f-mpfemented to support tudget rationalizatlon' Al'd

donors are being asked to co-operate wlth thls appro?eh -b.y shift-
1ng funds from less to more iroductlve proJects; by flnanclng
recurrent costs of the proJects they support; and by shlfting
from loan to grant flnanelng.

Government Employment

3.18. Government has been employing people at an unsustaln-
able rate. Between 1974 and 1984; total rya8-e- employment ln Cen-
tral Governm6nl-rose-'UV 7.41 

-a fear (excludlng teachers)r 9om-
pared to only 2.8f ln tne prlvaie sect-or. Government has been
loing much iore than lts share to employ labour {9{o" entrants.
The emphasls on private sector growth must and w111 shlft thls
Uatanc'er so thai over the next 15 years private employers w111
create Jobs for the maJorlty of entrants to modenn sector, wage-
earnlng employment.

3.19. Suc| a shift is necessary from another vlerpolnt:
Government productlvlty. Outlays oh salaries as a share of
mlnlstrlesr recurrent expendlture has grown steadlly since
197g/80, when salarles equalled 47f of mlnlstrlesr recurrent
;utf;ys,'t;-iggUtS, when the share reached 60tr; Wlth Government
employment growlng much fasten than revenues measured at constant
pricei, thia fracilon will rlse over tlme. In some dep-artmelts
of Government 1t has already risen to crltical levels' For
ixample, salarles as a share of total expenditures 1n the re-
search servlces of the Mlnlstry of Agrlculture range from 60 to
6Or;-wnfle they exceed 90tr of ine allocatlons for the extenslon
servlces (cnapter 5). Wlth salaries absorblng so much of expen-
dlture, there is not adequate provislon for complementary_ resour-
ees, such as tnansport, Cypewritens, even paper.and penclls' that
are'requlred to miXe these offlcers productive. Unless a better
balance between personnel eosts ana complementary outlays 1s
icfrieveO, the productlvlty of many branches of Government will
falI below aeceptable leveIs. EventuallY, many servlces may
cease to be offered at aII, whlle offlcers contlnue to draw
galarles.

3.20. Governmentfs productlvlty problem ls made lrorqe
because the growlng numberi of clvll seivints make lt more costly
to ralse salarles-. Consequently, clvll service lncones faI1
behlnd those of private and parasiatal firmsr so that Government
nas more Oifflculty keeplng lts most senlor and qualifled offl-
cers, who contrlbute most to produetlvlty gains through thelr
mana[erlal or technlcal abll1t1es. This tendency- 1s relnforced
in ,iny-ninistrfes beeause the number of non-technlcal and subor-
dlnate staff 1s conslderably hlgher than requlred to support
senlor and technlcal offlcers. Addltlonal staff ln these grades

,
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erlll not contrlbute to hlgher productivity.

.3.21. Much of the problem of excesslve expenditures on
personnel can be traced to the current praetice of guaranteelng
enploynent ln Government to all students who complete courses at
Governnent tralnlng lnstltutions. In 1 983 there were approxi-
nately 32r000 such students. If half of them graduate each year'
thls adds about 4l annually to total wage employment ln Govern-
ment (lneluding teachers). The reeent practiee of offerlng Jobs
to all Unlversity graduates adds to this -figure.

3.?2. To reduce the unsustainable growth of the clvll
servlce, the followlng measures will be taken:

( 1 ) 'Enployment 1n Government wilI be based on nerlt and
achlevement and w111 no longer be Suaranteed for those
graduatlng from Government trainlng programmes, nor wlII aII
Unlverslty graduates wlthout prlvate sector Jobs be offered
Government employment. The numbers actually hlred will be
reduced gradually to a sustalnable 1eve1, conslstent with
avallable resources, stafflng needs, and the requlred
productlvlty growth of the civll serviee. Graduates w111
be encouraged instead to seek jobs 1n the private sectort
where employment wlII be expandlnS, and Government w111
asslst diploma and college graduates to find prlvate secton
positlons.
(2) The intake of students into Government tralnlng pro-
grammes wlll, be reduced commensurate wlth the number aetual-
ly to be hired by Government plus those expected to flnd
placement,s 1n the private sector. Tralning lnstltuti.ons
will revlse thelr curricula to lmpart sk1lls and attltudes
that prepare students for work in the private sector as well
as 1n Government. Government w111 conslder appropri-ate
expansions of Unlversity places 1n engineerlng, buslness and
other departments that prepare students for private sector
jobs.
(3) Within Government, manpower will be redeployed to Dis-
trlcts consistent wlth Dlstrlct Foeus for Development.

(4) Government wlII revlew its staffing requi-rements, Job
descriptions and evaluatlons to reduce overstafflng and
i-nc'rease productivity. The need to perform speclfied work
productively will in future guide decisions on the number of
civlL servants to hlre in any year.

3.23. The policy of contalning the growth of Government
hlrlng ls almed at reducing the sharE of labour costs wlthout
compromlslng economic growth. In fact, unless these pollcles are
lmplemented, Government wlII become increasingly unable to con-
tribute to irowth. A reduced growth rate for-the c1v11 service
does not mean reduced total employment. It does mean that a
Iarger share of total resources wil} be devoted .to expendltureg
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that make civil servants more productlve. Thus Government wiII
be able to provlde the same or more servi-ces with a shrinking
share of the wage labour force. With the renewal of economie
growth under the policies announeed in this Sessional Paper, the
prlvate secLor should expand rapidly enough to employ most of
those who might, under current policies, have been hired by
Government. rndeed, a major imprication of the deveropment
stnategy outlined in this Paper is to encourage graduates of all
kinds to Iook first to the private seetor, either as wage employ-
ees or as self employetl.

Financ ing of t,he Government Defieit

3.24. Budget projeetions for 1985/6 Lo 1988/9 show total
def icits of some t,775 million in 1984 /85 prlees over the four
years. Some of that total, perhaps up to f200 mi1lion, may be
obtalned as net loans from external sources, leaving some t575
mlllion of net finanee to be raised in domestie markets. Since
subs!antial amounts of Government debt mature over this period
and have to be repaid, Government gross borrowing will be con-
siderably larger. This demand for eredit from the Government
competes- with-demand for credit from the private sector. Over
the past several years, between one third and one half of aII
bank eredit has gone Lo finanee budget deficits. If the private
sector is to play its role in renewing eeonomic growth, 1t is
essential that Government does not absorb an excessive share of
finaneial resources.

3.25. To create an approprlate framu"oin for all-oeating
finaneial resources between fhe public and the privaLe sectorst
and also within the private sector, monetary poliey wilI eontinue
to move towards a greater reliance on manket forees. In
obtaining finance for Government, the fotlowing principles wiII
be applied:

(1) To the greaiest extent possible, finanee wiII be
sought from non-inflationary sources, i.e., from insLitu-
tions and markets other than the Central Bank and the comme-
rcial banks.

(2) To lengthen the maturj.ty of the government debt, long-
term finanee will be sought.

(3) Secondary markeis wiII be developed for government
debt to increase the liquidity of bhis debt and thus make it
more attractive to ho1d.

(4) To minimize fhe distorting effects on financial mar-
kets of Government debt operations, Government will develop
an effective system for the compet,itive marketing of rreas-
ury bil-Is.

I
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3.26. - Finance for Governmentrs budget deflclt has tradl-
tionally been obtained by using |tcaptive marketstr for Governnent
debt. These markets have been established by regulatlons whlch
dlrect banks, non-bank financial intermediaries (NBFI) and other
institutj-ons to hold a certain proportlon of thelr assets 1n
government debL. For example, the commerclal banks are requlred
to maintain a certain ratio--currently zol--between speclflc
assets, of which Treasury bilIs constltute the maJor part, and
total liabilities (mainly deposits). In additlon, the Natlonal
Social Security Fund (NSSF) and the Post Offlce Savings Bank
invest ln government securities according to guidelines provlded
by Government and their investment committees.

3.27. There are two principle lnstrum.ents of government
debt, short-term Treasury bil1s and medium- to long-term govern-
ment bonds. The Central Bank sel1s these bills and bonds on
behalf of the GovernmenE aL predetermlned interest rates. The
issue rate for Treasury birrs sord to commerclal banks 1.s
currently 12.5% per annum, while all other issues of Jreasury
b111s carry a 15.5fr interest rate. Dealings in Treasury bills
and Government bonds take place almost entlrely through the
Central Bank; no secondary market has derrsleps6. This means that
holders of Govepnment biIls and bonds eannct easily seI1 those
assets 1f they need to. As a consequence, Government b111s and
bonds are reganded as very llIiquid and therefore less deslrable
than if they courd be traded in in active secondary market.

3.28. Several institufional improvements will be made to
facilita!e Government deb! operations and to reallze the aims
outlined above. Their .implementation will be a gradual process
involving close cooperation among the Treasuryj the Central Bank,
and the private financial instituttons.

( t ) Tne rules for issulng and trading ln Treasury biIIs
will be revised to develop an effectlve system for the
competitive marketing of Treasury billsr so that forces of
demand and supply can play a greater role in determinlng the
price and thus the interesL rate for sueh biIls. Efforts
will also be made to develop a secondary market for holders
of rreasury bi11s. similar steps may be taken for
Government bonds. \
(2) A wider variety of maturiEies of Treasury b111s will
be offered, such as 1 80-day and one-year bil1s.
(3) Information wilI be collated and published on the
volume of new issues and on secondary market trading for
public and private money markeb lnstruments.

(4) The establishment of fulI service brokers will be
encouraged. rnltially, dealers may act as discount houses,
specializLng in money market instruments.
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(5) A Capital Market Development Authority will
lished and eventually transformed into a permanent
responsible for market development and regulation.

be estab-
authority

These ehanges wilI require open diseussion and mutual trust
between public institutions and the private sector. As a first
step, to initiate discussion of these matters' the Government
w111 i-ssue a study entitled tf Money and Capital Markets in Kenya.rr

Interest Rate Policy

3.29. Recent years have seen a general increase in inter-
est rateS so that f or t,he f irst time in over a decade, most
interest rateS are positive in real terms, i.€. they exceed the
rate of inftation. The Central Bank has initiated this upward
movement in interest rates in order to contain inflatlonary
pressures and to-heIp protect the balanee of payments. Govern-
inent w111 maintaln positive real lnterest rates and use intenest
nates actively to promote monetary stability and economie growth.
Slnce the rate of inf lation varj-es over time, sometimes sharp'l y,
it 1s important that nominal interest raLes can be moved flex-
ibly in response to the inflationary situation. 0nce Treasury
bl1ls and Government bonds are sold in more competitive markeLs,
the resulting rates may be used as guideposts for determining the
Ievel of inierest rates for bank deposits and Ioans, whieh may
then be set in ranges of permitted rates rather than as single
flxed rateS.

3.30. The gap in interest rates between banks and non-bank
flnanclal lnstltutions (NBFI) wilI be kept under review to ensure
competttion on equitable terms. Maximum lending rates for com-
merclal banks are five percentage points lower than those for
NBFI and deposit rates are also substantially lower 1n eommercial
banks. These differentials have enabled the NBFI to attract a
slgnlflcant part of coitnmenclal banks tradiiional business and
thus to expand rapidly at the'expense of the banks. Governm'ent
will eventually adjust interest rate regulations for banks and
NBFI to harmonize their competitive si-tuatlon.

3.31. The development of broader markets in Government debL
wlll take tlme and require some changes in banking Iegislation.
It will also be a gradual process because the financial institu-
tions wl1l need to adjust to a different monetary environment as
relative interest rates change. As a broader market for Govern-
ment debt develops, with interest earnings on Treasury biIls and
bonds moving more freely, there will be a need to adjust lending
and deposit rates more frequently 1n the banks and NBFI. These
ehangas will be made at the inltiative of the banks within a
range announced by the Central Bank. The growth of bank lending
to the privaie sector wilI eventually be determlned by the pre-
vaillng interesb rate; quantitative credit ceilings will become
less relevlnt.
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3.3?. Although the changes 1n monetary policy lnstrunents
as sketched out above can only beeome effective gradually, it ls
lmportant tha! a beginning be made. It 1s easler to lnitiate
these changes at a time whlch Governmentts demand for flnance
(1.e. the budget deficit) 1s relatively sma11. Five years ago,
t{iren the budget deficit was equlvalent to over 1}fi of GDP, a more
market-oriented system would have pushed lnterest rqtes to leve1s
which would have been harmful to the Kenyan economy. At present,
the budget deficit is running at about \fr of GDP and will be
falling 1n the next few years, so that Go.vernmentfs financlng
needs are much easler to accommodate.

3.33. It is difflcult to predlct how lnterest rates w111
move in a system such as that outllned here. Three lmportant
factors are worth bearing in mj-nd. Firslr the slze of the budget
deflcit and thus the need for governE6T finance will be lmport-
ant 1n determinlng the 1eve1 of interest rates; the larger the
budget deficit, the higher will be the demand for credit from the
gpvernment, eausing upward pressure on interest rates, and vige
versa. Second, the increased competitlon among banks and NBFI
envisaged here will most likely lead to a lowering of lendlng
rates compared to those now prevailing in the NBFI. Third, the
rate of inf lation will be ai important determinant ?-fT-edtlng
interest rates once they are allowed to move more ln line wlth
market forces.

3.34. It is important to emphasize, holrever, that the
Central Bank wll1 retain a -crucial rol,e 1n determlnlng monetary
policy, primarlly through its influence over lnterest rate
1eve1s. In fact, a monetary policy framework as outllned heret
with a heavy r'eliance on lnterest rates as the main instrument of
monetary policy, will glve the Central Bank a stronger posltion
to control monetary conditions than the complex set of regula-
tions now ln force.

Developins the Financial System

3.35. Chapter 2 emphaslzed the crucial importance, not only
of raising more saving in Kenya, but of channelllng savings
towards the most productive lnvestments. 0n1y by increaslng the
productlvity of Kenyars saving and lnvestment can growth be
renewed, incomes raised and employment generated. The allocation
of savings between the public and private sector, and wlthln each
towards lts most producLive uses, is the central role of the
flnancial system.

3.36. 'Kenya has a well developed financial system for a
count,ry of lts i-ncome level. In addition to the Central Bank,
the financial system includes 24 commercj-a1 banks, 48 non-bank

, financial lntermediaries (NgFIs), more than 30 insurance com-
panies, a poltal savings bank, a social seeurity systemr numerous
penslon plans, six industrial development banks, other speciar-
lzed institutions lending to agriculture, tourlsm and houslng, a
stock exchange, and over 900 savlngs and credlt cooperative
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socleties. Linkages between financial instltutions and the rest
of the economy are well established. The objectives of eeonomic
growth and development wilr be served best by poricles which
encourage an improvement in efficieney and equity in the finan-
cial system and by increased innovation in establishing lending
forms which can asslst the growth of fhe privaLe secLor

3.37. The present structure of Kenyars flnancial system 1s
the result of a number of policy decislons taken over a long
period of tlme. An important inflirence has been the need to
secure flnanelng for Government budget deficits. But a number of
other pollcy motives have been embedded 1n the structure of
leglslation whlch now governs the banking industry. 0ne result
of thls regulatory framework is that the financial system caters
excessively to short-term financial needs. This is partly the
result of interest rate regulations, which severely affect the
commerclal banks. The gradual freelng of inferest rates wlII
shift funds toward longer term uses. Two other areas require
attention:

(1) A market should
financing.

be developed in shorL-term prlvaie

(2) Capital markets must be broadened and policies modi-
fled to provide more long-term finance,' including risk capi-
taI, for industry.

3.38. To complemenb the markeL in Treasury bi1Is, eon-
sideration will be given to the creation of private money market
lnstruments. A money market based exclusively on Government
paper will lack diversity and probably efficlency and so would
not benefit the prlvate secLor. Government will therefore aIIow
banks and NBFI that meet prescribed criferla to issue bearer
negotiable certificates of deposit as a first step in lntroducing
prlvate lnstruments. 0ther prlvate sector instruments, such as
bankersr acceptanees and commercial paper, can then be introduced
over t1me.

3.39. The capital market , i.e. the market for Iong-term
savings and loans ineluding the supply of risk capital, is rela-
tlvely underdeveloped in Kenya. Some of the development finance
lnstitutions are in a weak financial condition there is no market
for prlvate securities (bonds), and the Stock Exchange is not
very vlgorous. Government intends to strengthen the capital
market so that more long-term savings will be naised for the
flnanclng of long-term investmentl more equiLy (risk capital)wilr be ava j-labre for entrepreneurs; more small savers wil-r
benefit from economlc growth because of broader ownership of
produetlve assets made possible through a securities market;.and
more market priclng of capital will lead to a better allocation
of savlngs and thus to more productive lnvesLment.

3.40. A prerequisite. for a broadening and strengfhening the
capitar market is sound fiscar and monetary management. In
addltion, there are some IegaI and institutional weaknesses to
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overcome:

( 1 ) The financial siluation of fhe development banks isweak. A restructuring of these eompanies may be necessary,perhaps involvlng a consolidation of some of ihem.

(2)_- Manj'industrlal companies, both public and private,
suffer from a very narrow equlty base ano a proporClonately
large volume of loan capital, often short term. This makes
them--and the entire economy--unnecessarily vulnerable to
changes in market eonditions at home or abroad. A more
active stock Exchange and the provlsion of longer term funds
from flnaneial institutions would improve this situation.
(3) Commerclal banks and non-bank financial instituti6'ns
tend to extend credit primarily on the basis of formalsecurity (collateraI) while ignoring the assessment of the
credit-seeking firmrs economi-e potential. Security and eo1-
rateral procedures and criteria shourd.be reviewed by the
banks. Bank staff will have to Ue tralned to assesi the
finaneial viabllity and the economlc growth potentiar of
firms--especially small, newly eslablished firrrs--seeking
bank loans.

3.41. Business firms 1n Kenya rarely raise capital through
public issues of equity and debt securities. The main sources of
locar equity for new investment are retained eannings of
corporations, savings of family groups, direct government lnnest-
ment, and the deveropment barks. For debE financing both para-
siatal and private firms rely to a large extent on direct borrow-ing, largely through bank over-drafts. sinee 1977, there has
been only one issue of corporate equity. There is thus a need to
develop a pLimary market i-n private securities
the Stock Exchange to aIlow secondary tradi

and to reactivate
ng in Iong-term

securities.

3.42. To develop a
ing steps will be taken:

more active capital market, the follow-

( 1 ) The capitar Markets Deveropment Authority, mentioned
above, will be given powers to provide regulatory measures
for the improvement and proper funetioning of fair and
orderly markets. These would include (a) diselosure of
corporate and market information, both in pubric offering
prospectuses and on a continuing basis; (b) adequate organi-zatlon and self-regulatory duLies of the Stock Exchange; (c)
reglstrafion of securities professionals such as brokersl
and (d) protection for invest,ors.

(2) The tax reform study announced
questions relating to taxes on interest
profit,s and dividends.

above will include
payments, corporate
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(3) The above nentloned study on capltal narket develop-
nent wl}I be publlshed as a background docunent for dlscus-
slons between the Governnent (prlmarlly the Centnal Bank and
the Treasury) and the prlvate sector.

'3.43. A programne wlth such biea<lth, necessartly conducted
over several years, requlres sustalned cOnuttuent. Iet the
results nay nelther be lmmedlate nor always apparent. It ls ln
the nature of f lnanc 1al markets that th-ey dCpend on prlvate
lnltlatlve and ldeas. The GoveRnnent wlll provlde a supportlYc
envtronment and w111 work actlvely wlth the prlvate sGcgor to
help develop a financlal system -that ls conduclve to Eorc repld
econonlc Srolrth.

,
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CEAPTER I: NUBAL-URBAI{ BALAT{CE

A maJor objectj-ve of the District Focus Strategy is to
promote nore rapld economic growth in the rural areas. Central
to such growth 1s the promotion of an improved balance between
rural and urban development. The District Development Commlttees
can, by settlng their prioritles in accordance with the guide-
llnes elaborated ln this chapter, ensure that their lnvestments
w111 take full advantage of the opportunities for small town and
secondary clty development that will arise from a rapidly Srow-
lng agrlculture.

4.2. Hore rapid rural development is not so -much a matter
of choiee aS a natlonal lmperative. By 2000, the urban popula-
tlon wl11 reach 9 to 10 milllon--26 to 291' of the populatlon--
eompared wlth 3 mllIion in 1984, only 15f of the populatlon.
Where are these addltional 6 to 7 nillion lnhabitants golqg to
settle? In the past, close to half the increase in urban poirula-
tlon has arlsen from the natural population inerease and boundary
expanslons of exlstlng citles and towns, whlle the other half has
come from rural-urban mlgratlon and from residents of smaIl towns
that have become urbanlzed as they cross the definltlonal thresh-
old of 2000 inhabitants. Over the next fifteen years, however, 1t
is antlcipated that migratlon from rural areas will account for a
larger proportion of the growth of urban population.

Table 4.1: Urban Pop ulation. 1969-2000 (miIlions)

Census Data ProJ ectlons

1969
Growth
(fr p.a)

(7. 1)

(3.5)

1979, 1 984
Growth
(fi p.a)

(7.1)

(2.9)

(8.0)

(2.5)

2000

Total populatlon 10.94 (3.9) t6.03 19.48 (3.7) 34.79

ProJeotlon A:
Urban _pop I n(1 of total)
Rural poprn
(1, of total)

91
6)
88
4)

2.
(15

16
(84

21
3)
58)
7)

lon
po
to
po
to

1 .07
(9.7)
g. 87

(e0.3)

2. 11
( 13 .2)

13.92
(86.8)

98
.3)
.50
.T)

g.
(25.
25.

( 74.

ProJ ect
Urban
(tr of
Rural
(f of

B:
pttn
ta1 )
pfn
aI)

1.0.
(29.
( 24.
( 70.

r Census data corrected for underenumeration.
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4.3. The development strategy outlined 1n this paper hinges
crueially on avoiding the concentration of this populatlon in
Nairobi and Mombasa, and in shlfting emphasis towards the
vigorous growth of secondary towns and smaller urban centres
throughout the country. A more dlspersed pattern of urban
development, whieh includes the ri-se of new market centres
lhroughout rural areas, is essentlal to support the expansion of
agriculture and to faeilitate the growth of related off-farm
employment opportunities.

11.4. A central componenf of the Iarger ef f ort towards
renewed economi-c growth in Kenya is thus a strategy for the
birlancdd development of rural and unban areas. The primary aim of
this strategy is to promote the development of an urban system
tnat supports the growth of agriculLune and the development of
runal areas, and that generates produetive employment opportuni-
tles in non-farm activities for rural workers close to where they
already live. The mai-n objectives ane: (1) to avoid the excesslve
coneentration of population in Kenyars largest cities; (2) to
promote vigorous growth of seeondary towns and smaller urban
settlements through the development of agriculture; (3) to foster
productive Iinkages between agriculture and other sectors of the
,economy, between rural areas and locaI service ceRtres, market
towns, gateway towns, and secondary cities; and (4) to bring
nenewed economic growth to all regions of the country, so that
even the least developed regions can share in the general growth
of the economy.

4.5. To aehieve these
three things:

ob j eeti-ves, the Government w11I do

1 ) It will concentrate scarce resources for urban lnfra-
structure in selected smalI towns, designated Rural Trade
and Production centres (nrPCs)r designed to provide a range
of basic physical infrastructure and facilities to support
agriculture and other produetive, employment-generating
activities.
(2) Government wil-1 strengthen locaI authoritles to enable
them to provide competent administration and management of
growing rural centres and will provide them with suffieient
resources to develop, operate and maintain these centres.
(3) Government will promote ihe growth of product.ive non-
farm employment oppoltunities in rural eentres, primarily
in small-scale manufaeturing and commercial aetivities, the
bulk of which wlll be in the informal secLor.

4.6. While these initiatives will eontribute to the goal of
balanced rural-urban development, their suecess depends cruelally
on the broader set of policies outlined in chapier 5 to raise
agricultural production and increase farm incomes. Balanced
rural-urban growth begins with agriculture since that 1s where
more than |Otr of all Kenyans are employed and where 30tr of Gross

a

t
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Domestic Produet is produced. Farmers with rising incomes w11I
demand a wide range of urban-based goods and services. This
demand, spread widely throughout the eountry, will stlmulate non-
farm activities in seeondary towns and smaller urban centres,
t,hereby helping to curb the concentration of urban populatlon in
a handful of the Iargest cities.

Growth Centres and Infrastrueture.
4.7. Rislng productivity in agriculture is closely linked

to the growth of small towns and rural centres.'Just as a
productive agricultural reglon promotes the growth of towns and
villages in its midstr so a vigorous urban eentre spurs economlc
growth in the surroundlng rural areas. Such centres offer a wide
range of materials and services needed to raj-se agricultural
productivity, provide retail and wholesale markets for farm prod-
ucts, stimulate demand for erops and eottage lndustry goods
produced in the surrounding area, and create employment opportun-
ities for both urban and rural residents, which in turn generates
remittances for rural relatives to invest 1n farm activltles.

4.8. Some of the many possible employment-creatlng Iinkages
between farrps and smalI urban centnes will inelude: the collec-
tion, Lransport and distrlbution of milk; smaIl-scale mi111ng of
maize, wheat and oLher grains; eoffee drying and tea processlngi
marketing of meat produets, including the collection of livestock
from semi-arid areas 1n gateway towns and distribution to con-
sumers in nearby farming communities I wholesaling and retailing
of farm lnputs, especially seeds, fertilizer, insecticides and
implementsl production and marketing of simple eonsumer items,
such as processed foods, clothing and footwearl manufacture of
simple metal produets, such as jikos and pans; fabrication of
simple capital goods such as raj-n eolleetion systems and storage
tanksl constructlon of housing under revised building standards,
of water supplies and farm-to-market roadsl transport of all
kinds; a.nd the repair and maintenanee of vehicles, farm lmpIe-
ments, and processing machi-nery. These are only some of the most
obvious linkages. 0thers will arise as demand grolrs, artisans
Iearn new skills, and enLrepreneurs realize new opportunities.

4.9. This chapter proposes means to foster these many
linkaB€sr through investments in infrastnucture, finaneial and
managerial support for locaI authoritles, and measures to
stimulate sma11-scaIe, often informal sector manufacturing and
servlees. The first element in the strategy for rural-urban
balance is infrastructure to promote the further expanslon of
smal1 rural centres, the Iarger towns and small cities serving
rural areas. YeL the evldenee in recent years shows clearly that
the provision of basic physical infrastructure has been lagglng
behind the increase in urban population. Given the limlted
resources available for new investment, hard ehoices have to be
made about which towns, which parts of the country, and what
kinds of infrastructure should be given priority.

)

I
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4.1 0. Since the 1 970s, the Government has targeted par-
tlcular citles and towns as growth and service centres: lheFourth Development PIan identlfied and classfied some 1800
urban and rural settlements throughout the country and the Fifth
PIan mentioned seventeen towns for priorlty consideration. To
steer investments towards preferred locatlons, the Government
will take steps to coordinate the preparation of plans and bud-
gets at.three dlstlnct leve1s: aL the national leveI, 1n the
allocatlon of funds among maJor sectoral ministry programs and
reglons of the country; at the district level, in guidlng the
preparation of distrlct annexes by the DDCs; and at the level of
munfcfpallties and other local authorltles, in the preparation of
Local Authority Development Programs.

4.11. Over the eoming yearsr Government guidellnes lo DDCs

and local authorlties will place greater emphasis on building
infrastructure that helps the private seetor to create more
productlve employment in smalL towns and market centres. These
Government guidellnes will lncorporate three general prlnciples:
glving priorlty to lnfrastructure that supports productlve
ictlvf-1,tLs; strengthenlng linkages between secondary townsl and
channelling resources to small urban centres of high potential.

4.12. Stress lnfrastructure in suppolt of productlve
activitles. Priorlt y in the allocat j-on of Government funds w111
be glven to lnfrastructure lnvestments that- promote the growth of

employment in smal1-sc aIe agro-lndustry, manu-

I

production and
facturlng, and
lncomes, eommu
human servlces.

commerclal enterprlses. Without Jobs and rlslng
nitles can scarcely afford investments in basj-c

Wlth expanded employment and incomer resources
become available to support health, educati.on, and other soclal
facilitles to Serve the 1oea1 population, elther through loca1
taxatlon, user charges for services. provided by publlc authori-
tlesr op more generous harambee contributlons from withln the
eommunity. Towards this end, DDCs will be urged to support the
growth oi productlon and employment-generating actlvitles in
Kenyats smaII towns and market centres by glvlng R4lorlty to q99h
lnvestments as farm-to-market roads, market and storage facili-
tlesr power, water, and servlced sites for small-scaIe enter-
prlses.

4. 13. Strengthen 11nks between secondary to_rrns. Urban
rowthlnf enyaisconcenJF-ateA-a15lilT,heTo-mba#-Hal7o-uf -Uganda
lghway. Cltles and towns that are distant from thls rrmain
treet?r are handieapped in attracting productlve, employment-
eneratlng enterprlses. To encourage the growLh of these towns

and to lmprove thelr access to larger reglonal markets, the
Government will seek to expand this maln street by upgradlng
htghway llnks between a few selected secondary towns lylng on
elther slde, and by strengthening telecommunlcatlon linkages
betWeen growing urban areas throughout the countrV. Such
transport and communications lnvestments wilI be based on the
potentlal for stlmulating productive activity between towns and
along the routes between them.

g
h
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4.1 4.
potentlal.
tolrn counc
lnfrastructure through the Local Government Loans Authorlty
(LCLA ), as well as lntlrnally-generated revenue r sr0alIer urbaneentres depend on the county counells and central mlnlstrlesthrough the Dlstrict Development commlttees. From the
P.ergpe.ctl_ve of a strategy for rural-urban balance, it ls vltalthat the limited resources available to DDCs are not spread toothlnly across many towns, but be concentrated on urbansettlements wlth the best potentlal over the long term to support
economlc growth and to generate employment tn thblr reglon.

channer resources to smaller urban centres wlth
vl h i I e 1 a r gffiTiE-r nE rFdFZEi- a E Tffi-l eTFETTETe s-?T-tl11s have access to thelr obrn s.ource of funds for

i
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Rural Trade and Productlon Centres.

4.15. To facllltate the growth of these small towns 1nsupport of agriculture and other productlve actlvltles, the
Government w111 launch a ppogramme entltled Rural Tradb andProductlon Centres (RTPCs). The purpose of thls programme 1s toconcentrate scarce resources for urban lnfrastructure 1n aIimited but growing number of selected rural centres whlch havethe best potentlal for supporting agrlculture and 1ts 11nkedproductlve activlties, including processlng, manufaeturlng and
servlces. The concentratlon of resources ln a rural centre over a
llmited period of three or four years is deslgned to remove
obvlous bottlenecks ln physical lnfrastructure, to maxlmlse the
aggregate lmpact of indivlduar proJects, and to ylerd greater
beneflts apd f1nanc1a1 returns.

11.16. Between now and the year 2ooo, the programme wl1l almto encompass a total of about 200 Rural Trade and Productloncentres. The programme will take a year or two to get started;
the flnst proJects may be completed by 1990. From that year orrrthe goal ls to complete some twenty proJects each year. Thetarget total of 200 rural centres covered under the programme
eompares with a 1979 total of 91 urban centres havlng apopulatlon of more than 2000.,1HaIf of these, about 45, would beellglbIe as Rural Trade and Pnoduction Centres, whlch means 1t
would be posslble to cover an addltlonal 150 smallen centres, of
whlch some 80 to 100 are likely to pass the threshold of 2OOO
lnhabltants by the year 2000.

4.17. Based on guidellnes prepared by the Mlnlstry of PIan-
nlng and Natlonal Development and the Minlstry of Works, Houslng
and Physical PIanning, Distrlct Development Commlttees wlll
ld_e_ntlfy and rank a short list. of towns and vlllages to beofficlally deslgnated RuraI Trade and Productlon Centres.
Dependlng on the population of the Dlstrict, each DDC can expect
to lundertake the promotlon of aE least one but no more than flve
ofi'these rural centres at any glven Llme. TyplcalIy, a Rural
Trade and Productlon Centre witt be an exlstlng town or vll1age
w1[h a 1979 population below 5,000 lnhabltants, eonstltutedeither as an urban centre or slmply as a trading centre under the
Jurlsdlctlon of the county councl1. Munlclpalltles and town



t

46

counclls are already, or soon wlII b€, requlred to prepare thelr
own Loca1 Authorlty Development Programmes, wlth the asslstance
of.the Mlnlstry of Loeal Government.

4.1 8. DDCs w111 be gulded to select as RTPCs those settle-
ments where a package of lnvestments 1s llkely to yleld -the
maxlmum lmpact and benefits. InltlaIIy, 1t 1s antlclpated that
prlorlty w111 be glven to larger settlements that lack one or two
i."y eliments of baslc inf r-astructure, such as a telephone
seivlce, adequate road Ilnks, or a marketplace;1ater, prlolit-y
w111 shlft to rapldly growfng smaller settlements whlch may lack
many or most of the baslc elements of physleal lnfrastructu're.

4.19. In cotlaboratlon wlth locaI authorltles, DDCs w111
prepare for each Rural Trade and Productlon Centre an lnvestment
package of essentlal baslc lnfrastructure requlred to support
Lgrlculture and other productlve actlvltles, whtch can be carrled
out over a perlod of three to four years. This package should be
restricted to essentlals only and typleally would lnclude sone
comblnatlon of rural roads, water, power, post offlce, tele-
phones, youth polytechnlcs, markets, and othen facllltles
dlpectly related to agrlculture or small scale manufacturing and
tradlng enterprlses. It would speclfleally exclude social ser-
vlces Juch as schools and health fac111tles. The total cost of
any package wlll be held wlthLn speclfled celllngs related to the
slze of populatlon and/or productlve actlvltles.

Budget Allocatlons for Urban Infrastructure.

4.20. To ensure that resources for urban lnfrastructure are
allocated accordlng to these four prlnclples and channelled lnto
Rural Tnade and Productlon Centres, the Mlnlstry of Plannlng and
Natlonal Development w111 work wlth key mlnlstrles, locaI
authorltles, and the DDCs to explaln the obJectlves of po1lcles
for rural-urban balance and to evolve approprlate proJects and
rogrammes. The Offlce of the Presldent and the Mlnistry of
lanrri-ng anrl Natlonal Development w11I contlnue to lmprove
rocedurLs for asslstlng DDCs to ldentlfy sultable proJects; the
lnlstry of LoeaI Government w11I expand support for
unlclpalltles and other local authorltles ln the preparatlon of
ocal Authorlty Development Plans (see below); and the Mlnistry
f Plannlng and Natlonal' Development iogether wlth the 'Mlntstry
f Flnance wlII work wlth relevan! mlnlstrles to ensure that
ural-irban prlorltles and obJeetlves are refleeted ln thelr
orward budgets.
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4.21. Where Central Government retalns
cal lnfrastructure, speclal emphasls w111
areas:

control over physl-
be placed on seven

a

(1) To broaden
Governnent w111
secondary towns

the central Mombasa-Nalrobl-Uganda
upgrade a few exlsting hlghwaYs
wlth superlor growth potentlal.

corrldor,
connectlng
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(2) To stimurate economi-e exchange between productive rural
areas and smaIl towns, rural roads will be improved where
they are likely to enable such towns to grow into dlstrlbu-
tlon and marketing centres.
(3) To facilltate the timely provision of urban land for
lndustrlal, commercial, resldentlal, and government
purposes, and to assist locaI authorlties 1n promoting
orderly urban development, fundlng for the Government
Estates Development Fund, adminlstered by the Department of
Lands, will be restored to earlien levels and the Fund witl
resume its activitibs.
(4) To spur the-growth of new enterprises ln rural areas
and smaller urban centres, steps will be taken to enable the
Ministry of Energy and Regional Development and locaI
authorltles to provide bridging finanee for the cost of pur-
ehaslng transformers for reducing the voltage of high pogrer
transmlssion lines to Ievels needed in small towns by manu-
facturing and commercial enterprises.

(5) To relleve bottlenecks to future growth, water supplies
wilI be expanded in larger towns that have development
potential but foresee deficiencies in current supply.

(6) Sewage treatment and storm water dnainage systems w111
be constructed in larger towns where the costs of reeycling
water are lower than construcilon of pipeli-nes to distant
supply sources.

(7) To promote the orderly development of resldential areas
and to facilitate the role of the priv,ate sector ln the
provlslon of housing, the Government w111 use lts resources
to work wlth private developers in subdividing urban land;
w111 accelerate the regul arLzation of land tenure among
existlng sub-divisionsl and will introduce more appropriate
standards for the construction of houslng which permlt the
use of low cost technologies and loeal materials, especlally
by the informal sector.

Financing and Managing Urban Development

4.22. The second component of the strategy for balanced
rural-urban development addresses the problems of financlng and
managlng urban development. By the year 2000, the urbqn popula-
tion wlIl reaeh 9 million or more, three times the 1984 flgure.
A rising share of national resources will be needed by mlnls-
trles, locaI authorities, and DDCs to enabte them to finance and
maintaln the required to support new manufacturing and commercial
actlvitles and to accommodate new urban residents. To fuIfilI
thelr role effeetively, eities and towns w111 have to be properly
admlnlstered and competently managed, and must have adequate
resourees to operate and maintain publlc services efficlent,ly.
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Requi rements for Capital Expenditure

Table 4-2: Public Capital Expendlture on Urban Infrastructure
1971-84 (ConilanE-T9'-gfpFfceFf-

197 1 77 197 8 84.

{

4'23. In recent yearsr Government capital investment forurban development has not kept pace wlth the growth of urbanpopulation. Public investment in urban infrastructure--measuredby gross approved development estlmates for water, urUin iinO,energyr poads, and housing, together with gross fixed capitalformation- by munlcipalities--deelined as a share of gross flxedcapital f ormation f rom .l4.3[ Ouring the period 1gT j _11 to 12.1f
{o" t_!q_ period 1978-84 (Table 4-2). per capita spending fetifrom K8610 for each new urban resident during the first perlod toK8507 per neL, resldent during the seeond peri-od, meisur"6-in-ig64prices. Capital spending oecrined according to both measures forfive of the slx sectors examined. The exeeption is gross fixedcapital formation by municipalities, where the increase is attri-butable sol,ely to massive investment in a water supply system forthe city of Nairobi from 1981 onwards. As a resurt','m;.{ 

^nd 
moreurban famllles are lacking basic urban infrastructure and thebacklog in the provision of such services has been steadiry

lpcleaging. Data from the annual renL survey, for examFre, showthat the proportion of urban dwellings serviced witrr water,
sewage, and electrieity feI1 dramatically between 1978 and 1982'.

Sec tor
Capl taI
Expend.
(Kfm)

Expend.
p . capl ta
(Kf ) (a)

Share ( X )
total
invest

Capl taI
Expend.
( Kfm)

Expend.
p. capita
(Kf ) (a)

Share ( X )
total
invest.

Municipalities ( b )
Water
Urban land
Energy
Ro-ads(e)
PubIlc Housing

Sub-total:

TotaI invest-
ment, ( d )

Notes
IE]-Per capita =(b) Per eapita =(c) Per capita =(d) Gross capital

6
1

3
35

90.6

653.8

221
82
19
45

115
128

2.0
1.3
.3
.7

7.8
2.1

1 4.3

184. 4
87.g
10. 1

23.8
451. 1

80.0

261
72

B

20
80

66

2.
1.

6

1.5
4.1
4.2
7.2
6.2

7
3
1

3
5
29

610 837.3 507 12. 1

100. 04585.6

per additional
per additional
per additional
formation.

1 00. 0 6944. 5

urban resident
munieipality resident
national resident
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4.24. To recover from the effects of the relative decline
ln public capital expenditure in urban areas during recent years
and to promote increased investment in infrastructure that
supports the regional growth of employment and productlve activi-
tles, the Government wilr devote a rarger share of national
resources to infrastructure over the next 15 years. Depending inpart on the rate of increase in urban population and in pari on
the level of per capit,a spending, capital expenditure required to
finanee urban development over the period 1 985 to 2ooo is
mated to amount to between Kf5.4 and KS7.4 biIIion, representing
between 24tr and 32f of the projected gross capitar formation
9qtlng-.this period (Table 4-3). This is a significant jump from
1978-84, when only 18fi of gross capital formation was spent on
infrastructure. The bulk of this is required for housing, most
of which is expected to eome from the private sectorl for
highways and noads connecting larger Lowns and Iinking them to
their hinterlands I and for a wide range of investments by
municlpallties and other urban local authorities.

TabIe 4-3, Estimates of Public and Private Ca ital Ex enditures
Required -foFTEan-TnrFZEruet ure,

Capital Required, 1985-2000
Share (%)
of total
invest. ( a )
1971-84

Kf millions Shane(tr)invest. (b)

Sector Low High Low High

Munie i.paI i ti e s
Other Urban Loc. Auth.
tJa te r
Urban Land
Energy
Roads
Housing (private
and public )

Total

2

6.6

18.1

682
123
450

73
175

1417

2500

5419

3364

7350

10.9

23.6

8
5
2
1

4
6

4.3
.8

2.6
.6

1.4
7.6

3.0
.5

2.0
.3
.8

o.t

996
179
591
136
328

17 566

Notes
TIf-I'ctuat Gross Capital Formation(b) Gross Capital Formation, 1985-2000r projected as

14.6

32.0

251' of GNP.

Financing Urban Infras true ture

4.25. Providlng this greafry increased 1eve1 of funding
from both publi-c and private sources presents a challenge.
several porieles wilr be. pursued. First, ministries and local
authoni.ties wiII be instructed ffioopt and foIIow more
appropriat,e engineering st,andards for the construetion of
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infrastnucture such aS roads, water supplies, and sewage systems.
The revlsed standards w1I1 ref lect the relatlve scarc'ity - 9f
capftaf -and tne trade-off between lower capltal costs lnttlaIIy
and hlgher malntenance costs 1ater. Second, in order to stretch
avallable funds to the maximum, resources w1lI be concentrated on
g:hose proJects whlch offer lower construction and malntenance
costs per beneflclary.

4.26. Thlrd, ln Order to maximlze returns on publ1c lnvest-
ments ln uffin-Oevelopment, Government agencles w111 be urged to
charge market prlees for the servlCes and facllttles they pIo-
vlde.- Thls appites especlally to the sale and rental of houslng
and housfng p1-ots and to the Ieaslng of government lands 1n urban
areaS. Theie and other charges must be ralsed, in part because
the stated obJectlve of subsldlzing the urban poor is rarely
achleved and ln part because the equlty goal can be achleved more
effectlvely by 6harglng market prlces to the few who currently
benefit, fn orOer to expand provislon to the many more who are
stll1 ld need. @q[, ln selectlng lnvestments, prlorlty wlll
be glven to thoseT?T yleld a high rate of return, thus generat-
lng-addltlonal revenues that can be used for further investment.

4.27. Flfthr pollcles w111 be formulated that encouraSe
the lnvoivemeiffif -tire prlvate sector in the provlsion of facill-
tles and servlces, elther as a partner or as the prlnclpal agent'
SubJect to approprlate procedures fon publlc revlew, partnershlps
between govennment agencles and private firms offer a promls.ing
approacfifor the Oev6lopment of urban lndustrlal or commerclal
s1tes, constructlon of residentlal houslng, bulldlng oq pubIl,c
utillty lnfrastructure, or the leaslng and operatlon of pub11c
facllltles and servlces.

4.28. Slxth, the Government will encourage the moblliza-
tlon of add-itlonal resources for urban lnfrastructure that
supports productlve activlties. Thls wl11 be achleved by steerin
the resources of non-governmental organtzatlons toward lnvestmen
1n 'urban lnfrastructure under the guldance of DDCs, seekLng ?1
from donors for such proJectsr s€ttlng up autonomous flnancia
lnstltutlons to raige prlvate capltal for houslng and othe
speclal purpose lnvestments, restrueturlng the LocaI Governmen
L-oans Authorlty, and strengthenlng the flnanclal capaclty o
loca1 authonltles, partlcularly for malntalnlng serviees an
facll1tles.

Reform of Loca1 Government Loans Authoritv

4.2g. The Local Government Loans Authonity ls the prlnclpal
condult for channelllng capltal resources to loea1 authorltles
for flnanctng urban dJvelopment. To enable lt to fulfll1 lts
cruclal role more effectlvely 1n the years ahead, LGLA w111 be
restructured along the lines of a munlctpal development bank,
offerlng loans at commerclal lnterest rates. Wh'ltre thls wl11
result in hlgher lnterest costs to local authorltles, 1t w111
also encourage prompt repayment of loans and stlmulate savlngs
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deposlts from loca1 authorities themselves. Furthermore, the
LGLA w111 be authoeLzed to seek funds on the capltal market, both
1n Kenya and abroad, thus increaslng the total resources aval1-
able to locaI authorltles and redueing thelr dependence on the
central Government. Before the LGLA'ean be restructured as a
bank, howeverr vlgorous efforts must be made to restore 1ts
credlblllty as an effective financlal 1nst1tut1on. Towards thls
end, the Government wlII contlnue reeent steps to strengthen
senlor leveI leadershlp, to lncrease the quallty and quantlty of
professlonal staff, and to lmprove accountlng pnactlces and loan
management procedures.

Flnanclal Man agement of Local Authorltles

4.30. Whl1e the DDCs are prlnarlly responslble for coordln-
ating central and locaI government resources for the 1nlt1a1
provlsion of infrastructure, loca1 authorltles wlll be asslgned
lncreaslng responslblllty for the subsequent operatlon of thls
infrast.ructure. It 1s important to ensure that these towns and
v1llages are competently managed and that 1oca1 servlees and
faclllties are efflclently operated and maintalned. Government
w111 undertake a maJor lnltiatlve to strengthen locaI authorl-
tles, focused on two broad fronts: flrst, to upgrade management
capablllties and ensure the competent admlnlstratlon of urban
areas; and second, to consolidate local revenues, reduclng depen-
dence on central Government and ensuring adequate flnanglal
resources for needed servlces.

4.31. To strengthen the financlal management capabillty of
Kenyats local authorities, the Ministry of Local Government w111
expand efforts to instltute lmproved admlnistratlve and flnancial
management praetlces. Local authoritles will be assisted to brlng
thelr accounts up to date, to ralse their performanee in collect-
1ng revenues, and to improve the preparation of annual estlmates
and forward budgets. The MLG w1I1 lntroduce a set of standardlzed
accountlng eodes, revlse the flnanclal regulatlbns for locaI
authoritles, prepare a set of performance standards, and carry
out an extenslve programme of tralning for local authorlty offl-
clals.

4.32. Emphasls w111 be glven to lmprovlng the eollectlon
of revenues. Counclls at all levels w111 be dlreeted to review
thelr revenue collectlon performance and develop plans for 1m-
proving it. The Mlnlstry of Local Government w1I1 prepare gulde-
1lnes and performanee standards agalnst which to measure colIec-
tlon rates of each authorlty. Local authorltles w111 be enabled
to itake prompt IeEaI actlon to recover dellnquent payments.

I

r 4.33. The Mlnistry of Local Government wlll also urge loeal
^aut;horltles to revlse the prlclng of utilltles and servlees to
ensure that they refleet the real costs of operattronr BElnten-
ance, and long-term capltal stock replacement. To mlnlmlze the
pendnnlal gap between lneIast1c revenue sources and rlslng eosts
dud ''to lnf Iatlon, locaI counclls wlIl be expected to make more
frequent but smaller pnlce adJustments, avoldlng the perlodlc
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shock of large lncreases. Improvements 1n aecountlng methodswlll provtde tneasurers and town clerks with tlmely lnformatlonwlth which to Justlfy increases to rocal councirlors. The
Mlnlstry of Local Government w111 take a more aggresslve approachln revlewlng annual estlmates, 1f necessary wlthholdlng approvalof local authorlty budgets untll needed prlce revlslons have been
agreed. 

.

4.34. Even wlth lmproved flnanclal management, steps wlrl
be needed to lncrease the revenues of many locaI authoritles,partlcularly town and urban councils, whleh Iack the resources
requlred to provlde and malntaln lnfrastructure. To generate such
resources and reduce dependence on centnal Government, reforms
w1II be lntroduced that expand and strengthen the flscal base of
Iocal authoritles. Given the diverslty of revenue potential that
marks Kenyars counclls, the Minlstry of LocaI Government will
explore posslblllties wlth each local authorlty on a case-by-case
basls. Among the alternatlves to lnvestlgate are: (1) updatlng
of the schedule of actlvltles SubJect to local authorlty fees and
llcences to reflect newer commerclal and profesalonal activltles;(2) tylng property rates to lmproved siie value to reflect the
scale of actlvlty on each site; (3) tntroduclng IocaI retall
sales taxes where approprlate; and (4) transferj-ng responslbillty
for the operatlon of certaln facllitles and servlces, such as
water, to counclls which have the necessary admlnlstratlve and
technlcal capaclty.

4.35. The funds.ralsed from an expanded revenue base and
lmproved colleetlon of revenues must be put to the most
effectlve uses. Avallable funds can be stretched conslderably
further by ralslng productlvlty 1n IocaI government servlces
thnough more efflclent methods of operatlon and more approprlate
standards of constructlon and malntenance. The MLG w111 provide
locaI authorlties wlth technlcal assistance on openatlonal
acpects of water suppllesr s€wage, refuse coIlectlon, and otherlooaI servlces. SpeclaI attentlon w111 be pald to posslblllt1es
fon tub-oontractlng partlcular tasks--such as street cleanlng and
ncfutc oollqctlon--to small-scare prlvate enterprlses.

4.36. Mcasures w111 be 'taken to consolldate the capablllty
of loca1 authonltles to plan the development of thelr Jurlsdle-tlons and to dcclgn and, lmplement proJects. Over the last two or
three years, thnough the lntroductlon of lts LocaI Authorlty
Developnent Prognannc, the MLG has made conslderable advances ln
lmprovlng the oepablllty of rocar authorltles to prepare plans
fon the devclopncnt of thelr towns. Durlng the course of prepar-
1ng an LADPr I looal authorlty ldentlfles and prlorltlzes pro-
Jeots wlthln lts Junlsdlctlon. After submlsslon to the DDC,
these proJects are forwarded to an lnter-m1n1sterlaI steerlng
ootrElttee for revlew and fundlng approval. To consolldate thlspnooess and coordlnate 1t wlth the promotlon of Rural Tnade and
Pnoductlon Centres, the MLG w111 relnforce lts plannlng dcpant-
nent to extend the prognamme to all munlclpal and town oounoilg,
as weII as the langer unban eounclls. Partlculan emphacls w111 baplaced on provldlng technlcal support to locat authorlttes fon
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proJect lmplementatlon, monltorlng, and evaluatlon.

4.37. The Local Authorltles Act will be revlewed to ensure
that loca1 authorltles are properly empowered to carry out these
responslbllltles; that they bear effective accountabllity for
thelr actlons and use of funds; and that thelr 1egal structures
and procedures are consistent wlth those of the Distrlct Develop-
ment Commlttees.

4.38. These measures will focus on the authoritles respon-
slble for smaller towns and c1ti.es. However, they w111 also
apply to larger munlclpallties, those capable of attractlng not
only small-scale, lnformal sector lndustry, but al ro lange-scale
flrms ln the modern sector. Government already glves a subsban-
tlal flscal lncentive for such firms to locate outslde Nalrobl
and Mombasa. Centres I1ke Eldoretl Thlka,, and Nakuru have demon-
strated that effective loca1 authorlLles can provlde facllltles
to attract large flrms. upgrading the management ablrlty of
authorlties 1n the Iarger centnes should make 1t posslble to
lnduce large-scaIe lndustry and servlces to Iocate thnoughout
Kenya ln accordance wlth Government pollcy.

4.39. To accompllsh these improvements and to asslst local
authorltles ln undertaklng the necessary reforms, the Minlstry of
Local Goverfiment wl11 be glven addltlonal resources to relnforce
1ts professlonal and technlcal staff. Two new unlts w111 be
establlshed wlthln the Mlnlstry of Local Government to provlde
technlcal asslstance to Iocal authorlties, the flrst on flscal
matters and revenue generatlon (paragraph 4.35) and the second on
the operatlon and malntenance of loca1 servlces (paragraph 4.36).
Exlstlng unlts that support locaI anthorittes wlIl be upgraded
and expanded, partlcularly the unit responslble for advlslng on
flnanclal management and monltorlng aceounts. Technical asslst-
ance wlII be sought from the donor community to train the neces-
sary staff and to lnstitutlonallze the MLGts capaclty to provtde
lmproved supportlng servlces for Kenyars local authorltles.

Urban Development and Envlronmental Protection

4.40. The developments outllned in this ehapter w111 put
addltlonal stralns on Kenyars natural resources, especlally land,
water, and forests. PIans for the Rural Trade and Productivity
Centres vlIl lnclude provlsions to create buffer zones between
lndustrlal and residentlal areas. Proper management of water
catehements and so1l conservatlon w111 become more urgent con-
eerns as rural centres expand their provlslon of water, qewerage,
electrlclt,y, and roads. The Mlnlstry of Envlronment and Natural
Resources w111 prepare guldellnes to alert loca1 authoritles and
DDCs to these envlronmental problems and appropriate solutlons.
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The Informal Sector

4.41. The thlrd component of the strategy for balanced
rural-urban development addresses the growth of non-farm actlvl-
tles, partlcularly the lnformal sector. Hlstor1caI1y, educated
youth have sought urban, often whlte-colIar employment. Although
thls tendency w111 certalnly contlnue, 1t 1s clear that the
modern seetor will be unable to raise enough capltal to employ
more than a fractlon of Kenyafs new workers from now to the end
of the century. Inproved agrlcultural technology, better
marketlng arrangements and rewardlng commodity prlces w111 ralse
the returns to agriculture and draw many new workers lnto
farmlng. At the same tlme, the stlmulus of hlgher farm lncomes
wlIl create runal non-farm Job opportunltles, whlIe youth
polytechnlcs w111 teach the skllls needed to take advantage of
such opportunltles. Unquestlonably, the maJorlty of future non-
farm Job opportunltles will be 1n the lnformal sector--1n small-
scale manufacturlng, marketingr p€palrs and other servlce
aetlvltles--located mostly ln market centres and moderate-slzed
towns throughout Kenya.

4.42. The lnformal sector suffers from a negatlve pubIlc
lmage, yet it possesses many posltlve characterlstlcp and has a
vlta1 role to play ln contrlbutlng to renewed economic growth of
the country. Informal sector actlvltles conserve scarce forelgn
exchange, requlre very Ilttle capltal to create Jobs, rely prl-
marlly on famlly savlngs, often provlde their own skllI tralnlng
at no cost to the Government, and are a prlme tralnlng ground for
future Afrlcan entrepreneurs. Above all, the informal seetor
offers an unmatched potentlar as a source of new jobs for the
expandlng labour force, wh1le the self-employed and small-scale
enterprlses represent the maJor part of buslness actlvity 1n
market towns and smaller urban centres. They fuIflII key func-
tlons 1n support of agrlculture and other locaI productlon by
marketlng lnputs sueh as fertlllzer, maklng and se111ng small
tools, malntalnlng vehlcles and equipment, marketlng produce, and
provldlng locaI lnhabltants wlth a wlde range of lnexpenslve
baslc consumer goods and servlces for everyday Ilfe. Smal1 logaI
flrms ean be especlally efflclent at produclng bulky or heavy
ltems such as buildlng materlals, especlally brlck and tlre, and
furnlture, thus savlng on bransport costs.

4.43. The opportunltles opened up by rislng rural, incomes,
together wlth the pressure for new Jobs exerted by a growlng work
force, w111 perforce expand the lnformal sector. The challenge
to the Government--as stated ln Sesslonal Paper No. 2 of 1 985 on'
unemployment--ls to find ways to help accelerate thls expanslon
wh1le lncreasing productlvlty ln informal sector actlvltles.
Establlshed prograrnmes almed at supportlng large modern lndus-
trlal and commerclal firms, and even those dlrected towards
smal1-scale lndustry, are lneffecLlve 1n assistlng the vastly
larger number of very smaII-scaIe, informal sector enterprlses.
Few of these flrms have the collateral requlred to borrow money
from flnanelal lnstttutlons; even fewer are subject to corpora-'
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ti-on or income tax and therefore do not benef,lt from tax lneen-
tives. Furthermore, the cost of reachlng the large number of
potential reclplents 1n the lnformal sector through tradltlonal
programmes 1s 1lkeIy to exceed potential beneflts.

4.44. Given the nature of sma11-sca1e actlvltles, the
prlmary thrust 1n stimulating thelr growth must come from macro-
economlc pollcles almed at the economy as a who1e. Flrst and
most important 1s the strategy outllned in Chapter 5To=Taise
farm productlvlty and income and so to stlmulate the demand for
goods and servlees provided by the informal sector. @!, aa
part of the current effort to overhaul the structure of r,Bplffs
on lmports, the Government wlll continue to lower tarlffs on raw
materlals, seml-processed goods and other lntermediate lnputs,
partlcularly those used wldely by smaIl-scale manufacturers.
Thlrd , the existing lnvestment incentive structure, descrlbed ln
ehapter 6, encourages the substltution of labour for machlnery
and w111 thus boost smaIl-scaIe activlties that are character-
1stlca1ly labour lntensi-ve.

4.45. Macroeconomlc pollcles will be complemented by
efr'orts to provlde dlrect asslstance to lndlviduals and sma11-
scale buslnesses. SpeclaI attentlon will be pald to lnformal
sector entrepreneurS in manufacturlng, eonstructlon, tranSport,
and housing, and those flrms with the potentlal to acqulre the
experlence and capltal necessary to make a successful transltlon
to large enterprises. Initlatlves wlIl be undertaken to expand
access to credit for lnformal sector b.usinesses; to dlssemlnate
information on market opportunities and approprlate productlon
methods for sma11-scale mdnufacturing; to expand youth pofy-
technic tralnlng and focus it on approprlate sklIls and manage-
ment technlques; and to relax current restrlctlons on lnformal
sector activlties.

4.46. Informal sector entrepreneurs generally lack the
collateral to obtain credlt. Past programmes deslgned to address
thls problem, such as the Ministry of Commerce and Industryrs
Joint Loan Board Scheme, have had lnadequate resources to meet
demand, often suffered from high default rates among borrowers,
and are lnherently llmlted in the numbers of flrms they can
peach. To overcome such constfalnts the Government wlll move on
four fronts:

- (t) Requlrements foi collateral w11I be amended, for
example through recognl zLng letters of allotment on land and
expeditlng land reglstration processes ln urban areas.

(2) Ald donors w111 be encouraged to provlde commerelal
banks and other lending lnstitutlons. wlth low lnterest
Ioans, allowlng them a wlde lnterest margln to coveP the
greater risks and hlgher.costs of lendlng to lnformal sector
flrms.
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formal sector entrepreneurs w11r be encouraged to devlsethelr own cnedlt programmes for the informal sector. suchorganLzatlons shourd be better praeed than centrallzed
agencles to evaluate the personal capabllltles of the bor-
rower and enforce repayment.

(4) Government will pronote schemes to provlde graduates
of youth polyteehnles and other technical secondafy scholswlth the tools of thelr trade and wlth smarr infuslons of
worklng eapital to start up thelr own businesses.

4.47. Numerous opportunlties exist for snarl-seare
manufacturers to produce cheap alternatives to expenslve lmported1tems. To exploit these opportunlties, the Government wtll take
several steps:

(1) Technlear lnstltutes and other uJates, both private
and public, w111 be encouraged to develop simple goods andproductlon technlques.to reprace imported manufactunes.

(2) Government w111 dlssemi-nate information on new prod-
ucts and productlon methods to potentlal produeers vla tech-
nlca1 secondary sehools and other ehannelso \

(3) Government wlll lssue new regulations
requlre central mlnlstries and district
favour small-scale produeers. \
(4) Buildtng codes wlIr be revlsed to encourage the use of
materlals that can be supplied locally.by small firms and to
expand the activltles of informal sector bullders, espectal-Iy bullders of low-cost housing.

(5) rnformar sector flrms and indivlduals, ln manufacturing
and servlces, will be eneouraged to form cooperatlves,
through whlch they ean obtaln lnformatlon and asslstanee on
new technologles, access to credit, the purchase of lnputs
ancl the marketing of outputs.

4.48. Emphasls on rural-urban balance and lntensifled
de-velopment of the informal sector wilI requlre a maJor expanslonof domestlc t-rqde in aI1 its aspects. Tradlng activltles mustconTIiEEE- bffiajor absorber of new Lrorkers-. If the economy
expands as proJected and if rural areas share fulIy in growth,
Jgbs_ created _ln trade should be productive ones. The Deplrtmentof fnternal Trade of the Minlstiy of Commerce and Indusiry wlII
contlnue to monltor the development of domestlc trading activl-tles and recommend actions to ensure that they are conslstentwlth the strategy of rural-urban balance and th-e development ofthe lnformal sector. Specifically:

( 1 ) The Joint Loan 'Board Scheme wlll be restructuredto make lt a vlable flnanclal lnsfltutlon for small buslnes-
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ses ln rural areas.

(2) Dlstrlct Trade Offices w111 be strengthened
them to provlde more effectlve extenslon servlces
trades.

to enable
to rural

a

4.49. Technical and vocational tralnln at the secondary
level w111 play a crucial role 4.n deve op n8 ar tlsans, managers,
and entrepreneurs for the informal sector 1n both rural and urban
areas. It w11I also help to cofrect the lnverted pyramld 1n
Kenyars formal sector, where universlty-tralned managerB are
supported by too many unskilled workers and too few well-tralned
teehniclans and artisans. At present, secondary technlcal and
voeatlonal trainlng is offered 1n a varlety of lnstltutlons:
Youth Polytechnlcs (under the Minlstry of Culture and SoclaI
Servlces), Secondary TechnlcaI Schools (Mlnlptry of Educatlon,
Sci.ence and Technology), Harambee Instltutes of Technology (prl:
vate but supervised by the-Mlnistry of Education, Sclence and
Technology), National Institutes of Vocational Tralnlng (Minlstry
of Labour), Artisan Training Courses (Ministry of Labour), Craft
Tralnlng by the Kenya Industriat Trainlng Instltute or KITI
(Mlnlstry of Commerce and Industry), and the post-seeondary
Natlonal Polytechnics (Ministry of Education, Science and Tech-
nology ) .

4.50. If thls form of trainlng ls to serve Kenyars develop-
ment needs effectlvely, 1t must be reorganlzed and ratlonallzed.
The prlncipal goal must be to ensure that a1I lnstltutes of
technlcal aecondary educatlon offer relevant courses for the
worker whose career wilI primarily be ln the lnformal sector.
Youth Polytechnics and other technieal secondary schools should
orlent their courses towards speclflcally lndentlfled loca1 needs
and skllI shortages. They should aISo offer courses in manage-
ment, marketing, accountancy, and other skiIls essentlal In the
informal sector.

4.51. But at the same time students ln technical secondary
schools should have the option of contlnuing dlrectly lnto hlgher
education upon graduatlon, either lnto the Natlonal Polytechnlc,
a trainlng lnstitute, or a unlversity course. 0nly a few stu--
dents will do sor but technlcal secondary schools will be a more
attractive optlon for all students if they provide a potentlal
career track that includes higher education. The Presidentlal
Working Party on Educatlon and Manpower Tralnlng for the Next
Decade and Beyond will undertake an urgent study of secondary
technical education and recommend to Goverment ways to:

( 1 ) rationalize and reorg anLze the varlous institutlons
engaged in secondary technical education;

(2) convert these lnstltutions into a parallel stream that
permits some students to enter insiitutlons of higher educa-
Eion directly upon graduatlonl and
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on management, marketing,
skl11s.

accountaocyr

4.52, A speclal task force will be establlshed to revlew
aII pollcies to promote the informal sector. In parti-cuIan, the
task force w111 revlew current loca1 authorlty bylaws and other
regulatlons governlng lnformal sector activltles, to create a
healthy legaI and regulatory cllmate for lnformal sector actlvl--
tles by ellmlnatlng unnecessary constral-nts, recommendlng an
appropriate scale of llcense fees and charges, and protectlng
street hawkers and other self-employed people from over-zealous
pol1clng.

4.53. These programmes to encourage lnformal sector devel-
opment lnvolve a number of Mlnistrles--Commerce and trndustry,
Local Government, Labour, Cooperatlve -Development, and Educatlon,
Sclence and Technology--as well as the 0fflce of the Attorney
General. To coordlnate these efforts and glve them emphasls ln
development plannlng and lmplementatlonr and to explore furtherpollcy optlons, the Mlnlstry of Plannlng and Natlonal Development
wlll establlsh a speclal unlt for smal1-scale enterprJ-ses.

Energy Requlrenents

4.54. The strategy of economic growth based on agrlcur-
ture, the lnfonmal sector, and rural-urban balance dictates a
complementary strategy for energy deveropment. Agrleurtural
growth suggests relatlvely greater demand for fuelwood, wh1le
urbanlzatlon means greater demand for charcoal. Development of
Rural Trade and Productlon Centres around the country requlres a
broader natlonal erectrlclty grld, whlch can to some extent
substltute fon wood- and petroleum-based sources of energy. How-
ever, wldespread urbanlzatlon will also place greater demands on
tnansportatlon and thus on imported petroleum.

4.55. These trends have been used to proJect the growth of
demand for varlous sources of energy from 1 985 to 2000r BS shown
1n Tab1e 4-4. Fuelwood demand ls proJected to grow at 3.0fr ayear and charcoal at 4,7fr. Demand growth for both fuels 1ssmaller than otherwlse because of the assumed lncreased use of
more efflelent woodfuel stoves. Wlth the lncluslon of'commerclal
demand for wood (1n constructlon, pulp and paper), total annual
wood supplles will have to expand by 751 by the end of thecentury. The encouragement of non-wood bulldlng materlals may
resulb ln some reduct,lon in the requlred gnowth of wood supplles.

4.56. The needed expanslo4 of wood fuel Bupprles w111 be
satlsfled by three forestry programme-il ATf-of'-tffihave longgestatlon perlods, so pranning and lmplementatlon are ungent-
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Flrst, farners w11I be encouraged to practlce agro-
, the system of lntercropping tradltlonal crops wlth
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trees. The specles of trees selected are typlcally those whlchf1x nltrogen and thus reduce fertll Lzer requlrements; are fast
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growlng; allow sunlight to pass freely through follagel and help

Table 4-4: Requlrenents, 1985-2000@, '1000 tonnes , except for electrlclty)

1 985 2000

Growth rate
1 985 2000
(fr P.a.)

Fuelwood
Wood for Charcoal
Commerclal Wood
Biomass
Petroleun
Coal /Coke
Electrlcity
-- ( kilowatt-hours )
--capacity (mega-

watts )

14972
8754
1077
1112
20 80

97

2480

586

23480
1751
258
2177
3821

180

6077

991

6.?

3.6

3
8

a

3
4
6
4
4
4

0

7
0
5
1

2
a

to retain solI moisture. To meet projected fuelwood demand on a
sustalnable basls, a total of 3 m111lon hectares of agroforestry
must be developed ln medium- and hlgh-potentlal areas, yleldlng
8 tonnes of wood per hectarp per year at an establlshment cost of
Kf 16 per heetare. Agroforestry w111 not confllct wlth food and
export crop expanslon because lntercropping wlth approprlate
trees does not reduce crop ylelds.

4.57. Second, reafforestatlon ln all reglons of the coun-
try w111 add to wood supplles whlle slmultaneous ly protectlng the
envl ronment. In medlum- to hlgh-potentlal areas, new and re-
planted forests w111 protect watersheds and prevent sol1 eroslon.
In arld and semi-arld areas, new forests and specles w111 also
lncrease the water carryfng capaclty of the land and help prevent
deterlorati-on of the envlronment.

4.58. Third, charcoal demand can be met on a sustalnable
only wlth the establlshment of efflclent woodfuel plantatlons ln
reasonably close proxlmlty to urban centres. These plantatlons
w111 have to ut111ze low and medlum-potentlal Iand to avold
confllct wlth agrlcultural growth targets, and thls ln turn wLlI
requlre research lnto new speeles. Alternatlve means to meet the
demand fon charcoal, tncludlng the use of charcoa,l based on
waste from coffee, maLze and sugarr BS well as the substltutlon
of other forms of energy, will be evaluated and proposed by the
Mlnistry for Energy and Natural Resources.

4.59. Electrictty demand 1s proJected to grow at 6.21 a
t year, reflectlng the requlrement for a wld

dellver electrlclty to the fast growlng t
centres ln rural areas. To some extent the

espread power grid to
owns and smaIl urban
wlder dlstrlbutlon of

electrlclty, coupled wlth rlslng lncomes, wl1l reduce the demands
for kerosehe for llghtlng . and for woodfuel. Because electrlcal
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generatlng capaclty w111 be used more efflclently, capaclty need
only expand by 70 percent to provide for demand ln 2000. Half
thls addltlonal capaelty w111 be ava1lab1e from three proJects
already underway or planned: a 3O-megawatt gas turblne plant at
Mombasa w1l1 produee polrer ln 1987, the Ktambere hydroelectrlc
scheme w111 add 140 MII in 1988, and the Turkwell hydroelectrlc
plant wlII produce '100 MW ln the early 1990rs. A natlonal elec-
trlc power master plan ls being prepared to provlde the balance
of the capaclty requirement for 2000.

4.60. Projeeted g rowth ln demand for petroleum 1s only
4.1f a year. Transportatlon and lange manufacturlng flrns are
the maJor users of petroleun fuels. Both are expected to reduce
thelr average consumptlon over the perlod, due to lmprovements ln
the publlc transportatlon system, conservatlon efforts by lndus'
try, and switching from fuel o11 to electrlclty, blomass, and
coal. The leadlng role of agrlculture and 'rural centres 1n
renewed growth wll1 on balance temper the demand for petroleum
fue1s. Although the proportlonately greater demand for electrl-
clty and wood fuels w111 requlre careful management of domestlc
resources, lt w11t also redude dependence on lmported petroleum.

t
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CHAPTER 5Z AGRICULTURE AI|D FOOD SECURITY

Goals for 2000

The natlonfs farmers must continue to lead the country ln
economlc development for the rest of the century. If the go r^s
and targets laid down earlier ln this paper are to be achleved,
agrlculture will have to (a) provide food security for a popula-
tlon of almost 35 mi111on 1n 2000; (b) generate farm fam11y
lncomes that grow by at least 5tr a year for the next 15 years;
(c) absorb new farm workers at the rate of over 3fi a year wlth
rlsing productlvity; (d) supply export-,crops sufflclent for a
150fr increase ln agricultural export earnings by 20001 and
{e) stlmulate the growth of productlve off-farm aetivitles in the
rural areas, so that off-farm Jobs can grow at 3.51 to 5.0tr a
year. These goals are consistent with the quantltatlve targets
announced in Chapter 2. Two of them, food security and off-farm
actlvity, require elabonation.

5.2. Kenyars food security remains a major objective of
the Government. The country wtIl contlnue to be self-sufflclent
in maize, beans, potatoes, vegetables, milk, beef and meat prod-
ucts and other foods. The blggest challenges wilI be to inten-
sify maize and milk productlon so that output can keep pace wlth
rapid population growth without a large increase in land devoted
to these commoditles. The country imports wheat, vegetable olI
and rlce to meet its needs. Government will strive to reduce the
import gap 1n these three commodltles. In the interlm, thls
suggests that the rapid growth of export crops must be part of a
strategy for food self-sufficiency. Agri-culture wiII contlnue to
be the major contributor to foreign exchange earnings that are
sufficient to import foods when temporary shortfalls occur and to
cover lntermediate needs until increased productlon can reduce
chronlc deficits. A third element in self-sufflclency is growlng
rural cash lncomes, which are necessary to ensure that rural
households can purchase food when necessary.

5.3. It ls clear from Chapter 4 tnat if Kenya ls to reach
2000 with a healthy balance between rural and urban economle
actlvlties, agricultural prosperity is essential. There are few
effective poliey tools to stimulate growth of non-farm rural
actlvitles and employment. In the end, the only way to achieve
such growth is to ensure a prosperous agrieulture that will ln
turn stimulate off-farm activities. It will become apparent
later that to attain goals for agricultural productlon, the
widespread, localized marketing of lnputs, especially fertlllzert
will be crucial. If output does expand, localized processing and
marketing of grains, milk and other commodities will also have to
expand. Farmers wilI need malntenance and repair, transporta-
tlon, financial and other services available in nearby market
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centres and towns. And rising farm incomes will generate demand
for many consumer goods, some of whieh can be made in loeal
workshops, and for the constructlon of houslng, water supplies
and other farm improvements. These developments, which are
essential to agriculture, will also provide opportunities for
rural entrepreneurs and the self-employed to create nevJ jobs at
satisfactory incomes. Although this chapter w111 focus more on
the means to promote agricultural growth than on the essentlal
linkagesr the latter are as important for Kenyars Iong-term
welfare as agriculture itself.

5.4. To achieve these goals for agriculture, three brlad
strategies will be pursued. AIl three must operate wlthln a
constralnt of available high-potential land, because no easy
means e,xist to bring Iarge amounts of new land lnto productlve
use. First, within exisiting crop patterns, farmers w11l be
encourageO to adopt more productive practlcesr €speclally the
wider use of lmproved varieties, fertilLzer, and disease and pest
control. Pricing policies, marketing polleies and lnstltutlons,
and the extenslon service will be the main lnstruments in obtal-
ning much higher yields Lhrough known techniques. Secondr re-
search into new varieties, especially of mai'ze and other gralns,
will be reorganLzed and aceelerated to generate the new, high-
yieldi-ng \ varieties that w111 be essential to keep pace wlth
consumption. Third, to a limited extent the produetlon pattern
will be diverslfIEO in favour of crops such as tea, coffee, and
vegetables that produee mueh higher ineomes and generate conslde-
rably more employment per hectare than other crops and llvestock
actlvities. Small shifts in land use can yield relatlvely large
galns in income, employment and export revenue when these erops
are involved.

Production Characteristics

5.5. Scarce produetive land is the eentral faet of Kenyars
agrieulture. Of Kenyars 44.6 mllIion hectares of land, only
about 8.6 million hectares are medium- to high-potential
agricultural land. 0f this, about 60I or 5.2 miIllon hectares
are devoted to crop and milk produetion. Much of the rest 1s
used for extensive grazing for beef and small stock produetlont
or is taken up by national parks and forest reserves. Although
perhaps 500,000 hectares of Iand could be brought lnto produc-
tion under irrigation, drainage or flood control, by and Iarge
Kenyats agriculture will have to provide for both food security
and export growth on its existing crop and dairy land.

5.6. MiIk produetion alone aecounts for almost half (471)
of the 5.2 miI1lon hectares devoted to farming, while maize plus
beans accounts for almost another quarter (23fr), as shown in
Table 5.1. These plus root erops, sorghum and mi11et aecount for
84tr of the farmed 1and. Yet these same slx basic foods produce
only 43fr of the total value of the commodities listed in TabIe
5.1. In contrast, three crops--coffee, tea and vegetables--
produce 37f of the total value using only 5fi of the land.

t
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TabIe 5.1

(a)

(f)

Estimated Area.
Selected Commo

and ValueWT
Value ( d )

per Hectare For

Value per ha.

Val ue
ES

Commodity

Milk
Malze and beans (a)
Root crops (b)
Sorgum & millet
Coffee
Wheat
Cot ton
Fruits
Sugar
Tea
SisaI
Vegetables
Cashewnuts
Groundnuts
Barley
Sunflower
Pynethrum
Rlce
Tobacco
Bee f
Sheep & ggats
Others '

Total

Notes

frot
total (Rank)

frot
total (Rank) Kt/ha. (Rank)

Area

46. 6
22.6

(1)
(2)

70
153
205

48
1 489

191
32

296
-432
1325

137
9',| 3
162
84

249
141

(16)
(12

7.9
6.7
2,9
2.2
2.1
2.1
1.7
1.6
1.1
0.7
0.5
0.4
0.3
0.2
0.2
0.2
0.1
(e)
(c)
(c)

(3)
(t{)
(5)\ (6)
Q)
(8)
(e)

(10)
(tt1
(12)
(13)
(14)
(15)
(16)
(17)
(ta)
(19)

16.3
16.6

419
519
885
(c)
(c)
(c)

8. 'l

1.5
21 .6
2.1
0.4
3. 'l

-3. 6
11.9
1.1
3.4
0.4
0.2
0. ll' 0.2
0.4
0.5
0.5
6.8
4.9
3.1

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

(
(
(
,l

(
1

1

(
2
(

1

(

1

2
1

1

1

1

1

(
(

(

(
(

(

(
(
(
(
(
(
(

3
2
5
1

1

0
8
9
1

4
2
8

5
0
7
9
6
3
3
6
7

(
(1

(
(t
(t

(
(t

(
(t

(
(t
(1

(
(t

(
(
(

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

)

o

7
1

0
I
7
9
2
4
3
1

5
8
3
6
5

I

170(f)100.0(e) 100.0(e)

(b)
(e)
(d)
(e)

Because beans are typically interplanted with maize, the two
crops are considered together; maize alone accounts or 13.31,
of total value.
rncludes potatoes, whlch account for 5.3fr of total value.
No estimates available.
Value at farm gate.
The total area is 5.17 million hectares and total varue isKf 1035 mil1ion.
Excludes beef, sheep and goats, and rothersr.

5.7. Two strategy implicatlons foIlow from thege statis_
tics. First, rapid growth of rural incomes and GDP would be
served by greater output of coffee, tea and vegetabres, through
both intensifieation and acreage expansi-on. Seeond, given the
importance of maintaining serf-suffieiency 1n maize, milk and
most other basic foods, it will be essential to intensify produe-
tion on exj-sting lands without encroaching on land devoted to
hlgher lneome-earning crops.
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5.8. 0ther development conslderatlons point 1n the same
dlrectlons. Coffee, tea, vegetables and pyrethrum employ between
1.4 and 2.0 person-years per hectare, conpared to only 0.3 to 0.6
for mllk,- maLze and beans, root crops, sorghum and mlllet. Thus
enployment goals also dlctate an expanslon of the hlgh-vaIue
crops. SlmllarIXr the need to expand agrlculturers net export
earnlngs also requlres an expanslon of tea, coffee and hortlcul-
tural productlon and other cash crops: coffee, tea and vegetables
earn flve to ten tlmes the forelgn exchange per hectare than can
be saved by lmport substltution for food gralns.

Commodlty Programmes

5.9. Seven commodltles are central to achlevlng the devel-
opment goals establlshed for agrlculture. Coffee and tea expan-
slon 1s the foundation for growth of both agricultural lncomes
and exports. Maize, wheat, m1Ik, and meat productlon must be
adequate for food securlty. Hortlcultural crops w111 serve both
goals. Programmes to expand productlon of these seven conmodl-
tles are glven ln this sectton. Thelr cruclal slgnlflcance
Justlfles the concentratlon of the Sesslonal Paper on these seven
commodltles, because success of these programmes will ensure that
agrlcultural lncome can grow at 51 a year to the end of the
century. Other c0mmoditles --especlally sorghum, nl11et, rice,
root crops, sugarrand o11 crops--w111 remaln important to farmers
and to Government. But lf these seven lntenstflcatlon and expan-
slon programmes do not succeed, there ls no alternatlve package
of lnvestments of slmllar magnltude that could make Kenya agri-
culture prosperous ln so short a tlme.

Coffee

5.10. Kenya has the potentlal both to grow and export more
coffee. Moreover, because lt has a very small share of the world
coffee market, only 2.31, Kenya could market substantlally more
coffee wlthout drlvlng down the prlce very much 1f at aI1.
However, Kenya 1s a member of the Internatlonal Coffee Agreement,
under whlch lt has a quota that restrlcts potentlal sales. Kenya
has been worklng wlthln the ICA to lncrease 1ts quota 1n the near
term and w111 contlnue to do so. Even under a maJor
lntenslflcatlon programme, coffee output w111 not grow untlr
after the cuprent ICA explres in 1 989 and Kenya w111 contlnue
to adhere to the Agreement. Over the long term, especlally when
the current Agreement explres ln 1 989 and a new one 1s nego-
0lated, Kenyars growlng lmportance in the worrd market and lts
ablllty to export much more hlgh-quallty coffee should be recog-
nlzed by other produclng and consumlng natlons and accommodated
wlthln the ICA, as has been the case since Independence, when
Kenya exported only a fractlon of lts current quantities. Whtle
contlnulng to adhere to the agreement, Kenya w111 also seek
addltlonal non-quota market sales.
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5.11. To improve lts position ln the coffee market of the
late 1990s, Kenya wlII begin now to prepare and execute a three-
part production programme with the ambitlous targets summarlzed
ln TabIe 5-2. First, Kenya wlII fu1Iy exploit the potentlal of
the new diseas6]F&'istant, high-ylelding variety Rulru 11 and
other varieties under development. These varietles have approx-
imately double the yield potential of the present varletles, do
not require spraying against either coffee berry disease or leaf
rust, and consequently can roughly halve the unit cost of produc-
tion. It is essentlal to Kenyars development strategy that
farmers be encouraged to use better crop management and gradually
to replant the existlng coffee area wlth the nel, varletles by the
year 2000. Smallholder and estate produetion will then total
215,OOO tons from the same coffee area planted in 1984, compared
with the record 1983/84 output of 129,000 tons.

Table 5-22 Coffee Exp ansion Programme

Area (1000 ha) Quantity ( 1000MT)

1 984 2000 1 984 2000

Production

1. Arabica
B. Replanting

Estates
SmallhoIders

- Tota1

b. New planting
Estates
SmallhoIders

- Total

2. Robusta

3. TotaI

Exports
1. Quantity
2. Value (Kfmn)

17 .9
57 .1
75.0

50. 0

149.9 274.9

41.6
73. 1

114 .7

35.7
114.2
149. g

35.7
1 14.2
149. g

96(a)
170(a)

78. 1

137,2
215.3

34. g

354.1

351
550(b)

37.7
66.2

103.9

114.7

Notes(e'f-1982-4 average(b) Average price calculated from World Bank quota market
forecast for 1995 with 70fr of Kenya coffee sold ln quota
markets and a non-quota market price that is 37f of the
quota market priee. AII estimates based on world prices of
1 gg3.
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5.12. Seeond, it is also vital that Kenya should explolt
its comparative advantage in the productlon of arablca coffee by
expanding the area planted by 50 percent by the end of the
century. This new area, planted with hlgh-yielding trees, could
be produclng a projected 104r000 tons by 2000. The combined
effect of the replantlng and area expanslon for arablca w11I- be
almost to triple national production by the end of the century on
an area some 50 percent greater than that planted at present.

5.13. Third, robusta eoffee can be grown in large areas of
western t<enya- ant Coast Provlnce which at present have no high-
value cash crop. A major alm ls to establish the robusta variety
as an important eash crop in these areas by the end of the
century. The rate of adoptlon cannot easily be projected, but
it is consldered that a planted area of 50r000 heetares repre-
sents an aehievable target for 2000. Such a planting programme
wourd lead to a projected nationar robusta output of 35t000 tons
of clean coffee by 2000.

5.14. This three-part production programme will be started
lmmediately to enable Kenya to take advantage of the natural
growLh of the world coffee market, somewhat higher quotas under
the ICA, and its abillty to sell more in non-quota markets. The
fuII realization of the programme wlII, however, be contingent on
the condiClons of a new coffee agreement after 1 989 and Kenyats
success in non-quota markets. If ful1y implemented, the pro-
gnamme ls projected to yleld foreign exchange revenue from coffee
that grows by over |fr a year on average from 1984 to 2000. These
projections are based on a World Bank forecast for quota-market
coffee pri-ces in 1995 and as much as 30I of Kenyafs coffee being
sold on non-quota markets aL a discount of over 60fr.

5.15. Major
outputT include the

./
measures to
following:

( 1 ) Extension efforts in exj-sting coffee
focused on acreage expansion and replanting
Ruiru 1 1 variety.
(2) Extension services to smallholders wilI be enhanced
through an incqease in the extension-related aetiviti-es of
the Coffee Research Foundation and funded by the Coffee
Board supplemented by the Ministryrs extension serviee.

(3) The Coffee Research Foundatlonts seed programme for
Ruiru 1 1 and other high-yielding varletles w111 be expanded.

(4) Government w111 develop an lntegrated programme for
the planting, produetion and marketing of robusta varj-eties
in Western Kenya and the Coast, with a special research,
extenslon and credlt programme focused, on thls effort.
(5) Government wi11, with the asstitanee of ald donors,
institute a programme to reduee the delay ln payments to
growers.

l

achieve thls expansion of coffee
a

areas
us ing

will be
the new
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Tea

5.16. slmilarly, Kenya can also grow and export substan-
!lelIy nore tea than it does. Governmentts target is to almosttrlpre tea exports by 2ooo, through production programmes forsmallholdersr commercial tea estates and new Government-ownedestates on the forest fringes. Average
holdlngs- are less than half the avera

mature ylelds on sma1I-
ge achieved on esEl-Fil

although the genetic potential of the clones planted on smaIl-
holdlngs is higher. 0ne reason is the large number of bush
vacancles on nany plots. The Kenya Tea Development Authority 1s
conducting a programme of infilling which it antielpates will be
completed wlthin five years. A separate set of measunes is
expeeted to lncrease average smallholder ylelds by 1.5tr a year on
exlstlng farms. There is considerable scope for expanding the
area planted to smallholder tea on present tea farmsr on otherfarns 1n tea areas, and in potentiar new tea areas. The a1; w111
be to lncrease the area planted to smallholder tea by 50 percent
by 2000. The combined effect of the targeted area expansion,
lnf1lIlng programme and yield increase w:.tt Ue to _rais6 smal1-
holder tea production to a projected 128 mirlion kg. by 20oo
-compared to the record 1984 smallholder production of 53 millionkg. (Table 5-3).

5.17. Kenyars commercial tea estates are the hlghest
-Eh e-faj or'- e s ta t e c o m p dn i e syl eldlng in the worId. However,

expect to contlnue to increase yields by 1.51 per yea.r through
progresslve improvement of field management and cultural prac-
ti-ces. ttithln the exlsting boundaries of tea estates, perhaps
25tr of the land suitable for tea is under other uses. Measur-es
will be introduced to encourage conversion of this land to tea.In additlon, Government wlIl encourage estates to replant seed-
ling tea wlth high-yielding elones. These measures will lead to
almost a doubling of estate produetion by 2000.

5.1 8. Long-term experimentatlon by the Tea Research
Foundatlon (TnF) has confirmed that replacing indlgenous forest
with tea does not adversely affect either rainfall or the
environment, provlding that ground cover is complete. Govern-
ment has already begun to establish tea estates on the margins offorest areas, which will also serve to protect indigenous
forests. An area of 6,ooo hectares of forest rand wlrl be
established in tea, yielding a projected 10 million kg.

5.19. The combination of measures proposed for tea wiIl
result in a 59fr expansion of planted arear 8n average yleld
i-ncrease of 5Qfr, and a 124fr increase in outpui; exports wrrr rise
by 1611 over the 1982-4 average quantity. Kenya 1s a maJor
supprier of tea, accounting for 13fr of the worrd market, and its
expanslon would aceount for 301 of the expected growth in world
lmports from 1 985 to 2OOO. Conservative estimates suggest that
Kenyars expansion w111 drlve prlces down by only \fi from projec-
ted levelgr so that Kenyars revenues should grow by about ilsfr
or 4.6fr a year, from 1982-4 to 2OOO. As a tow-cojt and high-
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quallty producer of tea, Kenya 1s weII placed to lncrease 1ts
earnlngs. Much of Kenyats agricultural strategy depends on thls
happenlng.

Table 5-3: Tea Expanslon Programme

Area(1000 ha.) Quantity (1000MT)

1 984 2000

_26.7
56.5

83.2

2

1 984 2000

Productlon
6--Tepffi'tlng

Estates
SmaIIholdlngs

Total

b. New plantlng
Private estates
Forest estates

- Smallholdlngs

26.7
56.5

63. g
52.7

34. 1

10.2
30. I
75. 1

262.0

gg. g
97 .1

?

83.2 116.6 186.9

6
6
I a

255
296(b)

90(a)
130(a)

7
0
5

- Total

c. Total

d. Exports
Quantity
Value (Kfmn)

Notes
Tilt 982-4 average
(b) Uses Wor1d Bink price forecast for 1995 (based on 1983 world

prlces) reduced 6V 4l to account for price decline due to
increased Kenya marketings not aecommodated 1n WorId Bank
forecast.

5.20. Consequently, the following maJor measures wi11,be
undertaken to expanO tea prodhction:

(1) Government w11I formulate a plan to expand the
smallholder tea areas under the aegls of Ehe Kenya Tea
Development AuthoritY.
(2) Government w111 adopt a national pollcy of encouraging
new planting of tea on existing estates, lnelud|ng a cooper-
atlv-e programme eoordinated by the Tea Board and the
estates to determine the unplanLed area sultable for tea'

(3) Government-owned' tea estates of 6rOOO hectares w1I1 be
establlshed on the perlmeters of i-ndigenous forests.

83.2

41 .2

124.4 116.6

a
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will be mobilized with the assi-stance of donors
the size of the first payment to smallholders'

of tea w111 graduallY be inereased
eneourage exPorts.

Food Crops

5.21. To accommodate the area expanslon for coffee and
tea, while providing for food securitV, it w11I be necessary to
manage a major lntenslficatlon in the production of aIl basic
food commodlties. The lmplications for four of these are shown
in Table 5-4. The target of self-sufficlency 1n maize and mllk
will requlre more than a doubllng of production from current
average levels on somewhat less than the existing land devoted to
these commodlti-es. Though targets for wheat and meat produetion
are less than expected demand, Government will contlnue to
promote expanded Production.

TabIe 5-4: Food Production Targets, 2000

Average Production Consumptlon, 2000

1 984 2000 Growth
(fip.a.)

4.7
4.0
5.2
5.1

Tota1 ( c ) Unmet
demandCommodity

---F----

Maize ( 1 000MT)
Wheat ( 1000MT)
Milk (mn.litres)
Beef and smalI stock

( 1 00oMT )

e100(a)
214(a)

1600(b)
190(b)

44 00
400

3600
420

4400
1 000
3600
540

0
600(d)

0
120

Noiesrir-
(b)
(c)

(d)

1 98 1 -4 average
Estimate of trend value for 1 984
Assumes 3.7f p.d. growth in population (7.07 urban growth
and 3.ztr rural growth) and' 5.6f p.4. growth in GDP from
1 984 to 2000.
Substitution of domestie triticale or sorghum flours will
reduee imports by as much as 2001000 MT.

5.22. Intensification of export and food crops will require
greater outlays by Government on research and extension. To help
fund these outlays, the prineiple of participant support dis-
cussed in Chapter 3 (3.7 3.9) wilI be applied. Coffee and tea
farmers already support research on those crops and the prlnclple
will be extended to maLze and wheat (see later section on
Research). Dairy farmers wilI also be alked to support artifi-
cial insemination services to a greater extent than at present.
Fees will be structured ln such a way that only those who benefitt



a

70

from i-nereased productivify wilr be required to pay. Farmers
will be given the opportunity to observe the benefits from theuse of the services for whiqh fees are charged. In some areas,
where the introdugtlon of improved methods is blocked by the needto pay fees, they may be reduced or waived for a short introdue-tory period.

Maize

5.23. Among the major foods, white maize is the only one
that cannot be secured easily or economically on world markets.
To maintain self-sufficiency in maLze wilI requlre a concerted
effort to increase land productivity through improved technology
and the intenslfication of input use, combined r.rlth sound priclng
and marketing policies. New technology is required urgently.
Although input intensifieation is a critieal factbr in generatlng
mai-ze productivity, even optimal use of modern inputs by aI1
farmers courd produee the required 4.7ft rate of growth for a
decade at best. Howevenr optimal utilisation by all farmers 1s
an unrealistic expectation and the need for new varieties j-s more
urgent. Research must be directed at agro-elimatic zones where
the potential fon suceessful resutts 1s high. A werl-managed
programme of maize research, taking ful1 advantage of both domes-
tic and international resources, will be given highest priorlty.
Continued improvement in the extension service and an adequate
incentive environment for private and publie marketers of ferti-
lizer and other inputs are also necessary to ensure that nel,
technologies are adopted quickty by farmers.

5.24. Rapid growth in off-farm demand for maize, approaching
- 8fr a year, will place a heavy burden on the lnternal marketing'system. Growth of the marketing sector offers many rural employl

ment opportunities and proper marketing policy will facilitate
agricultural and general economic growth at IittIe public
expense. The current effort to improve internal management in
the Natlonal Cereals and Produce Board wilI asslst the Board in
its principal function, the efficient implementation of foodsecurity policy.

5.25. Major measures:

( 1) ltiaize research will be accererated through a werl-
managed programme aimed at identifying high potential re-
search areas and achieving rapid results.
(2) Maize wiIl be prleed oi tne levels neeessary to keep
the trend of domestic productj-on in rine wlth domestic
consumption, within a range above export parity and belowimport parity.
(3) To promote food security, on-farm storage wirr be en-
couraged by extenslon servi-ce adviee and eredit allocatlons.

,
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Wheat

5.26. Rapid urbanisalion ls expected to cause wheat demand
to grow at 7.5 percent annually. Currently the country is depen-
dent upon foreign sources for 33-40 percent of domestic needs.
Without encroachlng on land needed for maLze, this dependence
will continue. A wheat expansion rate of 4 percent is an ambi-
tious target ln the face of continued land subdivislon. Analy-
sis shows that under small farm conditions maize production for
subsistence has a substantial comparative advantage over wheat.
The net forelgn exchange generated by wheat import substitution
is probably less than that associated with maize production in
regions where the two crops eompete for land.

5.27. The increasing demand for bread and related products,
such as chappatis and mandazies, ean be partially satisfied with
other grains. Trlti-caIe, a hiSh gluten wheat-rye crossr. which
has a hlgher yield than wheat in drier regions of the eountry,
must be examined seriously as a substitute for imported wheat
f1our. Sorghum, a traditional smal1-farm crop 1n seml-arid
zones, has similar potential. Triticale and sorghum breeding
wilI be stepped up to produee marketable varieties for flour
milIing. A high 1eveI committee will be established to evaluate
the potential of these commoditles and to work cooperatively wlth
the milling lndustry to develop policj-es that encourage their
utilization.

5.28. Major measures:

( 1 ) Whdat and flour pnices will continue to be set at
projected long-term i-mport parity 1eve1s.

(2) The eeonomi-e and environmental feasibility of continued
expansion of wheat and triticale produetion on open range
land will be examined.

(3) Poticies will be developed to encourage domestically
produeed wheat substitutes, such as trltlcale and sorghum,
1n flour pr\duction, with the initial objective of mixing
these commodities with wheat flour up to 15-20fi of total
consumption.

(4) Research will be continued to ensure that the level of
disease pesistance 1s maintained in locaI wheat varieties
and to facilitate continuation of the recent reeord of
productivity growth. The identification and implementatlon
of incentives for encouraging wheat production under appro-
prlate envlronmental conditions such as open range land w111
be pursued.
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5.29. The annual average natlonal productlon of milk
estlmated to be about 1.6 b111ion Iitres.. 0f thls, 60fi
produeed by the smallholder herd in the high potentlal areas,
by herds on large scale farms and 10tr by the pastoral herd.
the totaI, almost 40f enters the formal and informal markets
over 15f ls sold ln urban areas. If present consumption patterns
contlnue, then by 2000 total productlon w111 have to more than
double. The bulk of the increase ln productlon w111 have to come
from the smallholder zeQu herd in the highlands, which must be
upgraded and more than doubled in slze to over 4 m111lon head by
2000. Production targets for m1lk -wi1I requlre masslve lnvest..
ment--about 8,175 miIllon over 1 5 years-- by smallholder llvestock
farmers 1n lmproved dalry productJ-on systems.

5.30. The essential eomponent of a strategy to double mllk
productlon by 2000 is a successful programme of artlflclal lnsem-
lnatlo'n (AI). The Kenya Natlonal Artlfieial InsffilfiEEf5fr-ffiTde'
(KmfTS, provldes this crucial input, but at declinlng Ieve1s:
whereas the number of lnsemlnatlonb reached 548rOOO in 1379, they
dropped by 201 over the next flve years. To double the lmproved

. dairy herd, this trend w111 have to be reversed. More zebu colds
will have to be lnsemlnated and thelr owners brought lnto the
proeess of upgradlng thelr herds, and the service now avallab1e
w11I have to be lmproved. A major reason for the decllne in AI
servlce 1s the deterloriatlng fleet of vehlcles ava11ab1e to
KNAIS: the 1979 fleet of 185 roadworthy vehj.cles was down to 130
in 1983. In addltion, the number of bulI calves recrulted by the
Central Art,iflclal Insemination Service (CAIS) has been lnsuffl-
cient to malntaln the effectlveness of AI: over half the bulls
are too oId for rellable lnseminatlons. Improved recruitment of
bu11 ealves depends on the revitalizatlon of the Kenya M11k
Records (KMR), the foundatlon for all improved dalry breedlng.

5.31. These necessary i-mprovements 1n AI w111 require
greater expenditures by both Government and dalry farmers. The
current average cost to Government ls about Sh.130 per pregnancy,
though the cost ranges from Sh.30 to Sh.1300. The farmer pays
only Sh. 1.00 per inseminatlon and Sh.2.20 pe.r pregnancy.' To
brlng the KNAIS back to lts 1979 level of lnseminatlons, upgrade
the CAIS, rehabilitate the KMR, and then extend the coverage of
AI to new districts wlth good dairy potential, w111 requlre an
lncrease in outlays from t1.T mi111on to 84.5 m1lIlon. Much if
not aII of this increase in cost can be covered by an i-ncrease of
fees paid for each i-nseminatlon, which farmers would w1tI1n81y
pay to obtain reIlable AI ser,vlce. Thls 1s conslstent wlth the
general pollcy of lncreased support for Government servlces by
partlclpantsr ES discussed in paragnaph 5.22.

5.32. To supplementary programmes should be trled as welI.
Flrst, slnce natural servlce already exists and is probabry
preferred by farmers, there should be offlclal guldance and
eicouragement for farmers who keep i-mproved bulls for the servlce
of other farmersr cows. The current poIley of dlscouraglng

1s
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natural servlce 1s counter productive. Second, the placement of
a static AI servlce at cattle dlps wlll be trled experimentally,
depending upon the outcome of a study into the future of cattle
dlps (see sectlon below on disease control). Thls would reduce
trinsportatlon costs for AI, provlde the servlce at the preferred
tlne for successful lnsemlnatlon, and nake the cattle dlp a
eentre for extenslon work. The higher costs for Government of
operatlng this klnd of service may be offset by farmersr wlllln-
ghess to pay more for a convenlent and more effectlve servlce.

tr).
eontrol ?' [aJor neasures (see also paragraph 5.42 on dlseasc3

)

(1) The KNAIS, CAIS and KMR will be lmproved and expanded,
and annual budget allocatlons lncreased from 81.7 mtIllon to
84.5 mlll1on by 2000. A necessary conditlon for thls exp?!:
slon ls an lncrease ln the fees paid by flarmers, which w111
defray part of the cost to Government.

(2) Government w111 gulde and encourage
lmproved bulls to servlce other fartrersf
where AI 1s lneffectlve, lmproved buIl
utlIlzed.

farmers who keeP
cows. In zones

schenes w111 be

(3) KNAIS w111 experiment wlth stationary AI service at
cattle dJ-Ps.

(4) Although the Kenya Cooperatlve Creamerles w111
continue to play a central ro1e, Government w111 encourage
private dlsiributors to energe outslde the KCC marketing
system. Thls prlvate marketlng network w111 create competl-
tlon for farmerst m11k, encouraglng maxlmum productlon at
enhaneed net farm gate prlces, and wl}I become an lmportant
source of non-farm Jobs ln rural centres.

(5) Investment by smallholders ln ze"o-ErazLng produetlon
systems will be encouraged by pricing pollcles and the
extenslon servlee.

Beef and other meats

5.34. Total consumptlon of beef 1s expecte{ almost to
trlple by 2OOO because (a) urban dwel-fi67s conaume 150, more beef
per- pers6n than rural dwellers and (b) per caplta consumptlon ls
expected to rlse aE the sa;ne nate as per caplta incomes. Current
coirsumptlon ls supplled mostly from wlthln Kenya by the beef herd
on large-scaIe firmsr the smallholder zebu herd, the pastoral
herd anO the dalry herds on small- and large-sca1e farms. Pro-
ductlon ls largest from the smallholder zebu herd. An lncrease
ln the supply of beef is technlcally posslble to meet demand ln
2OOO, but w111 requlre substantlal effort'

5.35. Several problems face the beef lndustry. Flrst,
beef pnoductlon 1s not profltable enough to encourage investment.
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with present returns on investment of onry 6-8fr a year, it would
take a 30fr lncrease in beef prices relative to dalry and other
farm prices to encourage private investment in beef. second,
tsetse infestatlon prevents expansion of land under beef herding.
Yet elimination of tsetse would requlre an investnent of Kf.Z5
mlllion, cooperation with both Somalia and Tanzania, -and research
to overcome the new strains of trypanosome that are reslstant to
existing drugs. 0ther requirements to increase meat production
include the lmprovement of stock routesl massive private invest-
ment in water faeilities to j.ncrease range utilizationl lmproved
security in pastoral areas; and an efflcient,, widespread and
effective system of reporting and disseminatlng informatlon on
market prices.

I

5.36. Ma j or
production inelude
dlsease control):

measures to stimulate an
the following (see also

(1) The the Livestock Marketing System will be improved,
ineludlng completion of the trunk system of stock routes and
holding grounds to serve pastoral areas and establishment of
a national livestock marketing reporting and informatlon
system.

(2) water suppries will be developed at strategic points
for nomadic herders and fees charged to cover maintenance
costs. Ranchers will be encouraged to develop their own
water suppliesr possibly sharing eost wlth Government as
appropriate.
(3) A programme to reduce infestation by the tsetse fIy
will be developed ln cooperatlon with Tanzanj-a and Soma1ia.

inerease
paragra ph

in begf
5.42 on

(4) Improvement of security in pastoral areas will be
increased priority to enable fulI utilizaLion of avai
rangelands.
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5.37. sheep and goats provlde a major source of meat for
Kenyans: conElE$-ti6E-iE"-E5out 60,000 tons -a year, almost a third
of total meat consumption. Moreover, the maln concentrations ofproduction and eonsumption are in zones of 1ow and marginalpotential. Thus improvements in this industry can have important
benefits to low-income rural famllies. To improve the produc-
tivlty of sheep and goaf raising, the following measures .wil1 be
undertaken:

( 1 ) Extension activities must become more effective
through provision of adequate complementary resources to
extenslon officers and the deveropment of zone-specific
extension packages.

(2) A

focus onpotential
national breeding poliey will be developed, with a
those aspects of breeding that have the greatest
for raising i-ncomes of sheep and goat herders.

I
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(3) Herdersr investments in improved stock
sidered in formulating national agricultural
grammes.

will be
credit

con-
pro-

5.38. The poultry industry has been one of the most rapidly
growing sectors in agriculture, wlth the poultry population
expandlng at close to 6f a year. The rise in lncomes forecast in
this paper should give a further boost to the produetion of
poultry meat and eggs. Poultry is ralsed both in modern, large-
scale hatcheries and on smal1 farms. Although market forces will
Iargely determine where and how this industry expands, the MALD
w11I formulate a poliey to address the industryrs major problems:
large fLuetuations in the production of day-o1d chicks, lnade-
quate dlsease control, high feed prices, insufficient credit
faclIltles, and inadequate market information.

5.39. Flshin is both an important \proEein in
the Coast.Kenya and a ma ore mployer near the large

Measures outlined in the Development Plan 1 983- 1 988 form the
basis for a continuing programme to develop fisheries further as
a source of both food and, in the case of coastal fisheries,
expanded exports.

Llvestock Dlsease Control

5.40. Diseases have been a major obstacle to increased
llvestock production in many parts of the country. Rinderpest is
a potentially devastating disease that is kept under control by
regular vaccination of yearlings and of caftle near the countryrs
borders. Foo! and mouth disease, whieh can sharply reduce dairy
produetion among improved sLock, is controlled by a combj-nation
of vacclnation and movement restrietions; for every shilling of
increased production due to eontrol of the disease, the Veterin-
ary Department spends only Sh. 0.22. Tiek-borne diseases are
controlled by dipping cattle, but the costs are high and some
farmers and herders show a reluctance to dip their cattle, espe-
clally if fees are charged. Consideration wiII be given to the
development of an immunizaLion programme to control tiek-borne
deseases and eventually to replace cattle dips.

5.41. Charges are generally made for the use of disease
control servlces. Following the principles of participant sup-
port laid out in paragraph 5.22, these charges will be set to
cover full costs in cases, such as the control of foot and mouth
dlsease among improved dairy herds, where farmers enjoy clear and
reallzable benefits in excess of the costs of control. In other
casesr where users may not be able to realize such clear net
benefltsr yet disease control is important to prevent widespread
damage to the national herd, it may be necessary to subsidize
dlsease control.

source of
lakes and
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5.42. The Ministry of Agrieulture and Livestock Develop-
ment wlIl revlew its strategy to eontrol llvestock disease and
make recommendatlons relating to:

( 1 ) the posslbllity of replaci.ng cattle dlpping with
lmmunlzation as a measure for controlllng tlek-borne

. dlseases;

(2) the potential and preclse methods for increasing
charges paid by the beneflclarles of dlsease control, using
the princlples of paragraphs 5.22 and 5.41;

(3) means to increase the effectiveness of collecting user
charges that are already establlshed;

(4) a shift of the responsibility for managj.ng cattle dips
to the dlstrlets; and

(5) increases in the efficlency of vacclne production
through joint ventures between Government and prlvate pharm-
aceutical flrms.

Sugar

5.43. Government 1s eoncerned about the high cost of pno-
duclng Sugar in Kenya. Very 1ow and even negative returns are a
serious barrler to the expanslon of this basic food erop, which
ls a major employer ln Western Kenya. Yet it is important to
maintaln self-sufficlency in sugar because import prlces fluc-
tuate conslderably and future dependence on imports would-destab-
illze Kenyars forelgn exchange balance. It ls essential that the
costs of growlng and processlng sugar cane be reduced substan-
tia1ly before further investments can be consldered. To this
end, the Minlstry of Agrlculture and Livestock Development will
undertake a study of the manigement and structure of the sugar
industry and recommend measures to reduce costs.

Horticul ture

5.44. Fruits and especially vegetables have the desirable
charaeteristics of both food and export crops:' they w11I
lncreaslngly become pant of Kenyansf diets as lncomes lncrease,
yet the potential for productlvity galns 1s Sreat enough to
provlde a growing surplus for export. Table 5-5 shows this
potential. Most of the required increase in vegetable produetlon
wlII come from more intensive land use, with the introduction of
new vegetables, better varieties of exlstlng vegetables,
improved rotations, more effective soll preparatlon, an lncrease
ln lnterplantlng and relay planting, and closer spacing combined
with highen levels of fertilization. Increases in domestlcally-
consumed fruit production are expected largely from better-
quality planting materlals.

J
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Table 5-5:.
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5.45, The marketing of horticulturals in major cities 1s
becoming a constralnt to increased consumption. The construction
of'new parketing centres in Nairobl, Mombasa, and Kisumu wiIl be
necessary to put fresh vegetables and fruits within reach of
potenflal consumers and thus create expanded markets for horti-

.,cul:turaI farmers. This urban-based infrastructure will contri-
butre to a pnoduction and markeLing chain that has several desir-
able characteristics: hortlcultural production requj-res rela-
tively Iittle Iand and much Iabour, while rnarketing in both the
rural and urban areas is quite labour-intensive.

5.46. Exports of fresh horticulLural produce are constrained
by I restl"icted alr freight volume and changing patterns of lnter-
national demand and supply. Produce with the highest unit value
wiJ-1 be accorded priority in air shipmenf, particularly mangos,
off-season strawberries, french beans and asiatic vegetables.
SeA-freighted fresh produce, especially to countries in the GuIf,
began in 1 985 with trial shipments. Plans are being completed to
reach an annual exporL total of 45,000 tons of fresh vegetables
and fruits within six years. The future demand for bulk sales of
fruit juices--especially pine'apple and passion fruit--and eanned
pineapple should make feaslble annual j-ncreases of around 1}fr in
value terms.

5.47. Major measures:

( 1 ) An expansion of the domestic market potential and an
increase in marketing margins in favour of growers wilI be
achieved by improved market infrastructure--lncluding the
construction of wholesale marketing centres in urban areas
where these would relieve consLraints to the expansion of
urban markets I and by improved market organization--includ-
ing more effective utilization of cooperatives.
(2) To reduce costs and price fluctuations, Government
will provide improved access roads, introduce new varieties
of vegefables, and work for the cooperatives to promote more
intensive husbandry methods and to establish an improved
network of priee information.
(3) The Horticultural Crops Development Authority will be
strengthened and its role redefined to include the provisiona
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of technical advice to growers and to Government; the col-
lection and disseminatlon of information on market demand
and pricesl provision of speclalized inputs to farmers; and
assis.tance in markei;ing of produce through the operation of
collection, storage, and transport facilities. These activ-
ities will be direeted partieularly towards smalI farmers.

(4) Government wilr pursue its.experiments in exportlng
fresh hortieultural produce by sea to the Middle East.

Development implications of commodity programmes

5.48. If the commodity production targets for coffee, tea,
food commodities and horticulturals are realized, while the rest
of agriculture expands with population growth aE 3.7fr a yeart
value added in agriculture would rise by 5.1% a year from 1984 to
2000, just over the rate necessary to reach the overall GDP
growth target of 5.6% speeified in Chapter 2. Moreover, thls
growth is consistent with employment creation in agriculture of
3.3 to 3.8fr a year and produetivity growth 1n agricutture of 1.3
to 1.7fr a year, elose to the national average as projected 1n
Chapter 2 (Table 2-3). But the results depend crucially on both
the expansj-on of tea and coffee area and the intensificatlon of
mai.ze, mi1k, tea and eof fee production. Should the lntenslf ica-
tlon of food crop production not to be suffieient to free up 31
of totar cultlvated area for new tea and coffee prantings, then
agricultural value added could not grow faster than 4.1fr a year.
This would barely keep pace with popuratlon growth; wourd penmlt
very Iitlle produetivity and per capita lncome growth in agricul-
turel and would thus destroy any ehance of crealing the kind of
vigorous agriculture on which overall growth, not to mentlon
rural-urban balance, depend.

Provislon Inputs

5.49. Dramatic increases in agricultural ylelds are central
to Kenyats enLire development strategy. Kenya can achieve these
targets in two steps. First, farmers must be induced to apply
improved practlces wltEFtne exlsting body of technology.- To
make this happen, farmers must have ready access to lnputs of
seed, fertilizer, insectieides, meehanLzalion, water, anlmal
feeds, and eredit. This sectlon covers these lnputs and the
next section deals wlth the extensi-on servlce, whlch must provlde
advlce on how to use them. The seeond step ln lncreaslng ylelds
ls the devetopment of new varleTlE{ especlally of malze and
horticultural crops. The research needed to acompllsh thls 1s
covered in a later section.

,
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Seed

5.50. The ten-fold increase 1n the production and marketing
of hybrld maize seed since the late 1 960s has made a major con-
tributlon to the growth of Kenyars agriculture. The Kenya Seed
Company continues to be an effective producer and marketer of
seed. It ls vital that it remain sor with sufficient margins to
malntaln 1ts financial health. The major outstanding concernt
apart from the need for intensified research into new maLze
vanieties, is to increase the strategic reserve of hybrid seed to
guard against shortages following future dnoughts. Such a
reserve cannot be commercially viable and will be maintained at
Government expense.

Ferti I izer

5.51. Inereased applleatlon of fertilizer is pivotal in
achieving higher yields, especially from coffee, tea, maLze and
horticulturals. The wide variation in fertilizer use per hectare
from one part of Kenya to another and the Iarge shortfalls from
recommended use for many erops both testify to the need for
improved fertllizer availability. For example, smallholders in
Muranga apply 26 times the fertilizer to thelr coffee as do
smallholders in Meru, while tea smallholders i11 Central Province
apply two to three times the fertiJ-izer as their eounterpants in
Rift Va11ey, Western and Nyanza Provi-nces. It is estimated that
coffee and tea smallholders apply no more than one third of the
recommended fertilizer, whereas tea esLates use close to the
recommended applications. Maize growers use even less
fertilizer: as low as 5% of recommended levels in Nyanza
Provlnce to a high of 601" in Trans Nzoia.

5.52. The returns to farmers from increased fertilizer use
are attractive enough to require little additional price incen-
tive. In 1983 /84, a shi11lng spent on fertllizer yielded 10 to
14 shilllngs of revenue to tea and coffee growers, 4 shil-
lings to wheat grollers and 3 shillings to maize farmers. Thus if
fertilLzer and information about iis benefits can be made ava1l-
able widely throughout Kenya and if credit can be obtained,
farmers will use more fertilLze?. However, national fertlLLzer
suppli-es are not always adequate or available on time. And
smallholders have dlfficulty obLaining fertllizer even when it is
available nationally, for a variety of reasons: long distanees
from farms to retall outlets discourage farmers; price margins
for retailing fertilizers are too smaII to encourage Ioeal shop-
keepers to transport and stock them; the minimum package of 50
kilograms is much too large for most smallholdersl and coopera-
tives often lack the managerial abilities and cash flow to satis-
fy memberst needs' for fertilizer. Removal of these impediments
will not only play an important role in increasing agrieultural
productlvlty, but wiIl also stimulate marketing activities and
create employment opportunities in rural centres.

a
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5.53. Impediments to the import, distribution and use offertilizer witl be removed as follows:
( 1 ) Government will conti-nue to llcense a number of estab-
lished dealers to lmport and market fertilLzer, including
the KGGCUT cooperalives with adequate management capability,
and private firms with established competence ln the fie1d.
The MALD w1l1 determlne the suitable types of fertiLizer for
Kenyars crops anG conditions, and Iicense applieants will be
judged partly on their ability to supply these fertilizers.
(2) Control prices for fertilizer wiII be set for a limited
number of distribution centres only and retallers w11I be
permitted to set their own prices. This w111 encourage
local dealers to move fertiLizer into more remote locatlons
while assuring farmers the opportunity of purchasing at
controlled prices in the major centres. It is expected that
under this policy most small farmers wilI have lmproved
access to fertilizer on a timely basls and at lower overall
cost than at present.

(3) Gazetted prices wilr leave subst,antiar margins to
encourage rebagging fertilizer into smaller quantities eon-
venient for small farmers.

(4) The extension service will aetively promote fertllLzer
use; wiIl publicize the suilable types to be used for each
location, crop and time during the season; wilr make spot
checks on lhe types of fertilizers being stocked in'loeal
market centres; and will inform farmers where and from whom
they ean purchase the correct fertilizers.
(5) CredlL facilities (discussed below) and crop payment
systems wiII be improved to enable farmers to purehase
fertilizer when needed.

Farm mechanlzation

5.54. 0n large farms that produce maize and wheat, land
Preparation accounts for up fo 507 of total production costs.This suggests the need for measures to ensure the continued
availability of appropriate machinery and equipment and to en-
courage the most economic use of this costly resource. Govern-
ment has a procedure to control and standardize impogtation of
farm machinery, includlng testing and evaluatlon for pbrformance
and reliability. Licensed dealers' will be required to have
adequale capacity for the servi-ce and repair of farm machinery,
including sufficlent stocks of spares. Government will also
encourage private contractors and olrner-operators of machinery toprovide service to farmers. A mechanization extension programme
will be designed to help ensure improved machinery utilizatlon by
farmers.
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5.55. The MALDTs Tractor Hlre Servlce (THS) w111 eharge
commerclal rates for lts servlces and will be wlthdrawn from
areas _where prlvate contractors provlde adequate servlce ln land
preparatlon. The Plant Hire Servlce (PHS) w11I, first, b€
mobllLzed to help farmers lnstltute so11 conservatlon programmes
on large farms and ln arld and seml-arld areas, where mechaniza-
tlon 1s essentlal. Seeond, PHS wilI help farmers bulld smalI
dams and other works for mlcro-lrrlgatlon systems that conserve
water and ut111ze 1t more productively. Enhanced user charges
wtil be an lmportant source of fundlng for PHS.

5.56. Land preparatlon is also a constralnt for achlevlng
hlgher productlon on small farms. Rellance on hand tools llmlts
a famliy to plantlngT?lrf a-lrectare or less of annual crops and
much of thls w111 be planted late and weeded lnadequately. Use
of oxen reduces preparatlon time to less than 40tr of that re-
qulred wlth hand tools alone, mankedly expanding the area plan-
ted and thus ralslng ylelds to both land and labour. Development
and use of lmproved ox-drawn equlpment requires efforts 1n re-
search, manufacture, marketing and extenslon. The RuraI Tech-
nology Unlt of MALD w1I1 be the focal polnt for these efforts.
It w111 ldentlfy new technologles and test market them, then
encourage prlvate manufaeturers to produce and market the new
equlpment. A parallel extension programme w111 be developed to
lnvestlgate the use of different types of draught anlmals' to
traln farmers 1n the conditlonlng of oxen, and to encourage
farmers to adopt supplementary dry season feeding. Sma11-farm
mechan Lza|lon using approprlate technologles w11I provlde- an
lmportant opportunlty for rural, snall-scale industry ln manufac-
ture, sales and repalr of equlpment.

Irrleatlon
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5.57. Large-sca1e lrrigatlon systems, especlally those
equlring pumped water, are costly undertaklngs a1I over the
orld and generally requlre subsidization. In Kenya, of seven
arge schemes coverlng grOOO hectares, only the gravity-fed Mwea
abbre scheme has had positlve cash fIows. Construction costs
nd subsidies have averaged 25tr of MALDts budget for the past
our years. Large-scaIe pumped irrigati-on has not been a cost-
ffecilve way to provlde jobs and lncomes for rural faml1les. In
ome situatlons, especlally on lands near existlng transport,
ravlty-fed systems may be economic and such schemes w1l'1 be
nvestlgated. But prlority will be glven to the consolidatlon

and rehabllitatlon of exlsbing schemes.

5.58. Loq-cost smallholder lrrigatlon glves
lncluding land neclamatlon via flood control,
development, and dralnage of water-logged lands. .

potentlal, the budget for small-scale irrlgation
gradually f rom the 1985/6 leve1 of 8,213,000 to
2OOO (1n constant Prlces).

g
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greater promlse,
vaIIeY bottom

To reallze this
w111 be ralsed
t 2 mllllon by
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5'59' The MALD has lnstituted a task fonce with representa-tion from aII relevant ministries, charged wlth examfriing andmaking comprehensive recommendaLions 5n (") doiii lrrig:ationpoten!1al, (b) alternative cost-effective approaches to d.e-ve1op-ing this. potential, (c) broad aspects of Iana anO water osoag€_ment, (d) changes in the rrrigatibn Act (1966I iJ u"ins ririe-Enosmalr-scale irrigation under the same organizati-on, ana fEl thelnstitutional framework for planning and implementiting irriga-fion and drainage programmes under District Focus. Three impor-tant as_pects of fuLure irrigation deveropment are (i) the assess-ment of irrigation technology, especiarly in arid and semi-arldareas, to find suifable Iow-eost methodsl (ii) means to reducethe infrastructurar cosLs of irrigation sehemes; and (iii) tnetraining of Kenyan experts to plan and operate ii"rigation pro-j ects .

Anlmal feeds

5.60. Increases in dairy and meat output will requi-re moreattention to the produetion and use of livest,ock feeds. A marketfor sorghum, mi11et, and tniticalg-as Iivestock feeds wouldincrease grain production and lncomes in marginal rainfall areaswhere t,hese crops do betLer than maize-, wheat, or rice.similarly, murtipre cropping of maize or sorghum may produceimmature cnops suitabre-for rivestoek feed. By-produets ofs^ugar, p_i_neappre, sisal and other processed cropi can augrnentfeed-stuffs. And the expanded ptanting of soya uean, sunflrower,rape seed and groundnut, promises significant protein 'suppf 
ements,a.s would the utilization of waJte proauets from Iivestocksraughter and fish processing. MALD wirl undertake a study ofihe potentlal for production -ano ug,e of Iivesioek f eed with theaim of developing a comprehensive poricy Lo promote thisindustry.

Credit

5'61. The strategy of crop intensificafion cannot succeedunress farmers have adequate cash flow to purehase inputs.Kenyars existing policy of maintaining remunerative prices forfarm commodities, together with prompt payments from 'purcr,asinl
agenei-esr are essential to providing purchasing pohrer to farmers.rt 1s fe_cognLzed that payment is noi ilways as prompt as ifcoridbe and Government is undertaking a systematic p"ogramme to speedup payment wherever feasible.

a

5-62. No matter how Rrompt and remuneratlve are cash pay-ments to _producers, it wilr be neeessary to provide'both seaso-naI and long-term credif to help farmers iaopt and intensifvtheir use of modern praetices. Government is commiit;a-io-in:creaslng the amount of credlt available to farmers from its ownresources and from aid donors. It also aecepts the principrethat some degnee of subsidy will oe netessary for agrieulturarcredit, especially fo smallhorders. This may be accjmpii.sneo ui
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offerlng loans at low rates to financial institutions to cover
thelr costs of relending at commerelal rates to farmers. How-
ever, credit sehemes have been hampered by late repayments and
widespread defaults.

5.63. The following steps wiII be taken to improve the
credit system and make funds more widely available to farmers:

(1) The Agricultural Finance Corporation and Cooperative
Bank of Kenya wilI be given fulI support for its efforts
to collect loan principal and i-nterest.

(2) No borrower wiIl be given access to more than
public or quasi-public loan scheme for the same purpose
credit records will be coordinated to ensure this.

one
and

(3) The needs of livestoek producers will be served by
developing loans that have longer grace and repayment
periods.

(4) Private livestock traders who provide acceptable immov-
able collateral wilt be allowed credit to procure stock for
slaughter and immatures for resale to ranches.

(5) To encourage commercial banks to extend their agricul-
tural lendlng, especlally to smallholders, aid donors wilI
be encouraged to ehannel funds through Government to the
banks aL concessional rates of interest, earmarked for lend-
ing to smallholders.
(6) To mobii-i-ze rural savlng for agricultural and other
rural credit needs, Government will encourage cooperatlves,
churches, non-governmental organ LzaLions and private
individuals to establlsh Iocal savings and loan
associations.

Arld and Semi-Arid Lands

5.64. About B0 percent of Kenyats land area is arid or
semi-arid. This area supports 20 percent of the eountryrs people
and half of its livestock. Arid and semi-arid lands (ASAL) have
fraglle environments, subject to degradation as more people move
into them from the overcrowded lands of medium and high poteti-al.
Yet these Iands represent a potentially important resource which,
if managed carefully, can help serve the income, employment, and
food self-suffieiency goals of this Sessional Paper.

is
'it

ASAI,' h
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( 1 ) Llvestock is t

.65. Most of the elements for the continued development of
ave already been discussed in this Paper:

I

to improve the bree
routes and water su
are central to ASAL

he basis for the ASAL economy. Measures
ding of sheep and goats, to develop stock
pplies, and to control livestock diseases
Gvelopment. Links between ASAL regions



I

and the higher potential areas can be intenslfied through aprogramme under which ASAL herders produce immaturei animalsfor fattening in the high potential areas.
(2) . . Crgp researeh and develcpment wiII focus on drought
re s i- s t a n-teE-p-s-aT slIitaEIEffiSsE t o pr even t e ro s j. o n.

(3) Small-scale irrlgation, if sulfable and ineJrpensivetechnol@T-6e]5fffi-Ei1r herp provlde food security.
Exproitatj-on of sub-surface water, dams to conserve run-off
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water, and noof catehments
tap water resources.

will aI1 be explored as ways to

( 4 ) Environmental ptotectlon w111 be essential to
maintain a viable- economy in TSAL regi-ons. Reafforestation
wilI serve
preventing

the three purposes of protecting watersheds,
soil erosion, and providing fuelwood.

5.66. Kenyars formal deveropment programme for ASAL was
begun in 1979, funded largely by ald donors. Direct financing
and procurement, outside Governmentrs budgetary system, has been
common. Budget rationalization requires that these programmes bebrought within the system and given scrutiny similar to arl
development projecLs. Moreover, these programmes are distriet-specific and will thus be managed within the system of District
Focus for Rurar Development. rn this eontext,-AsAL programmes
will be integrated into the policies for rural-urb"n Ualancediscussed 1n Chapter 4. Indeed, the resources devoted to ASALcan make an important eontribution to furthering the goals ofrural-urban balance.

The Role of Coopera t i ves

,.67. cooperatives have made it possible for many thous-
.ilr/is '-rf sritall farmers to participate in Kenyars economie develop-ment. iii ':98r1, for exampt", eooperative societies marketed 6opercent of arr the coffee and T2 percent of a1r fhe dairy prod-ucts sold to marketing boards. The programmes for erop intensi-fication and expansion announced in this ehapfer will depend inimportant ways upon the further development of the cooperative
movement.

5.68. cooperatlves arready play a major rore in the provi-
slon of credlt to smallholders. Government will ensure that theCooperative Bank is accorded a sufficient share of the fundsavailable for agrieultural credit to meet the needs of society
members, especiarly those farmers participating in the speclfic
c.rop. inten-si fieatlon and expansion programmes outlined in thlschapter. A few cooperatives have bec'omJ rrignf y successful in the
9]lec9 procurement and marketing of fertilizer and other inputs.This is an effective way of broadening the marketing channels forfertllizer and thus incneasing.its use. Other soei-etles wi:,f beeneouraged to enter this market once they have the managerial

a
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capacity to do so.

5.69. Cooperatives can broaden their role in the marketlng
of outputs. For some crops such as hortlculturals, Sood quallty
and prbmpt delivery are essentlal. Cooperatives canr by .galnlng
a reputation for gtod quallty control and efflclent marketlng,
secure larger and more remunerative markets for their members.
They can also feed back informatlon on the kinCs of crops 1n hlgh
demind, keeping up with changes ln market conditiops and glv_lng
thelr members the advantage of growing those crops'and varletles
Ilkely to fetch the best prtces. Cooperatives may also be able
to trinsport crops to mar-ket, elther themselves or through pri-
vate contraetors, 1n ways that reduce marketing costs and hence
ralse farm gate prices. And cooperaf,lves have the potentlal for
seeklng expbrt markets 1n ways that individual farmers cannot.
These possiUff f tles extend, not on3-y to agrlcu-Itu.raI. commodltles,
but to- handierafts and simple manufactures of the lnformal sec-
tor, as discussed ln ChaPter 4.

5.70. Perhaps the major constralnt preventing mone coopera-
tives from unOertaking t-hese importani tasks 1s the lack of
management capacity. Government w111 encourage cooperatlves t-o
lnvest in thg training of managers, both in Kenya and abroad'
The curriculum and teatning performance of the Cooperative CoI-
lege wlll be kept under review to ensure that cooperatlve mana-
geis are learning ski1ls relevant to the management of these
expanded responsibllities. Government will also encourage co-
operatives to look to other {overnment, tralnlng programmes aa a
source for new managers and technlcal offlcers'

a

Extenslon Servlee

5.71. The lntenslfieation of both food and export crops
within the next decade is a matter of natlonal survlval. A price
incentive system to accompllsh this 1s already in place and steps
to lmprove the marketing of fertiLizer and other inputs are
contalned in this Sesslonal Paper. The remalnlng element for a

Successful programme is Govennmentts extenslon effort' As an
indlcation of the- importance of extenslon, eonslder the potentlal
for ralsing yields of maLze on smallholdings. The returns to
fertlllzer-uie are substantial: as lndicated 1n paragraph 5.48
above, one shiIllng spent on fertllizer can yleId three shl1-
Ilngst'worth of malze. But the returns to lmproved husbandry are
conllderably greager: malze ylelds can be tripled over current
practice on- miny farms, with or without the apRllcatlon of ferti-
ilzer. It 1s tLe cruclal role of the extenslbn servlces of the
Mglp to help farmers to achleve these vastly greater ylelds.
Extenslon is carrled out withln the Mlnistry by the Extenslon an*
Agrieultural Services Divtslon and outslde the Mlnlstr), by thq
fJnya Tea Development Authorlty, varlous chemlcal eompanles, and
three maJor speclallzed processors of agrlcultu-r-aI produc.ts:
Kenya Brewerlei, East African Tobacco and - East Afrlcan Indus-
trles.

I



86

5'72' Tl" ke1 to a .successfur extension service 1les tn its
i ?i't'Jr,l : r 

,,' 
:,,["','"-JL? r" : 1,?::t 

of;; 
i l : ; "'"1: L';i h "".f#i I:' f i :number of contacts that offlcers have with farmers. TheTralnlng-and-vlslt (Tav) system currentry belng impremeted islntended to d9 these thlngs. Thls I'Iorlo tiant<-f;nd;a proerinmewl11 be contlnued until its formar compretlon. when fu11ylmplenented, this lntenslve and systematii approlcn to 

-extenslo[
wl]l reach the maJor arable areas -of the country, where close to90tr of the {l"p populatlon 1ives. once oo.jtetear the T&vprogramme w111 be evaruated a?g an approprlate iol1ow_up verslonof T & V w111 be absorbed into the regutai actlvltles and UuOgeiof the MALD, funded with the hlghesi of priorlti.es.

5.73. Absorptlon of the T&V System and other improvenentsln extenslon wll-r requlre a reorlentatlon of budgetary expendl-tures. currentry, expendltures on extenslon acdount'ror'ail-6rthe MALDfs recurr6nt Sudget and less than Oi oi-it" developmentbudget. Close to 90tr of these expenditures are for salarles,leavlng totally inadequate amounts ior transport and other neces-s?ly eomplementary expenditures. The current practtce of niringall graduates from Government-supported tralning programmes tends
!:-pi1l-lp^_elpendltures on personner while furt[ei" rEoucing fu;d;ror complementary expenditures. This trend threatens to ihacktethe extenslon servlce and thus threatens the very goals of foodsecurlty and agrlcultural lncome growth. Government will in-crease the budgetary allocatlons ?or extension servlces wrrilebaslng its hlrlng porlcy on the \numbers of new dlploma graduates
1:?ge$-f9r. gre,ater effectlveness and productivity. The costwrrr 0e substantlar. rt 1s estimated trrat to absoru trre 1gg5/6recrults into the. service, but wlthout any further expansion- ofstaff ; and to- brln_g compiementary (non_saiart) Lxpenoltures upto a mlnlmum 3}fi of rotal ourlayj; w111 require J i+-Zi-i;areaJ6in extenslon servlce recurren_t expenditures over lggu/5 esti-mate.s, to-f^:l 1.1 mllIlon 1n 1984/5-prices. Thls estimate 1s 1nconstant j984/5 prlces.

t

aResearch

5.74. rt 1s estlmated that, with effort, tt should beposslble to remaln self-sufficlent ln malze and othEr fooO cropsfor close to 10 years on the basis of lmproved husbandry uslngknown technolggles and more lnputs. But after that, 1t wlLr beessential to have available a new generatlon of hlgh-yleldlngvarletles of malze and other maJor food crops. For this tohappen, a maJor effort 1n agricuitural and livestock researchmust get underway almost lmmediately.

5.75. r Once research ls seen as an integral part of a well-gplll:d^'r_o'n g^-term s t ra tegy for agric ur t ur-a1 d evel opm en t, r t h eolrecflons of needed change become evldent. Flrst and foremost,researih must be concentrated on fhose crops and those kinds offarms on which the strategy d.epends most heaviry. The firstprlorlty 1s maLze and especi.arri maize grown by shalrhorders.

,
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Although malze accounts for 23/ of the total farmland qnd 137 ot
the vitu" of marketed output, it only recei-ves 8l of the
research fundlng. This share will be lncreased. Another high
prlority 1s dairy productlon, whlch must more than double on
bxlstlng land in order to malntain self-sufficlency to the end of
the century. Research needs for these products plus wheaf,
hortlculturals and beef production must be fuIly funded befone
other research programmes are purSued. To malntaln Kenyars
healthy competitive position in world tea and coffee markets,
contlnuing research on these erops will have a prlorlty equal to
that on malze and dairy productlon. However, coffee and tea
research are conducted by the lndependent Coffee and Tea
Research Foundatlons and w111 continue to be funded by cesses on
producers.

5.76. Research suffers from a number of struetural pnoblems
that w111 be corrected as a matter of urgency:

( 1 ) 1t w111 be necessary to ralse total fundlng for
researeh from 86.9 mllIion ln the 1984/5 recurrent estlmates
to almost 810 mi11ion. This estlmat,e allows for 1985/6
recruitment, but for nq more hirlng beyond that, and for
non-salary eipenditures of 45fr of the total; lt ls 1n 1984/5
prices.

(2) Increased support from the beneficiarles of researeh,
especially growers of wheat and maize, wl}I be employed to
help fund this inereased outlay. Charges may take. the form
of a levy on lmproved seeds or on produce sold to the NCP_B'
uslng the pri-nciples enunclated in paragraph 5.22.

(3) Research suffers from exeesslve salary costs relatlve
to complementary expenditures. Generally, staff costs
should not exceed 6ofr of the total to permit researchers to
do effectlve work. In Kenya today staff costs range from
60% to over 80I and if hiring trends contlnue, they w111
soon clatm vlrtually aIl available expenditure. Conse-
quently, Government will base its hlring pollcy -dn the need
for additional personnel to carry out well-deflned researeh
and on the resources available to support productlve research
work.

(4) Research efforts are spread over too many statlons and
proJects. These wilI be concentrated on the aetlvltles of
highest pniority. The existing network of research statlons
wiIl be rationalized.
(5) More research effort will be devoted to problems of
smallholdersr €specially to issues of labour productlvity
and farmer risk.
(6) A programme of training and upgrading research staff
will be undertaken and the terms of servlce modlfled to
promote the best researchers and retaln them in Government
service.

I
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Q) Prlvate research efforts wirl be encouraged by a combl-
nation of prlvate and Government flnanclng.

Land Tenure and Use

5.77. rt was sald in paragraph 5.5 Lhat Kenya has onry 5.2nllIlon hectares of land devoted to crop and m11k produetlon. -
Even lf all trrigable land were put under productlon, total crop
and dalry land could be expanded by only 1 0 percent. To ensure
both food security and adequate export growth Lo the end of the
centirry, this llmlted quantlty of land must be used as produc-tlvely as modern seed technology, comprementary inputs, and farn-
1ng nethods can make posslbIe. Anythlng short of optlmal land
use would Jeopardize the economi_c future of the country.

5.78. In this situatlonr ppivate owners have a soclal
obllgatlon to put thelr land to 1ts best use. The sanctlty ofprlvate land ownership wlIl be respected ln Kenya. But 1t can
only operate 1f prlvate land ls used in socially responslble and
productlve ways. Two mlsuses of land must be prevented 1f the
strategy for agrlcultural and economie growth presented 1n thls
Paper 1s to be reallzed. First, d€spite growlng populatlon
pressure on the Iand, there must be llmlts to the subdivlslon of
sma1l faptnS. Subdlvlslon should be prevented beyond the polnt
where totar returns to rand begln to dimlnlsh. second, Kenya
cannot feed ltseIf and produce sufficlent exportTTFtand 1sallowed to 11e idle or undenutlllzed 1n large landholdlngs.
Steps must be taken to lnduce landowners to put underutlllzed
land to more productive use. Government recognlzes the sensl-tlvity of land issues. But the eeonomlc future wtll be bleak
unless these twln problems are faced and solved.

5.79. There has not been a maJor revi-ew of land pollcy
since Independenee. The exlstlng sltuatlon comblnes colonlal
Iand tenure laws with recent practlce ln a complex pattern that
makes 1t difflcult to operate a rand pori-ey. To correct thlssltuatlon, Government will appolnt a hlgh-1eve1 comnlsslon torevlew the land tenure Iaws and practlces of the country and to
recommend leglslation that will brlng the law lnto conformltywlth Kenyars development needs. 'tne commlsslonts terms of
reference w111 lnelude conslderatlon of the followlng elements ofa land policy:

( 1 ) taxation and other measures that
to use land more productively;

provlde an lncentive

(2) regulations rimiting the ext,ent of subdivlslon to
ensure that farmland can produce adequate lncome for a
famlIy unit, lncludlng potentlal crlterla governlng subdvl-
slon, which must vary by Ergpo-€cological zone;

t

-

(3) laws that eould encourage and protect holders of large a
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traets who lease thelr land to those able to fdrm 1t more
lntenslvelY;
(tl) means by whlch authorltles 1n urban centres of aLl
slzes can oUtiln land expedttlously for needed expanslon,
;;p;ctatty to accommodate small-sca1e manufacturlng and
servlce tndustrles.
(5) the approprlate lnfrastructurB to ut1\1s.e land aIlo-
cated for i,iUfic facl11tles to promote rural-urban balance'

The commlsslon wll1 be appolnted early ln 1986 and wl11 be re-
qulred to conplete thelr report wlthln one year'

,'
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CEIPTEN 6:,II{DUSTNI AHD TNADE

Strateglc Goals for Industry

Poltcles that stlmurate rapid agricultural growth and a
dynanlc rural economy w111 slmultaneously create a growing domes-tlc narket and investment opportunlties for Kenyati lnOuitrlall-zatlon. 0ver the lon€ run, Kenya will be able to lndustrtaLLze
more effectlvely based on the greater purchaslng power of rural
and urban consumers and on larger supplles of low-cost agrlcur-tural raw materlars. For the-next -15 years, lndustry m-ust berestructured to become far more produetlve and attaln rapidgrowth ln order to serve flve baslc alms.

6.2. Flrst, lndustry must help to expand and dlverslfy
Kenyats expo-iffi?se. over 1980 to 1E84, lndustry processed or
manufactured 361 of Kenyars commodlby exports, but- only 15fi whenpetroleun 1s excluded. rf the country is to finance importssufflclent to enable the economy to grow at 5.6tr a year for therest of the centuPYr lndustrial exports w111 have to expand at
over 6l a year ln real terms. By contrast, from 1980 to 1984 the
volune of non-fuel manufactured exports felr by zfr a year.

6.3. Second, lndustry and trade must create jobs at a rate
exeeedlng TlEl6ar. Chapter 1 made it clear that the blllk ofoff-farm Job creatlon w111 be in the lnformal sector, conslstingof the self-employed and very sma1l firms 1n both lndustry andservlces. Government w111 look to modern lndust,ry to expand ltslabour force more rapldly than other sectors, through new invest-
me!9, the hlghly productlve deployment of 1ts eap1tal, and lnno-vatlons that conserve capltal wh11e using more rabour. How-ever, the savlngs avallabIe to fj-nance lnvestment 1n lndustry
w111 not result 1n sufflclent new Jobs unless a large share 1s
channeled to lnformal sector manufaeturlng.

6.4. Thlrd, manufacturlng must develop on the basis ofrelattrlelyT-IEf,--anO rlslng pr6ductivlty. liost Jobs w111 becreated 1n agrlculture and the lnformal sector, where labourproduc!1vlty 1s below that 1n modern manufacturlng. Neverthe-less, 1t ls lmportant to 1ay the basls for expandlig employmentln manufacturlng at productlvlty and wages above those in bthersectors. As modern manufacturlng expands to account for a muehlarger share of employment and output, 1t wirl eventually readthe way to h18her average earnlngs for 'a substantial and growlng
number of workers.

6.5. Fo-yglhr manufacturing needs to attract and generatelndlgenous rEiya-Intrepreneurs and managers. The lnformal sectorts the most 11ke1y bieeding ground f6r neh, entrepreneurs andnecelv-ed promlnent attentlon ln chapter 4. Focus on youtrr pori:technlcs as part of the secondary educatlonal system wlIl also

1
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contrlbute to the emergence of a large cadre of teehnlcally able
Kenyans - who w111 become the o!{ners and managers of smalllscaleenterprlses. Larger-scale manufacturlng nusi contlnue to indl-
8lnlze lts management and ownershlp by an extenslon of measureaalready ln place.

6.6. El=ft!., lnd_ustrial growth must support and promote thedevelopment aTTgrlculture and of the rural areas. The value andrange of agrlcultural products w111 be enhanced by Kenyars ablll-ty to process them efflclentry. Thls holds for a broad m1x ofproduets: an effectlve cannlng lndustry eould open new exportmarkets for Kenyats frults and vegetabr6s, Just as an efflcienitextlle industry could wlden the domestic market for Kenyarscotton. Sma11 and medlum-scale lndustry, located 1n rural arLas,can supply lnexpensive inputs to agriculture, manufacture SooOifor local consumptlon, develop lnexpenslve bullding materlali andfurnishlhgsr and provlde Jgus and incomes-for growlng ruralcentres, towns and small cltles.

Industrlal Stratesy

6.7. The flve baslc goals for lndustrlal development canbe achleved by the prlvate sector aetlng under prlce ind otherlncentlves establlshed by Government. rn the face of severeflscal strlngency, direct lnvestment by Government 1n modernlndustry would be an uneconomle use of scarce public resources
that_ ale urgently needed to support agrlcultunar growth, extendrural lnfrastructure, and malntaln soclal servlcei. Dlrect 1n-terventlon by Gove'rnment 1n lnvestment, productlon and prtclng
declslons by the prlvate sector also dlverts scarce publlc rnd[a-ggrla1 capaclty from completlng essent{al tasks, lncludlng sever-ar that can support prlvate manufact[rrlng developmenl. Thestructura-] adjustmgn! strategy, whlch has been lmplemented pro-gresslvely since 1980, is es-sentlatly a move away from directGovernment lnvolvement ln manufacturing and other sectors wfrerethe prlvate sector can operate effecLively. Thls chapter wl1rdetal1 speclfic pol1cles to relnforce stru-etural adJustnent andextend 1t.

I
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6.9.
ture was
following
lndus trlal

The broad outline of a market-based incentlve struc-glven ln Chapter 2, paragraphsr 2.51 and 2.5?. Thefeatures of that structure are particularry relevant to
development:

a

(1)
rural
scaIe,

(2)
1ty
and
and

Rapid growth 1n agriculture will provlde expandlngmarkets for all manufaeturlng, espeelally for- sna1l-rural-based f1rms.

Exchange rate management wl1l seek to nalntaln stablr-
1n th9 real profltablllty of manufacturlng for exportfor efflcient lmport substltutlon, desplte lnternatlonal
domestlc lnflatlon and changes ln tartff structure.
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(3) More uniform lmport duties and more llberal import
Iicensing wlIl together make industrial inputs readlly
avallable aE lower eost while inducing manufacturers to
produce for export markets and to provide import substitutes
at prices much closer to world standards, thus benefiting
consumers.

(4) Special export incentives, such as export compensa-
tion, manufacturing in bond, and the Sreen ehannel, w111
help exporters to ovepcome the particular problems and costs
of breaklng lnto forelgn markets.

(5) Wage guidellnes wilI continue to eneourage lnvestons
to use more labour-lntensive methods of production, wh1le
boosting investments in sectors that are inherently labour-
intenslve.
(6) Interest rates will be mai-ntained above rates of
inflatlon, high enough to encourage only those investors who
can make produciive use of their capital and who can con-
serve capital by employing more workers.

(7) Practlees in restraint of frade will be brought under
Government scrutiny to make domestic markets more competi-
tive and more open to the entry of o.€wr especially smaller,
firms. .

(8) Price controls wilI be streamlined to operate more
rapldly and f1exibly, whl1e formulae for price determinatlon
w111 be broadened to include all costs and data on competing
import prices.

(9) Streamlined prooedures will make the remainlng admlnl-
stratlve controls Iess onerous to investors in general and
to exporters in partlcular, reducing the costs and delays ln
maklng new lnvestments and in operating existing manufactur-
lng faciliti-es.

a

i

a

a

a
( 1 0) Legal and administrative
foreign investors wilI be reviewed
flrms can work within of Kenyars
structure.

conditions specific to
to ensure that overseas
market-based incenbive

6.9. It is lmportant to recognize the crucial feature of
this incentlve system: under it, private investors--large and
smaI1, domestlc and forelgn--can make attractive proflts while
dlrectly contributing to the broad-based development of Kenya.
Government acknowledges that investment in manufacturing is a
rlsky venture for the lndivldual entrepreneur or firm. To make
1t worthwhlle for investors to bear such risks, they must have
the potential to earn substantlal profits and a return on capltal
at least as great as in other sectors or other countries.
Actlons by Government that reduee profits of companies already
produclng ln Kenya di.scourage other potentlal lnvestons. At the
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same time, the social justlfication for private lnvestment is its
dlrect contrlbutlon to widespread income growth, employment gen-
eratlon, export expansion, rural-urban balance and the develop-
ment of African entrepreneurs and managers. The purpose of a
market-based lncentive system 1s to reconclle the private and
soclal motlvatlons for pri-vate lnvestment. Investors who succeed
in maklng proflts under the ineentlve system wl11, dt the same
tlme, automatlcally be contributlng to Kenyars development goals.

6.10. A supportive lncentive structure 1s cruclal to at-
tractl new lnvestment. But 1t is equally important to lnvestors
that the lncentlve structure be stable over a long perlod. It
takes several years for an lnvestment to yleld lts proflts and
investors must be able to rely on a stable set of market-based
and other incentives oven that time. The i-ncentlve structure
dlscussed 1n this chapter has been evolvlng over the past few
years and will contlnue to change in ways bhat improve the in-
vestment cllmate The basic aims are clearly stated ln thls
chapter. Government recognlzes the lmportance of keeplng the
lneentlve system ln place for many years and plans to do so.

6.11. Three klnds of industry wiIl be encouraged by
market-based incentives: (a) export-oriented manufacturlng,
(b) efflcient lmport substitutlon and (c) sma1l-scaIe, employ-
ment-lntenslve lndustry. It has been Government pollcy for some
tlme to reduce the emphasis on highly protected, lmport-substi-
tuting lndustries in favour of ihose capable of exporting. The
lncentive structure noh, in place--based on realistlc exchange
rates, moderate protection, redueed taxes on lndustrlal lnputs,
and special export incentives--should over tlme begln to lnduce
manufacturers to build capaeity with export markets prlmarlly ln
mlnd. However, it is important to recognLze Lhat Kenyars stra-
tegy also encompasses lmport substiLution as a continulng avenue
for industrlal growth. The maln qualificatlon for new lmport-
substltuting lndustrles is that they compete with imports at
moderate rates of protection and without quantitative restric-
tions, rather than the very hlgh rates of duty augmented by
protectlve import llcensing tha! were used frequently in Ehe
pastl Export-oriented and import-substltuting firms that can
prospier ln this lncentlve envlronment wiII be welcome to lnvest
in Kelnya.

16.12. The third klnd of desirable lndusLry can be Io
termdd Itinformal sectortr manufacturlng. It, too, wiIl do be
an openly eompetitive environment. Moreover, vigorous agr
turall growth will itself stimulate lnformal sector expansl
gener'fatlnB demands for a varlety of rural-based manufacturin
servlce activltles. However, two factors point towards cont
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Govefdment involvement in the encouragement of informal sector
manulFacturlng. First, Government is already lnvolved 1n the
necebpary regulation of the locatlon and sLze of sueh actlvity.
Thes{ [ regulatory actlvlties need to be reviewed bo reconclle the
some$imes conflicblng aims of maintalnlng public order and envi-
ronmehtal standards, and promotlng more informal sector actlvlty.
Second, existing capital markets may not be adequate to channel
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resources to very small-scale enterprises. support for the de-
velopment of new capltal market lnstltutlons to facllltate lnfor-
ma1 sector lnvestment 1s an approprlate functlon of Government lna market eeonomy. Proposals 0o support lnformal sector manufac-turing are contalned 1n Chapter 4. 

- -

Incentlve Structure

Protectlve System

6.1 3. Much manufacturing industry 1n Kenya today was bullt
under a h1gh1y proteetlve lncentive system. The three central
elements of thls system were (a) llcensing that tlmlted or pro-
hlbited the lmportatlon of goods competlng wtth domestlc manu-factures; (b) hign dutles on competlng lmports; and (c) rela-tively low dutles on lndustrlal lnputs. More llberaI l1cens1ngof lmports ln recent years has reduced the lmportance of lieen-
slng a.s a protectlve shield for loeal manufacturera, but remnantsof thls protectlon are st111 effective for eerLaln products.
Industries that are shlelded from import eompetition by bans orstrict llcenslng become monopolles, unless a number of compettngdomesttc flrms exist. They are in effect exempted from themarket-based lncentlve structure that 1s to gulde industrlal
development. Thelr typlcally hlgh costs penallze consumers andother lndustrles--especlally export lndustrlea--that use theoutputs of protected firms. Such lndustrles are thus able to
earn substantlal proflts without lmprovlng thelr efflelency andwlthout contrlbutlng to Kenyars development. Hence Governmentwill contlnue to move away from restrlctive lmport l1cens1ng as a
means of protectlng 1oca1 lndustry and wilI lnstead depend nore
on the tariff system and t?" exchange rate.

6.14. The tarlff structure 1s in a state of transltlon.Tr.,"reg1methate-il.6@o-rffi1mportsubst1tut1onstrategy
placed hlgh dutles on lmports that compete with domestlc manufa6-turesr whlle keeplng the -dutles on non-competltlve raw materlals
and lntermedlate goods at lower levels. The effect of thlssystem vral to create very hlgh proteetlon for flnlshed goods
lndugtnles and spme manufacturers of intermediate goodsr- butqulte 1ow protectlon for some backward-Ilnked lndustrles thatmlght othenwlse have supplled lntermedlate goods. Under thesecondltlons, 1t hac bcen posslble for some flrms to earn large
pro_f 1ts, even though thcy save very 11tt1e f orelgn exchange,
employ fcw workens and use thelr capltal lnefflclently. Thus lnetanlff reglme penmltted and even encouraged lnvestments that dldnot promole Kenyars development.

6.15. AdJustment of the tarlff reglme has been underway
slnce -1981. So far the emphasls has been on reduelng duty rate!!on lndustrlar lnputs to nerp lndustry reduce costJ. rie next
phase of . tarif! adJu_stments wllt focus on t,he remalnlng hlgh dqtynates, those that -afford excesslve protectlon to lndusEny. - Thesirates w11I be reduced gnadually, s1owly exposlng domestio lndus-try to o?rpetltlon from lmports as an lnducement for them to
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become more efflci-ent. Firms that ean ,"louo" profitably with
in this proteetive structure will ln all likellhood be servin
Kenyats development goa1s. Those that cannot work withln thi
protecLive structure are unlikely to be eontributlng to develop
ment and are thus wastlng Kenyars resourees. Given the extrem
6carclty of lnvestment, ?isca1 resources and skilled labour i
Kenya, the existence of non-competitlve lndustrles exaets a hig
cost from unemployed workers who would have jobs if those resouF
ces were lnvested in more labour-intensive aetivitiesl from farm
ers and other rural dwellers who are denied resources to improv
their productlvi0yl from consumers who pay unnecessarlry hieprices for manufactured goodsl and from t-ax-payers who musI maE
up for revenues lost when lnefficient flrms fail to uphold thei
share of the tax burden.

;
:
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6.16. As tarlff rates come down, the exghange rate wilr be
qanaged to provide some compensating protection to industry. The
Kenya shl1ling will be maintalned at realisLic values 1n terms of
the major trading eurrencies, with the aim of establlshing
Kenyats competitlveness 1n world markets. Those lmport substi-
tuting manufacturers whose operatlons result in net forelgn ex-

-

ehange savlng wlI1 beneflt from this porlcy. Those whose forei
exchange costs are close to their foreign exchange savlng wi
not and should not beneflt.

g
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necessary to con,vince potentiar exporters to make inve
time and money 'to break into foreign markets. Exporttion has been a feature of fhe incenbive regime -5lxce

Export Incentives

6.17. rn the long run, the best incentlve for export
industrles 1s the flexible management of the exchange rate, which
will malntain profltable margins of export earnlngs over domestic
costs of production. However, additional lncentlves may be

stments of
eompensa-
the 1970s.

The purpose of this payment is to compensate exporting flrms for
eosts of produetion that are higher because of tariffs on their
lmported inputs or beeause their protected domestic suppliers
p'roduce at high cost. The 1985/6 Fi-nanee Act established a 20fr
rate for export compensation. This rate is to be malntained for
several years. A positive 11st of erigible exports is beingprepared and will be published. Steps are being taken to ensureprompf payment of compensation to qualifying exporters. These
actlons should establish export compensation as a dependable
component of the incentlve structure, so that qualified exporters
can count upon prompt compensation payments when they make in-
vestment and marketing decisions.

6. 1 8. Manufacturin in bond is being implemented. A set
of proeedures has been worked out and Customs offlcers designated
to adminlster bonded facillties wilI start an accelerated three-
month training course early in 1 986. Applications for several
bonded manufacturing facilities have been reeeived and declsions
on them wilI be taken as soon as trained Customs'offleers are
available to administer the new facilities.a



96

6.1 9. The green channel 1s a means of slmpllfylng and
an exporter bo reeelve thespeedlng up the steps requlred for

neeessary admlnlstratlve approvals. Quallfying exporters wlll be
given documents wlth green borders that require prlority actlon
by those responslble for lmport llcenslng, forelgn exchange allo-
eatlons, and export approvals. An lntermlnlsterlal commlttee ls
belng appolnted to work out and implement the detalls of thls
lnnovatlon.

6.20. Government-flnanced export credlt guarantees have
F ove-rco-ifiFtIe Inher-been dlscussed for some me as a means o

ent risk ln loans to exponters and thus promotlng a flow of
credlt to exporters. Governmentrs flnanclal sltuation, as de-
scrlbed in Chapter 3, makes such a credit guarantee scheme 1n-
feaslble for the foreseeable future. However, if commerclal and
polltlca1 risk 1s a factor lnhibitlng the flow of credlt to
exporters, then lt should be profltable fon commerclal banks and
other financlal lnstitutions to provide a credit lnsuranee fac11-
lty. These lnstltutlons can pool thelr export credit portfollost
thus dlverslfylng thelr risk, and thereby provlde a credlt lnsur-
ance scheme prlvately. Exporters would have to pay a i premlum to
parttelpate ln such a guarantee scheme, but the pooIlnlg of credlt
would make that premj-um less than the rlsk faced by ilndlvidual
exporters. Government is p4epared to facllltate the rcreati.on of
such a scheme, although it cannot partlclpate elther as a source
of capltal or as a guarantor. It may be posslble to attract
forelgn asslstance to get the scheme started.

6.21. The Preferential Trade Area, encompassing countrles
1n East, Centrat-aaffiiFner-ii-lfiTrlG] can eventual.ly have a
profound impact on Kenyars trade. Common preferentlal duty rates
w111 open potentlal nearby markets to quallfted Kenyan exporters,
but w111 also provlde competltlon wlthln the Kenyan market for
hlEherto protected manufacturers. Currency clearlng arrangements
should also reduce the rlsks of default on export credlts.
Kenyats relatively advanced lndustrlal base should enable 1t to
compete effectively for markets wlthln the PTA and to wlthstand
competitlon 1n 1ts obrn markets. Because the PTA wlIl lncrease
competMon wlthin lts boundarles, 1t 1s conslstent wlth the
market-based lncentlve envlronment belng establlshed wlthln
Kenya.

6.22. For the most part, the market-based lncenLive_ .str.ug-ture outlined here shouid be adequate to create a profltable
envlronment for lnvestments ln export lndustrles. Howeverr the
structure w.ilI be kept under contlnual revtew to ensure 1t 1s
adJusted to accommodate changing condltlons. From time to tlme,
lnvestors may approach Government to obtaln speclal concesslons
over and above the generally available lncentlves descrlbed here.
If such concesslons are warranted by speclal clrcumst4ncesr lhey
will be eonsldered and may be granted. But 1n the future, such
consideratlon wlIl onlv be clveh to flrns that are or soon can be

nE- ffin-m-en-t df- Kenva-TS t-etFmrnEo- Eo
promote IEe-&E6FTJf manufactures and w111 employ all posslble
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means to achleve rapld export growth. In eontrast, flrms that
produee fof the domestlc market w111 necessarlly do so wlthln the
market lncentlve structure described here and will not be ellg-lble for speclal concesslons.

Other,Investor Incentives

6.23.' Governmentts baslc approach to encouraglng both do-
mestic and; foreign lilvestors-ls to use broad flsealr-moietary andprictng pollcles to establlsh a hospitable investment c1lmate.
Domestic and foreign lnvestors wtlt be attracted by the fundamen-
tals of aisound, dynamic economy backed by stabre polltlcal
conditlons., Investors wlth projects that contrlbute to Kenyafs
development goals should be able to earn attractlve profits
without any speclal tax lncentlves. Thus tax hol1days, speelal
depreclatlon rures, eustoms duty and sales tax remisslons, and
other speclal tax treatment wll1 generally not be used to promote
lnvestment" These devlces, which can be costly to the Treasury,
are of uncertaln beneflt in attracting lnvestmeirt and ln any cai,iare often nulltfled for forelgn investors by the tax 1aws of
thelr home countrles. If used extensively, tax lncentlves tend
to establiqh a confuslng and often contradictory array of slgnals
to lnvestors. Notwlthstandlng thls basle Do11cy, the tax reform
study annoiunced in Chapter 3 wl1I seek ways to adjust exlgtlng
tax rules to remove signlflcant dlslncentlves to investment--such
as the 15fr withholding tax on foreign interest payments--and
ensure the tax system ls compatlble wtrth Governmentrs underlylng
strategy to promote prlvate lnvestment.

6,24. lne maJor excep!1on,to ihls policy 1s Iocatlonallncentlves;l The alm of locallng industry in rurit areas and thesmaller cttles of Kenya is an-important element 1n achlevlng
Purar-urbaln balance. urtimately, the besf incentlve for the
dev-elopmenp of rural-based industry is a prosperous agrlculture
and no taxl-based ineentlve wl11 be effecflve 1n the absenge of
agrlcultudaf growth. However, to give an additlonal Uooit torural lnvestment, the 1985/86 Flnance Act ralsed the lnvestment
deduction;from 20 to 5Olz new facllltles locating outslde
Nairobl anfl Mombasa are able to take a once-and-for-a11 deductlon
equal to 5iO'1 of the cost of plant and equlpment, thus reduclng
lncome ta:ies ln the early years of a project. rt is estimated
that thls iallowancer discounted over the lffe of investment, ls
equlvalentl to a subsldy of about 10fi of the lnltlal eost of an
lnvestment lunder typical clrcumstances.

6.25. The Government encourages forelgn lnvesLment on the

(

)

same term$ "" domestlc lnvestment. Tlffi
who can ea'rn attractive proflts under the marke

gnore nv estors
t-based incentives

structure descrlbed in thls chapber are encouraged to invest ln
Kenya. A stabre poritlcal system, a sound and growlng eeonoDyr
lfs central positlon in Eastern Afrlea, a record of fiscal and
monetary responsiblllty, and Kenyats steady record of faciri-
tatlng profit remlttances, aII make Kenya an aibractlve country
for forelgn lnvestment. Although Government will depend on the;



98

general incentive climate to attract
also take steps to remove existing
lnhlblted some overseas investors.

foreign investors, lt
constralnts that may

w11l
have

6.26. Firms with foreign ownership
bheir access to domestlc credlt markets.
be eased as follows:

have been restricted ln
These restrictions wlII

per-
pay

(1) AI1 firms, including foreign-owned firms, will be
mltted to borrow 1ocal1y up to the amounts requlred to
customs duty on imporfed capital equipment.

(2) In addition to ( 1 ) r foreign-owned f irms will be permlt.-
ted to borrow from locaI financial lnstltutions am.ounts
proporLional to the share of equity owned by Kenya eiiiz€os.
Tha! is, if the domestically owned protion of equity is 40fr
then for every 86 borrowed from foreign sources, the flrm
may borrow fll in Kenya.

6.27. In addltion to these immediate steps, Governmen!
will undertake a general review of the Foreign Investment Probec-
tion Acf with the aim of amending 1t to account for the increased
risks being borne by foreign lnvestors in an international envl-
ronment of infration and fructuafing exchange rates. Changes
wilI be considered in the valuation of assets fon purposes of
repatriation of eapital and 1n the terms under which such capital
is kept in Kenya should it be necessary to wibhhold repaLriation
temporarlly during a foreign exchange shortage.

Investment Approvals

6.28. As announced in July 1 985 by the Minister for
Commerce and IndusLry, investments of over Shs.5 million no
longer require approvar of the Ministry. However, investors do
require as many as 30 specific approvals, for everything from the
punchase of land to work permits for expatriates and the importa-
bion of capital goods. l,tany of these are necessary, but the
delays in obtaining them are noL. The pro\ess of gaining
Government approval for an irrvesfment can take as long as threeyears, itself a strong deterrent to investors. Government is
determined to simplifyr coordlnate and shorten the process of
lnvestor approvals. An intermj-nisterial committee will be
established under the ehairmanship of the Mlnistry of Finance to
recommend a set of slmplified procedures for investment approv-
aIs, eliminating unnecessary approvals and consolidatlng those
that remain lnto a streamlined process.

Monopoly and Prlce Controls

6.29. The market-based incentive system spelled out in
this chapter can only work fo channel resources into thelr mostproductive uses if markets function competitively i_n Kenya. rn
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many cases they do not. Some markets are domlnated by monopollesor gli'gopol1es (markets of very. few firms) because 1n Kirnyatsstll1 very smal1 markets only one or a few manufactureis can
produce at reasonable cost. These are the large-scale industriesln which costs decline with the volume of output. To prevent
such manufacturers from exproitlng thelr monopoly posltlons re-qulres a comblnation of llbera1 lmport poI1cy and price controls,as descrlbed beIow.

6.30. Other markets 1n Kenya, though not domlnated by thetrnatural monopollesrrf are nevertheless distorted by monopolistic
and other restrictive practices. The technlques are numerous,
but they aIl conspire to yleld three adverse effects: smaller
competltlve manufacturers, wholesalers and retailers are weaken-
ed and forced out of business I potentlal new entrants are dis-
couraged from settlng up competitlve businesses; and, because ofthis reductlon in competition, consumers are forced to pay hlgherprices. These restrictlve practlces thus thwart Governmentts
lntent that savlngs and oLher resources should be channelled tothelr most productlve uses.

6.31. At present, Kenya has no comprehenslve leglslation
makirnB restrlctlve practlces itlegal and no admlnlstratlve orlegal mechanlsm to prevent them. The Worklng Party on Government
Expendltures recommended the establishment of a Prices and Mon-
opolles Commisslon to promote competitlve markets and prevent
practlces in restraint of trade. Government w111 propose legls-
1atlon prohlbiting restrlctlve trade practlces and establlshing
an administrative mechanism to enforce j.t. 0ver tlme, successfulpreventlon of restrictlve'trade practlces will make lt posslble
to shift emphhsis away from most price controls towards greater
dependence on market forces to ensure that prlces reach competl-tive Ievels. Moreover, admlnlstratlve and Iegal banrlers torestrlctive practices are essential to promote small-scale manu-facturlng and servlce aetivitles, especially those ln the lnfor-

-maI sect,or, whlch are often discouraged by the predatory prac-
tlces of larger firms.

rt
6.32.

become ef
irols w11
con.trols
sltles, e

E e
di
1C

6.33. Bu
controls cannot

Even after the new administrative
fective in reducing restrlctive practi

m echanl sm
ces, prlce

es. F

has
con-

I remain necessary to accompllsh two purpos irst
w111
spec

remai-n in place to stabilize the prices of neces -
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consumers wel 1-advertlsed annual. prlces on whlch they can depend.
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ces above competltive leveIs and earnin g monopoly profits.
best way to prevent this 1s the Iiberal importatlon of com-
ng commodltles, forelng locaI firms to meet world market
es plus a moderate protective tarlff. However, to the extenthat foreign exchange shortages contlnue fo restrlct competlLi.ve

mpPrts, price controls w11I remaln essential to curb monopoly
r{olng.
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y lmportant to know whAt price
what price control admffiFtrEIf,6h'
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is not lntended to achleve. Flrst and most basleally, it {s not
possible for admlntstrative ffirots to keep 0he prices 4f any
commodity permanently below thelr long-run cost of produptlon,
lncludlng an al1owan6e for proflt. If prices are set too Iq* to
cover the eosts of productlon for farmers or manufaeturersrr'phese
producers w111 eventually elther shlft lnto other, generallyi non-
controlled commodities for whlch market prlces do generat$rade-
quate proflts, or else they w111 go out of business altogptther.
New investors w111 avold industries that produce commodfttes
under prlce controls. So, over time, less of the prlce-copltrol-
led commodiLy w111 be produced, relatlve to growlng d${nand,
consumerb wlll not be able to obtaln all they would lik+i and
there w111 be a strong tendency for the prlce-to rl'se even t|lSher
than 1n the absenee of controls. I i

I

6.34. Second, it is difflculE to control prices foh very
long below lhe levels set by supply and demand in the market,
even 1f these are substantlally above the costs of productl$n and
thus provide generous proflts for produc€ps. Thls 1s trye be-
eause, when consumers are willlng to pay much more th{n the
controlled priee Ievel, there 1s a strong tendeney for 11|eBal'
paralleI markets to sprlng upr evading controls. Both conshrhers,
who cannot otherwise obtain all they would like of a goodJ and
producers, who can earn lange proflts, beneflt from oearlhg in
panallel markets. Hence these become hard to police. Worsbr the
profits earned in paralle1 markets can be used to corruptloffl-
clals charged wlth enforeing price controls and those ed,rning
such incomes evade paying taxes on them.
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and for the same reasons, prlce controls cannot
inflatlon for very 1ong. Instead, it nequires r

ampen
S pon-
evelssible monetary and flscal pollcj-es to keep general prlce

from rislng too fast. .

6.36. - Prlce controls ln Kenya*n"u" been admlniste
accompllsh the two feaslble goals mentioned above: stab
the prices of necesslties and eontrorring monopory prlclng
absence of sufflcient import competition. To make prlce co
more effeetive as a toor to promote lncreased productivl
glowth, the f.unctions of price control should be lntegrate
those of control over restrlctlve market practices. And
price controls more equibable for both consumers and pro
price contror rules and procedures should bd streamrined.
the followlng steps wiII be taken:
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,

(1) A.Department of Price and Monopoly Control (DPMC) wi]l
be' created 1n 0he Mlnlstry of Flnan6e to take over the
functions of the exlsting Department of Prlce Control. The
expansion and upgradlng-of itaff w111 make it posslble to
obtaln and utl11ze more informatlon on prlces and trade
practlces both wlthln Kenya and abroad'

(2) The DPMC w111, under new Iegislatlon to be prepared,
monltor aetlons 1n restraint of trade and enforce rules
prohibiting unfalr practlces. This function will be devel-
opeA gradually and cautiously to ensure thai all affected
pbrties--eonsumers, producers and their competitors--have
ready accesa to an impartlal and effectlve enforcement pro-
cess.

(3) Under the DPMC, the admlnlstratlon of price.controls
wiII be improved and appllcations for prlee lncreages
handled more quickly. Appllcatlons w11I be aeted upon with-
tn 90 days. If no ietion has been taken by that tim_e manu-
Ficlureri wl1l be permltted to charge the prlce applled for
untll offlclal action ls flnaIIy taken'

(4) The Detenminatlon of Costs 0rder w111 be revlsed for
those ttems remainlng under prlce cont1rolsr So that costs
now excluded from conslderatlon can be brought lnto the
formula. This w1t1 permit manufacturers to be compensated
for many costs that are not now a basls for permlt-tlng pr.lce
lncreaseg, even though t,hese costs are'necegsary for produc-
lng and del}lng their commodlties and are often beyond the
f lrmrs contro.I.
(5) The new Determlnatlon of Costs Qrder w111 permlt the
Prtce Controller to shlft some lndustrles from a cost-based
formula to one based on import parity for a protectlve
iarlff. The advantage of thi-s formula is that lt lntroduces
effectlve lmport competltion without actually -havlng to
lmport the commoOity. Manufaeturers able to reduce thelr
co6t-s relatlve to cohpetlng lmports could then earn hlgher
proflts. Thus the most proauctive lndustrles w111 be most
brofitable and attract most investment, as 1s essentlal ln a

iro*th-oriented economy. Under cost-based formulaet no
matter how comprehensive, there 1s little lncentlve to
reduce costs and ralse productivity because lower costg only
result ln smaller allowances for price lncreaSes. Once
sufficlent data on import glrsts are aceumulatedt the Prlee
Controller w111 begln -to apply the lmport pariby formula for
some firms on a selectlve and experimental basis.

(6) Items that are not produeed by monopolles and are
essentlals for low-lncome famllles w111 be consldered
decontrol on a gradual basis.

notfor
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CHAPTER T I AGET{DA FOR ACTIOTI

Development Goa1s and Strategy

This Sesslonal
gulde Governmentts
century:

Paper has reasserted
economi-c developmenl

a set of goals that will
poIlcy to the end of the

(1)
GDP

renewed econoc[Le^growth, wiLh a target rate of 5.6fi forTrom-Tg8TE -oo'o;--
\r), ?gcelerated.employment creationr €specially 1n theprlvate sector, to ensure that alr Renyans can pantlclpateln a growing economy;

(3) rlslnc#and prlva
incomes;

(tt) p1o.+gio,n of baslc needs for al1 Kenyans, flrmly basedon. risins empToffit,l6-ductiriiv--"no incomes so thatprtvate househords can provlde for tnu*selves most of thefood, sherter, and cloLhing, and even part of the water,educatlon and health neeas oi the country;
(5) food seeuqlty b-ased on increased productlvityprodu-dIion--oTEf food and export o"op";

productlvlty lnte, so-EhailaII all parts
worker s

of
can

the economy, publlc
enjoy rising real

O

(6) lmproved rural-urban ba Iance , to ensure that the

1n the

bene-
Kenya I

flt
and

sof economic growth are spread widely throughout

7.2, A strategy for achievln !hese goals has been set outthe following major elements:

(7] s{adua-r 
- 
structural change from an agrarian into anuruan-based industrG'I ;conomv, with agricurture and small-scare lndustry and servlces rLioing the" way for the next 15years as modern industry is restructured to pray its essen-tlal development, ro1e.

\

ln Cha pter$ 2 bhrough il-o on a n rtg

p Iannlng
growffi
growbh c

( 1 ) EryRhasis on famlly
the r+t,e of poputEffifr-
generated by economic
Kenyans. IChapter Z)

(2) The mlxed economy will continue

will be contlnued to reducethat the expanded resources
an improve the lives of all

to be Kenyars instrument
activity by the privatefor d

seeto lncreasingevelopment, wiLh?, whlch will be
Government-guided marrket

ereouraged and regulated more by
f orces than by dlr-ect lnterventloir
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and controls. [Chapters 2 and 6]

(3) Governmentrs direct lnves t men t ln development will be
gulded by the need to work wlthln llmlted budgetary resour-
ces, to increage lts resounees vla tax reform, and to lnvest
those resources as produetlvely as posslble through a pro-
gramme of budget rationalizatlon and by llmltlng Government
employment to levels dlctated by the nequlrement of rlsIng
produc tivl ty. lChapter 3l
(4) Money and flnanclal markets w111 be developed and
1 n t e r e-sTEt e s wTIT-5E-d'dt 6FET66d 1 n c r e a s 1 n g I y b y m a r k e t
forces, to make monetary pol1cy effectlve and to channel
savlngs into hlgher productlvlty uses (Chapter 3).

(5) Resources w111 be dlrected to the development of promls-
lnc rural market centres. towns and smaIl clties to encour-
a g - EE-rcrffiTo n oT-!?ffic €fffi oiTaffi-e m pToym en t o ppo r t un -
ltles in rural areas. [Chapter 4]

(6) 0peratlons of Dlstrlct Develop ment Commlttees

I

lD

Y

Counclls and Local Government Authorlt esw
thened to enable them to admlnJ.sEer programmes for
urban balance. IChapter 4]

(7) Informal sector and

es
County
treng-
rural-

other smal1-scaIe lndustry and
servlces w111 U]ffiEuF-asefT['hapter 4J

(8) Production of the ma.ior export
n o r t idfffiI-s - - w i rT-a e-E?F e?EfE

eroDS--coffee. tea and4hrough a comblnation oI'
crop lntensiflcatlon on exlsting land and modest area expan-
sion. IChapter 5]

(9) Productlon of food crops--especlally maLze, wheat and
reased to achleveother cereals mfft<an d meat--wlIl be lncTffi secur v tlFo-u[-h- researeh, extenslon

programmes aimed at major
wlthout an increase in land
tles. IChapfer 5]

intensificatlon
area devoted to

and marketlng
of production
these commodl-

( 1 0) Llberallzatlon
reductlon 1n the us
tariffs to control
II
radually and made more uniform to induce manufacturers to
ower costs and to become more competitive ln the PTA and

world markets. IChapter 6]

(11) Current measures to encouraSe non-tradltlonal exports

of lmport policy will continue through a
e of llcenslng and greater dependence on
lmports; protectlon w11I be decreased

I

I

II

w111 be continued and lmproved. [ChapEer oJ

(lZ1 Leglslatlon will be lntroduced to deter actlons 1n
restraint of trade and thus foster market c6hE6rtT6i;-TIlTe
price contro I-s r{iI1 be reformed to ensure rapld admlnistra-

to applicatlons for price adjustments and totive respons
broaden the

ES
criteria fon adjustments. IChapter 6]
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Agenda for leglg Aetlon
/

7.3. The balance of this chapter 1s devoted to a summary
the major pollcies requiring early action bv Government. Notr pollcy acElons discussecl in earller chapters are includedp€. Those that suggest gradual shlfts ln pollcy or lmplementa-

on over a long period are omitted. And poricies already infect are mentloned only to the extent that slgnlflcant chahges
lmprementation are requlred. The polleles given below can

us be taken as an agenda for prlority actlon wlthin the next 12
1 8 months.

Flscal and Monetary Pollcy IChapter 3]

of Flnance w111 soon undertake a compre-7.4. The Mlnlstry
hensl the tax sys te m asa towaF,ilffiTltFo rm that
w tI1

of
al
he
ti
ef
1n
th
to

e revenues towards f GDP; encourage sav
lance; advance Keny

lng
ats '1and lnvestment; promote rural-urban bastructural adJustment by extendlng recent changes, especlally lnlmport dutles and export compensatlon; ensure that revenues can

keep pece-ryith lncome growth; and improve tax enforcement at lowcost. [ 3.6 ]

7.5. Desplte revenue reform,
to eontlnue offerlng social and eeon
improved leveIs unless particlpants
certaln servlces r €speclally some
aufhorl t esr agr c ul tural research ,. an d llvestock development.

an be more productlve 1f[ 3.8 ]. AIso, Har ambee contrlbutlons c
funds are ralsed to support the operatlng and malntenance costsof projects, io whlch case.Government would seek support from ald
donors for capltal expenditures. [3.tt]

_ 7.5. Beglnning wlth the Forward Budget exerclse for
1987 /88 to 1 990 /91, expendltures w1I1 be lncreased for lnfra-
structure to promote the growth of rural centres and sma1l townslagrlcul tural research and extenslon; planblng programmes for
coffee and tea; youth polytechnlcs and other technlcal secondary
schools; and credlt prog
try and services. [ 3.1 2]

rammes to asslst very smaIl-scale lndus-

Government w111 not be able
omlc servlces aE currdnt or
eontrlbute more to suooort+

a mE nfEIe s o ffie il.by-Tor-f

a

Recurnent expendltures on educatlon and
health wlIl b e reduced gradually as a share of total recurrent
expendltures to 30tr and 9fr, respectlvely, under recommendatlonsto be provlded by the Presidenllal Worklng Party on Educatlon and
{anpo-wer Tralnlhg and by the Mlntstry of HeaIth r p€specti.veIy.
[3.13]

'1.7. Forward Budgets wirr be further gulded by a programme
of budget ratlonalizatlon that w111 identlfy hlgh-productivltyproJe-f ffiunds and speeded lmplementatlon; lden-tlfy low-potentlal proJects to be postponed or cancelled; ensurethat recurrent resources are avallable ln the future to operate
and malntaln completed priorlty'projects and generally to lmprovethe utlrlzatlon of eompleted facllltles; ana fund new proJects (



only if they pass strlngent tests of hlgh productivity and cost
effectlveness. Ald donors ane belng asked to adJust thelr as-
slstance to conform with thls approach. [3.15]
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7.8. Employment ln Government wlll no longer be guaranteed
for graduates of Unlverslty and tralnlng programmes; rather,
Government will employ only those actually needed on the basls
of tncreasing productlvlty of Government servlces. The numbers
hlred w11I be decreased gradually, conslstent with available
resources, and others encouraged and asslsted to seek employment
ln the gro!{lng prlvate sector. The lntake of Government tralning
programmes w111 be redueed gradually, eommensurate wlth the nuo-
ber to be hlred by Governmenl plus those expected to flnd Jobs 1n
the private sector. Tralnlng lnstltutlons w111 revlse thelr
currlcula to prepare graduates for private sector work. Govern-
ment will revlew 1ts stafflng requlrements, Job deserlptlons and
evaLuatlons to reduce overstafflng and lncr-ease productlvlty.
13. zzJ

7.9. Monetary management of economy and management of
Governmentrs debt wll fTe-Tmp-roveT

developing an effectlve syste\ for competltlve market-
of Treasury bllls, along wlth a secondary market;

(2) offerlng a wlder varlety
bills;

of maturltles of Treasury

(3) collecting and publlshlng lnformatlon on the volume
and prlces of new lssues and on tradlng ln secondary mar-
kets for public and private money market 1n-strumentsl

(4) keeplng the gap in lnterest rates between the commer-
cial banks and the non-bank financlal lntermedlarles under
revlew Eo ensure thelr ab111ty to compete on an equitable
basls; and

(5) establlshlng a Capital Market Development Commlttee tq
oversee the developmenC of money and caplial markets. [ 3.28 ]

7.10. Flnanclal (capltal) markets w111 be develo ped to
channel savlngs lnto more produ etive lnvestments. Among the
prlmary tasks are to broaden the crlterla on whlch commerclal
banks make loans; to revltalLze Lhe stock exehange; and thus to
ereate sources of more long-term debt and especlally of more

C

,

ther,
(1)
lng

'

equlty flnance for Ithe excesslve and ri
economic activity ln
dlscusslon and close
vate sector. To pro
release a Jolnt stu
Kenyatt. [ 3.42 ]

rowlng compantes. Thls w111 help to correct
sky dependence on short-term debt to flnance
Kenya. These reforms w111 require extenslve
cooperatlon belreen Government and the prl-

mote this dlscusslon, Government w111 soon
dy entltled, rrMoney and CapltaI Mankets 1n
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[ 4.15 ]
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Rural-urban Balance IChapter 4]

.11. The growth of Rural Trade and production
will be promoEed uv uotl-TrreTlstiTd DevffienE

and central Ministries under guidelines that:

this limitation on
achlevement o f

Centres
XbmmTF

( 1 ) ask DDCs and local authorlti-es to place greater empha-
sis on building infrastructure that assists the private
sector to create more produetive employment in their towns
and small market centres; [4.12]
(2) ask all levels of government to eoncentrate resources
on a few smaIl urban centres of high potential 1n each
dlstrlct; [4.14]
(3) encburage central minlstries to focus development ex-
penditures on rural roads, transformers for local electri-
cily supplies in smaller centres, and water supplies and
sewage treatment in larger towns where these have become
bottlenecks to growth; 14.211 and

(4) lnstruct Ministries, DDCs and loeaI authorities to
folIow engineerlng standards for roads, water supplies,
sewage systems, buildlngs, etc., that reduce capital costs
and employ more labour. 14.251

7.12. Resources have been inadequate to flnance IocaI
frastructure i

-

n recent yearg. To ease
rural-urban balance,

in-
fh'e

( 1 ) all government agencies, ce,itrat and Ioca1, will be
unged to charge market prices for the sale and rental of
housing and housing plots; to cover full costs 1n thelr
charges for services such as waterr s€wage, €lectrieity and
other services; and to adjusf these charges frequently;
[ 4.26 and 4.33 ]

(2) the Local Government Loans Authority wilr be restruc-
tured along the l1nes of a municipal development bank,
offerlng loans at eonimercial rates of interest; 14.29) and

(

(3) the Minlstry of Local Government
authorltles on a ease-by-case basis to
their revenue base. [4.34]

will work with local
expand and strengthen

7.13. The foundation for this effort must be dynamlc and
competent DDCs and locaI govBrnment authorlties. A programme
wl]I be devGTdFe-d by-EEe M inls\ ry for Local Government, ineludin

lan I
dtralnlng and technlcal assistance, to improve the finaneia

openatlng management of locaI authorities. [4.31 and 4.36] The
Mlnlstry w111 be strengthened to accomplish this. [4.39] The
Local Authorities Acl will be reviewed Lo ensure that IocaI
authorities are properly empowered Lo carry out their responsi-

t
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bilities and are or
Distriet Focus. [4.3

to operate within the framework of

7.14. Growt,h in the rurar areas will intensify concerns topreserve Kenyars natural envi-ronment. Guiderlnes to rocar auth-

ganized
7l

orities
nlng the

w1l1 stress ways
developmenl of L

envj-ronmental damage in plan-
ities. [ 4.40 ]

o avo
owns and c

7.15. rnformal sector industry and services wirl be pro-
moted in rivilaf;. rEllfuoverffiffiE wTil eSIa6fsrr'a programmeto open a frow of creffiJo very spal1-seale enterprlses br:

,

( 1 ) investigating and lmprementing means to reduce the re-quirements for collateral commonly established by eommerclal
and public banks;

(2) 
"n"ou""gi.ng aid donors to provide grents and loans foronlending to commereiar banks and othef financial thstitu-tions at row interest rates, allowing them to cover thegreater risks and costs of lending to very small firms;

(3) encouraging cooperatives, non-governmental organiza-
tions and strong rocal voluntary associatlons to devisethelr own credif programmes for the informal sectorl
(4) promoting schemes to provide graduates of iechnlcalsecondary schoors with the toors or thelr trade and wlth
sma1l infusions of working capital to start thelr own busl-
nesses. [ 4.46 ]

7.16 sec-onjlr to promote new products and technorogles ap-proprlate roffiv small enterprisei, Government wirr:
(1) eneourage technleal institutions and other bodies, bothprlvate and publie, to undertake research and developmbnt onsimple products and techniques to replace imporLed manufac-tures I

(2) dlsseminate information on such products and techniques
via technieal secondary schools and other channels; '

(3) issue new regulations on tendering to requlre centralministries, district and locar authorities to favour rocal,smal1-scale suppliers and eontractorsl
(4) issue gevised building codes to permlt themaLerials 5nd simple tecf,nologies tnat ean besmall local firms; and

(5) encourage lnformal sector producers and marketers toform cooperatives that ean asstst 1n obtaining approprlate
technorogies, eredit, inputs, and access to markets. [4.47]

use of local
supplled by
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7,17. Thlrd, to promote domestic trade in all its aspects:

( 1 ) The Jolnt Loan Board
make it a viable financial
ln rural areas.

Scheme w111 be
instltution for

restructured to
smaIl businesses

(2) Dlstrlct Trade 0fflces wilI be strengthened
them to provide more effectlve extension servj-ces
traders. [ 4.48 ]

to enable
to rural

of
and
lng
to:

7.18. Fourth, secondary technical and vocational schools
all klnds wiff Ue major contrlbutors to the supply o'f workers
entrepreneurs in the lnformal sector. The Presldential Work-
Party on Educatlon and Manpower Tralnlng will recommend ways

(1) rationalize and reorganLze the varioug lnsfltutlons
engaged ln secondary technlcal and vocational education I

(2) convert these lnstitutions into a parallel stream that
permlts some students to enter institutions of higher educa-
tlon directly upon graduatlonl and

(3) lnclude courses on management,
and other essentlal skiIIs. [4.51 ]

marketlng, aceountancYt

create a

ll-

7,19. Flfth, a task force will be established to revlew all
pollcles to@-ote the lnformal sector, including current Ioca1
authorlty bylaws and other regulatlons governing lnformal sector
actlvltles. The Task Force w11I recommend wavs to
healthy regulatopy cllnate for these activitles. ltl.SZl

7,20. These programmes to encourage lnformal sector actlv-
ltles come under the responslbllities of the Ministries of Com-
merce and Industry, Local Government, Labour, Cooperative Devel-
opment, and Educatlon, Sclence and Technology, and the Atborney
Generalrs 0ffj-ce. To coordlnate Governmentts efforts, monitor
progress and explore alternative approaches, the Ministry of
Plannlng and National Development Will establlsh a speclal unlt
for usmall-scale enterprises and lnformal sector aetlvltles.
[4.53]

7.21. The rural-urban strategy has implications for the
expansion of energy sources. Demands for charcoal and wood fuel
wlll requlre a 75 perceni expansion of sustainable wood supplies,
whlle widespread urbanizatlon wlIl require a larger electrielty
grld and a 70 percent expansion of generatlng capacity by 2000.
The gestation period to increase energy resources can be quite
long, especlally in the case of fuel wood, and plannl_ng to meet
these requlrements is a matter of urgency. [4.54-4.59]

-
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Acricul ture IChapter 5]

7.22. Coffee oduction w ilI be expanded substantlally
Coffee Agreement throughwithin the context ofthe following methods:

the International

( 1 ) extension efforts in existing coffeefocussed on acreage expansj_on and r-eptantingRuiru 11 variety; "
areas
using

aid donors
in paymen

will be
the ne i{

the
in

1n-
to

I

t

rll Lhe coffee Research FoundaLionfs extension-reratedactivities and Ruiru 11 se-ed prog".**e will be expanded,with addi!1ona1 costs fundeo ty In inl""."" 1n the coffeeBoard levy;
(3) Government will develop an integrated programme for
Pra?iing,- produetion and marketing ;f robusta varletieswestern Kenya and the coast I

(4) Governmen
stitute a pro
growers. [5.t5

with assi.stance from
to reduce the delay

t wi1I,
ram meg

l
,ts

(

7.23. Tea productlon and exports witl be more than doubledby 2000. To accompllsh Uhis:

(3) Government-owned tea esLatesestablished on the_ perimeters of

gradually be increased

(1) Government, working through the Kenya Tea DevelopmentAuthority, will formulaLe and implement a pran to expand 0hearea under smallholder t,eal

(2) Government wilr encourage nel, planting of tea on exlst-ing estates i -

of 6,000 hectares wilI belndigenous forests I

(4) Funds will be mobirized, with assistance from aiddonors, to i.ncrease the size of Lhe rirst paymenC t-o smalr-holders I

(5) the domestic price of tea willtowards export pari.ty. [ 5.20 ]

7.24. lfaize producLion
wr_Errout an increase in Iandrising local demand. 10 ,cni"

will be more than
area 1n orden tove this targef:

doubled by
keep pace

2000
with

t

(1) maize research wirl be accelerated through amanaged programmd to ldenrify high poiential researchand to achieve rapid nesultsl and-
(2) maize prices will be settic supply and demand, within

at
the

levels that balance
range of export and

we 11-
areas

domes-
import



parity pr j-ces. 15.25)

-1 10

production will be
wheat substitutes

'1.25. tJheat
the production of
means:

nearly doubled bY 2000 and
prgmoted bY the following

(1) wheat and flour prices will be set at proJected 1on8-
term imPort ParitY IeveIs I and

(2) policies wilI be developed to encourage the
tionoftritlcaleandsorghumforwheatlnflour
[5.28]

substitu-
production.

market in
expected t

a programme under
outside the KCC

(2) Government will develoP
vate dlstributors can emerge
system. [5.33]

(1)
in
na

wiII be encouraged
o more than double:

to

and
g 4.5
fee

whlch prl-
marke t 1ng

,'l .26. Milk Production an.d

match growttiin demand, whlch is
( 1 ) artiflclal lnsemination servlces will be improved
expandedthroughan.lncr.e-aselnBudgetal}ocatlonsto
;iilion a year]rrch of it funded by an lncrease in the
paid bY farmers I and

(>

7.2'.1. Meat production will be encouraged ln the short term
by:

compteting the trunk system of stock routes and hold-
grounds to serve pastoral areas and establlshlng a

io-na1 llvestock marketing reporting systemlIt
(2) develoPing water suPPIies at
nomadic herdsman and charging fees for

(3) developing a natlonal breeding
goats. [5.36 and 5.37 )

strategic Points for
maintainence; and

policY for sheeP and

re and LiveStock DeveloPment

(

(

7.28. The MinistrY of AgrlculEu
wlIl review its strategy to control
recommendatlons on:

livestock disease and make

( 1 ) the posslbllity of replaeing cattle dipping with lmmun-
lzatlon to control tlck-borne dlseasel

(2) ways to increase eharges to beneficiar.ies of disease
control, allowing for posllble subsidies 1n eases where
users cannot reallze substantlal benefits but where control
is important to protect the national herdi '
(3) means to increase the effectiveness of fee collections; j
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(4) a shift of responsibility for cattle dlps to the dis-
tricts I and

(5) increases in the efficiency of -va.cc-ine production
through joint public-private ventures ' 15'42)

7.2g. Any future expansion of sugar produc.tion is dependent
upon substantially reduc-ed costs in}-owing and piocessing cane'
tire Ministry of Agrieulture and Livestoek Development wilI study
and recommend chinges in the management and structure of the
industry to achi-eve Juch reductions. t5.431

7.30. Horticultural producgion will eater to
and export ffigT an-Ancrease in output
year. Government will support this industry by:

both domestie
of about 6% aI

-
( 1 ) planning and implementing infrastructural investment
that will reduce, the costs of marxeting horticulturals and

expand the market in major urban areas;

(2) providing improved access roads, introducing new
vii'ietids of vliEtaUies, promoting more i-ntensive husbandry
methods, and establishing an im-proved network of market
information I

( 3 ) sLrengtheqing the Horticul tural Crops Development
Authoriby to asslst in these tasks; and

(4) pursuing measures
finding feasible !aYs L
Yiddle -East. [5.47]

lo increase air freight caPacitY
o ship fresh Produee bY sea to

and
the

7.31. Intensi- f ied p roduction of alI croP s is a central
theme of this Sessional PaPer' Higher yields wi1f require sub-
stantially imp roved husbandrY P ractices, including esP eeially the
increased use of fertilizer. To promote fertilLzer us€r regula-
tions gove rn]-ng-itffi-arketing w1ll be reformed:

( 1) control pri'ces for f ertilizen wiII be set f or a

iirnitea number of distribution centres only and retailers
will be premitted to set their own pricesl this wil.l- eneQur-
;;;- I;ii Aistribution and make f ertilizer available at
lower overall eost to smalI farmers;

(2) gazetted prices wiII leave substantial margins to en-
couraSerebagSingoffertilizerintosmallerquantities
convenient for small farmers; and

(3).theextenslonservicewillpromotefertilizeruse;
p-uLf Lcize the suitable types to be u.sed for each Iocation'
time, and crop;- and lnform farmers where and from whom the
io"re"t fertliirers can be purchased. [5.53]
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7 .32. The Ministry of Agriculture and Live stock Develop-ment will e xamine the potentlal for smaIl-sc a1e irri gationschemes and make compreh ensive recommen a ons on e total po-ten t iaI alternative eost-effective a pproaches t,o smalI-sea1eirrigat n such as land reclamation through flood control ordralnage, and the institutional framewo rk for planning and imPle-menting sma1l-scale irrigatlon project, s. Il.SA and 5.59]
7.33. To i-ncrease bhe frow of agrleultural credit, espe-eially smallholders: 

- 

---' --F-

,
io

(2) no borrower will be given access to more than onepublic or quasi-pubric credid scheme for Lhe same purpose;
(3) livestock producers wirl bg.given roans with rongergrace and repaymenf periods ancl livestock trade"i-wi11"begiven credit to obtaih stock for sraugrrier and resarel
(4) aid donors wiII be encouragecl tocommercial banks at eoncessional iiteresting to farmersl
(5) Government wiII eneourage
non-governmental organLzations andestablish locaI 

".arings and loanfarmers. [5.63]

7'34' Development of arld and semi-ariq lands wlrr continuewithin the context of botE--6-uosE rat]lnaTlrffin'"no DistricEFocus for Rural oevetopment. ine *ijo" ingredients of the pro-
Sramme will be Ilvestock development, -reseaieh on drought-resisi-ant crops and grasses, sma11-scq1e a,nd' ine*pen"ir" means toenvironment and provide f ueI wood. t S. Otl l

7-35. Government wirr eneourage cooperative socleties to
e n h a nc e t h e i r m a n a g e m e n t c a p a c i t y, t hFo uah-E7!ffi"r6s=ffift e rmeans' in order to undertake expand-ed taski in the cn".r*eii;; ;ig1"tl!,,..!!" _marketlng of agricurturar inputs, and the markellngor procluee such as horticulturals for which 'quality control andmore efficient transport and distribufion are cru6ial faetors.
[ 5.68, 5.To ]

(1) the Agricultural
Bank of Kenya will berecover loans.

Flnance Corporation and Cooperativegiven fu11 support in its efforts to

ehannel funds to
rates for onlend-

cooperatives, churches,
private individuals to
associations to serve

a

i

7.36.
yields de
extens ion

Aehi e vem e
pends cruci
services.

nb of improved husbandry practices to raise
111y on the improved performance of theTwo measures will coniribute to this im_ \provemenf:

(

(1) Government wilr provide-for a major increase in expen-dit,ures on the extension servicesl and
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(1) budget alloeations
search will be increased.
(2) increased support from
espeeially users of improvedhelp to fund this inerease;

into the exten-
by the need to

productivity.

(2) the number of diploma graduates hiredslon services each year wilf be governedincrease the servicesr effectiveness and
15.73)

7.37. To maintaln food security todevelopment of higher-yielding varieties,other food erops, is essential and ,"t"nt.tlveness of Kenyars research effort: -_

I

(3) the rate of hiring into the Researchcontrolled to 1evels reQuired for effectlve

the end of the eentupyr
especially of maize an<i

To improve the effec-

to agricultural and livesbock re_

the beneflciaries of research__
malze and wheat varieties--wi1l

Servioe will- be
performance I

researeh statlons
concentrated on ac-

devoted to problems of
of labour produetivify

(4) the existing network of nationalwill ,be rationalized and their effortstivilles of lhe highest priority;
(5) more research effort wilI besmallholdersr €specially to issues
and farmer risk;
(6) a programme of training and upgrading research staffwill be undertaken and the terms of service modified topromote the best researchers and retatn fhem in GovernmenLservice. 15,76)

7'38' Kenyars ability to feed itserf and generate aciequategrowth i.n agrieulture depends'upon increasingly !roauctive use ofits laul' Both the excessive suudlvision Ji"=rffin*?.#fhe underutilization of largc farms work against lncreased pro-ductlvlty. Government wilr establish a high-1eve1 commission toreview land tenure laws and praetlees and -Lo reeommend Iegisla-tion that will brixrg the law into eonformity with Kenya's devel-pPment needs. The commission w11I consider taxation and otherincentives designed to increase the produetivity of rand. r5.Tgl

a

Industry and Trade IChapt,er 6 ]

7.39. Goars for industry are ambitious: annual growth of7.5ft a year to Lhe end of the century and a restructuring to makemanufacturing more eompetitive, wnlt,her against imports in thedomestic marke! .or in exporL markeLs within Africa and abroad.The basie lncentive strut'ture to achieve these goar"-i; ;i;;;;;in place and eonslsts of (a) reduced dependence on imporL Iicen-

)



sing to control imports and increased rellance on tarlffs; !b)
Bore unlform and moderate protectlon .from competlng- lmports f9"
manufacturersi";";-(") " 

-"6t or export- incentives, inotudinc the
export comp"n""tion scfreme inA-mlnufadt""i;i-1h bond' fhese
incentives will harmonLze public and private^goals: the prlce
system wilI "n"r"" 

gfr"t flrms, ln pufsult of prlvate profits,
will simuttar:-eou"f V be achievlng soLial alms of widespread €tr-
ployment creatlon and income gr:owth. The immediate task for
Government i"- -to -improve tha a-dminlstratlon of all these incen-
tives to make them more effectlve'
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7.40. Government will continue to encourag e domestlc
lnvestors' to Particlpate fullY in KenYats develoPment. , fEe.ST6Eir
lncentlve system beln put lnto placer along with the develoP ment

of flnanelal markets' paragraph 7.10) w111 he1p achleve thls end.

Speclflc measures for very sma I1-sca1e lnfor mal sector investors
j-n manufacturlng and trade are g lven in ParagrapTE-%t 4 1.1 8.

Addltlonal stePs are needed to encourage fore 1gn investors to
Joln KenYan lnve stors in marketing develoPmEnt:

?

a

I

g
(

( 1 ) fj.rms owned by foreign lnvestors w111 be permltLed to
borrow from local financfii instltutlons up to the amounts

requlred to pay duty on lmported capltal equlpment;

(2) foreign-dwned firms will be permitted
iocaf flninclal lnstitutions amounts proq
shane of equlty owned by Kenyan citizens' L

(3) Government wlIl undertake a revlew of the Forelg
Investment Protectlon Act ritr, tn" ai-m of amendlng 1t t
account for the lncreased risks belng borne by.fore18
lnvestors in an lnternational environment of lnflati-on an

Fructuatrne eichange rates. 16.271

n
o
n
d

, r,, 
" 

-d Jn'"',' imF*oiEE#:, 3#3#iFi''iJX"'" T'o it*'ili
cedures on investors, an lntermlnlsterial commlttee will be ap-
polnted under -tna cnairmjnsnip of the Minlstry of Finance to
simpllfy the process, ellminate the unnecessary approvals' and

consolldate the rema:.ning approvals lnto a,streamllned procedure'
[6.28]

7.42. Price eontrols in Kenya are. admlnlstered to stablllze
thepr1cesor-frEc6ffianJLorestrain_monopo1yproducersfronralslng prices above competitive levels ln the absence of suffi-
clent lmport competition. To make prlce controls more effeetive
as a tool to inoi"""e-p"oduc-tivity and growth, tle functions of
priee eontrol w111 ba lntegrated with- those of control over
restrlctlve ,""["ilractiees; and to make controls more equita!]g
for both oonsumers and p"ooio""", the rureJ and procedures will
be streamlined:

to borrow from
ortional to the
6.26)

(DPMc) will
leglslatlon

a

( 1 ) a Department of Price and Monopoly control
becreatedlntheMinistryofFlnancerundernew

(

C
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5

to be prepared, to monitor actlons in restraj-nt of trade and

to enforcL rules prohibitlng unfair practices;

(2) adminlstration of price controts w111 be streamllned
and applications for adjustmdnts acted upon wlthl-n 90 days'
!n the absence- of wnicn prlce adjustments w111 be auto-
naticallY Permitted;
(3) the Determination of Costs 0rder will be

lnclude costs that are not currently a basls
adJustmepts .no w111.pe1mit the introduction (on

,"ilt"l bisis at first) of lmport-parity formulae
base adJustments;

revlsed to
for Prlce
an experi-

on whleh to

(4) ltems that
essentials for
decontrol on a

DeveloPment Plan 1q8s 1993--

are not produced by monopolies and are
fow-i-ncome familiel will be considered
gradual basis. [6.36]

not
for

,

t

!

l

7.43. The development strategy outlined in this sesslonal
paoer wiII be the basis for the neit Development Plan' fo eover
i65;'-"tddl."" t-n; Ministry of -riannrng and Nationar Development

wlll prepare guidellnes for all miniJtries based on this stra-
tegy. Minlstiies wlII then prepare-comprehensive. plans based on

these guidellnes. The """ritti,g 
PIan iiff consist of detailed

proposals for the implementation of programmes and^ pollcles an-
nounced in thls Sesslonal PaPel anO.ari-Jxtenslon of 1ts princl-
;i;J-to ine Oeveiopment aetlvities of aIl ministrj'es'

)

t

)
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