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WK INTERNATIONAL FINANCE CORPOR!

OFFICE MEMORANDUM

OPS /MC85-21 __
'DATE:  April 24, '1985 @

TOS The Managing Committee
FROM: Ernest Sternféz(L?

SUBJECT: KENYA Country Program Paper

1. Attached is the Kenya CPP which was reviewed by the Operations
Policy Sub-Committee on April 11, 1985. The Agenda for that meeting and
the Postcript are also attached.

2. Among the issues discussed at the review were: the ability and
willingness of the Government to address long-term structural problems,
the obstacles to progress in moderating population growth, the adequacy of
incentives to develop exports, the outlook for creditworthiness, and the
appropriate mix of policy based operations in the lending program.

3. In view of the issues raised, the OPSC proposed that the Kenya
CPP be discussed by the Managing Committee.

Attachments

cc: Mr. Southworth

P-1867
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Postscript

101« The OPSC Review meeting was held on April 11, 1985. The meeting
began with a discussion of the Kenya Government's ability to address the long-
term issues. Did the Government find it difficult to focus on the long-term,
or had the Bank been unable to present the long-term issues in a manner which
was convincing to the Government? The Region responded that both factors were
present. For the past two years, the Kenyans have focused on the short term
and on stabilization because of the immediacy of two major problems: the
pg&ig%gal instability and the drought. However, the Region believes that the
Kenvan Government is committed to continued stabilization, and will undertake
measures towards structural adjustment now that the agricultural sector has
begun to recover from the drought. Progress will depend crucially on the
degree of political stability.

102. In response to a question regarding progress in curbing population
growth, the Region responded that both the Government and the Bank had
underestimated the complexities of the problem. The approach taken in the
Bangyﬁ project, of integrating family planning with health services, had
turned out _to be inadequate. Today, demand for family planning programs is
outstrlpplng supply; nevertheless, even if the supply were available, the
acceptance rate would still be too low to bring about the drastic decline in
fertility which the situation demands. A primary complicating factor is the
ethnic diversity. Where tribal groups are jockeying for positiom, the logic
of reduced population growth is hard to accept at the individual level. The
Region will continue to work with the Kenyans and other donors to improve both
the supply and demand aspects of the population program. In additiom, the
Region will work with PHN to improve the understanding of population dynamics
in Kenya. '

103. Regarding prospects for export promotion, the Region expressed the
opinion that the primary problem was one of the incentive structures, which
make producing for the internal market more profitable than exporting. The
trade liberalization measures agreed under SAL II have yet to be implemented,
and in the Region's view, the exchange rate does not provide adequate
incentive to export. The representative from thé IMF noted’that in their view
the exchange rate was not seriously out of line, that significant import
liberalization had occurred, with increases in import authorizations. The
Kenyan industrial structure is very narrow however, and it is not clear that
the capacity exists to respond to further incentives in the medium term. The
Region observed that the long-term problem of export promotion had yet to be
adequately addressed and suggested that under the IMF stabilization program,
equilibrium within a faulty structure had been achieved. Other committe
members commented on the difficulties involved in trying to compete with the
low-wage export economies of Asia even under a more liberalized trade

regime. The Region mentioned its disappointment with the Government's failure
to utilize the funds which had been made available in the Export Promotion
Technical Assistance Credit. One speaker pointed out the linkage between the




population and industrial sector issues; employment generation in the
industrial sector was needed to absorb some of the rapidly growing labor
force. The representative from the IFC referred to the problem of price
controls which negatively affects new industrial ventures.

104. Regarding the proposed lending program, the emphasis on sector loans
was questioned in view of the disappointing experience with structural
adjustment lending. It was noted that a simpler relationship between lending
and performance exists in the more focused sector loans, which could improve
program monitoring by both government and the Bank. One committee member
suggested that in the absence. of structural adjustment, IDA and Bank project
lending could be ineffective. The Region characterized the proposed strategy
as a "bottom up" approach, which would address bottlenecks at the project
level first, which could lead to an acceptance of sectoral and macro level
reforms.

105. The link between satisfactory stabilization, adjustment, and
creditworthiness was underscored. In view of the current IIIb credit-
worthiness rating to Kenya, the Committee agreed that there should be a
creditworthiness review in twelve months time.

106. The Chairman asked for clarification of the proposal in para. 68
regarding financing of critical projects. The Region responded that this was
a possible approach to support the efforts towards completion of selected
public investments. The Committee was not persuaded of the viability of this
concept.

107. The OPSC recommends that this CPP be discussed by the Managing
Committee.

April 24, 1985
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OFFICE MEMORANDUM
DATE: April 8, 1985

TO: OperationsfPolicy Sub-Committee

FROM: Luis de‘ﬁ;z?‘}r’at;, Director, CPD
EXT.: 60063 /

SUBJECT: KENYA CPP - OPSC Review

l. Attached is an agenda and comments on major policy issues identified
by CPD and PBD for consideration by the Sub-Committee. The suggested agenda
items are:

a) Recent Economic Developments and Prospects;

b) Bank Lending Strategy, including the proposed sector
adjustment loans;

¢) 1BRD Exposure, Creditworthiness and Access to the Special
Facility for Sub—Saharan Africa; and

d) Aid Coordination.

24 The Review Meeting will be held on Thursday, April 1!, 1985 at
2:30 p.m. in Room E-1208.

Attachments

cc: Regional Office: Messrs. Kraske
Wyss
Gulhati
Greene
Dunn
Jones
Swamy
Ducker

Messrs. Ryrie
Jansen

P.1867



KENYA CPP

" Topics for Discussion

Recent Economic Developments and Prospects

l. Despite recent successes at economic stabilization following the
world recession, stagnating production and the drought, major problems
identified in the previous CPP remain as constraints to resumed sustained
economic growth and development. This CPP makes it clear that the structural
adjustment process, supported by the Bank under SALs I and II, has faltered
owing to a lack of political strength and will in Kenya. Prospects for
significant policy reform in Kenya are now much less favorable given the
resistance to addressing in a systematic manner the issues of import
liberalization, improved public sector/parastatal efficiency, and export
promction. Consequently, the underlying prospects for growth and creditc-
worthiness will remain unfavorable. However, the paper does assume that even
in the absence of major policy initiatives, a satisfactory level of short-term
macroeconomic management will continue. The projections (Attachment 3) show a
resumption of moderate economic growth (although per capita income stagnation
because of the high rate of population growth), and some improvement in the
external position, including a decline in the debt service ratio. The Region
might wish to elaborate on the basis for these assumptions, and the commitment
of the political leadership towards taking the necessary steps to ensure
economic growth in the medium term.

2. In the absence of major structural reforms, foreign exchange will
continue to be a constraint to economic development. Export promotion, both
of traditional and non-traditional exports, should be an important element of
a medium—-term development strategy. Comprehensive trade liberalization, which
would correct the balance of incentives between sales in the domestic market
and exports, appears unacceptable to the Kenyans at this time. Yet it is
possible that some intermediate actions could be proposed which would be
acceptable. The Region might wish to elaborate on the constraints to improved
export promotion, indicating the scope for providing additional incentives
within the current political constraints, including in particular, the
desirability of introducing export subsidies and/or further action on the
exchange rate.

Bank Strategy

S The CPP proposes that the lending program should consist of a core
program that could proceed even in the absence of major policy reform and a
series of sector loans which would be conditioned on progress in key policy
areas. The Region might wish to identify more specifically the elements and
size of the core program and to describe the minimum conditions of economic
performance that should be required for the Bank to proceed with this program.




4 The CPP identifies three principal factors which contributed to the
limited success of the structural adjustment operations: a) timing;

b) Government's commitment; and c) the breadth of the program (para. 21).
Accepting limitation (b) for now, the proposed Bank strategy is to address
limitations (a) and (c) through the use of less comprehensive, more focussed
instruments which would be conditioned on prior actions by the Government. To
facilitate implementation, the use of a high level steering group is proposed
(para. 23). This "divide and conquer” strategy is innovative, and if it
facilitates the structural adjustment process, much progress will have been
achieved. The strategy raises several issues, however. First, if the
compitment is lacking, it is unclear how a structure such as a steering
committee will be able to improve program implementation. The Fund's
favorable experience with such a group is not much help given the very
different nature of the policy measures in the Fund program. Second, taken
as a whole, the breadth of issues remains in the sector package, since each
sector loan would be a 2-3 year process and the proposed program calls for one
new sector loan a year. The CPP recognizes explicitly that the proposed
program may not be fully implemented owing to these limitations. The Region
might wish to discuss the priority to be attached to the various sector loans
should the pace of the reform falter, and elaborate on the benefits to be
realized from the steering committee approach.

5« The first two sector loans are proposed for the agricultural sector
(para. 61). The goals (para. 78) include rationalization of the agricultural
portfolio, reforming agricultural parastatals, expanding private sector
involvement in processing and marketing, and addressing cooperative issues.
Continued implementation of reforms agreed upon under SALs I and II will also
be pressed for, with exception of the grain marketing reform, which will be
abandoned. Not mentioned as a policy objective is the resolution of "land
issues™, a major objective of SAL II and generally regarded as of overriding
impertance to the long-term growth of the sector. The Region might wish to
discuss the omission of this issue from its policy agenda. In addition, the
Region might wish to define more clearly the monitorable actions, distinct
from the implementation of reforms supported by SAL II, which would be
supported by these sector loans, and the significance of these reforms without

satisfactory action on marketing reforms.

Creditworthiness and IBRD Exposure

6. In view of Kenya's present tenuous creditworthiness (IIIb,
watchlist), the likely rise in IBRD exposure to over 20 percent, with a
preferred creditor share of about 40 percent, is a clear concern. The Region
argues, however, the importance of maintaining the current approved FY85-89
IBRD program ($440 million) because Kenya's creditworthiness would improve
should the desired policy reforms materialize. This would reduce the risk to
the Bank resulting from its exposure in Kenya, and would moreover make Kenya
more attractive to other lenders which would help reduce the relative size of
the. Bank's exposure. However, the proposed IBRD program would subject to
continued and adequate progress on sector policy objectives; if this condition
is not fulfilled, the program would be scaled down. Accordingly, an interim
review of policy adjustments and creditworthiness prospects would be useful in

about 12 months' time (para. 43).




Access to the Special Facility for Sub-Saharan Africa

7 In the Board paper discussing the establishment of the Special
Facility for Africa, Kenya was listed as one of the countries which was
expected to initiate a reform program within the coming year or two. While
detailed criteria for eligibility have not yet been developed, it seems likely
that if Kenya were to adopt the bulk of the reforms sought in connection with
the sector policy loans described in the CPP, it would be a strong candidate
for funds from this Facility, and if it makes no progress at all then it would
not be eligible for any funds. The more difficult problem would arise in the
more likely event that of only partial progress toward sector policy reform.
The Region might wish to elaborate on the minimum policy progress required for
Kenya to have access to the Special Facility.

Aid Coordination

8. The CPP notes that due to structural weaknesses in planning and
budgeting in Kenya as well as donor resistance to financing recurrent costs,
project implementation is poor and available aid is not fully utilized. The
CPP proposes as an objective of Bank strategy to improve the utilization of
Bank financing through portfolio rationalization, and of overall financing
through improved aid coordination, to the extent that the Kenyans are
receptive. 1In addition, it is proposed (para. 68) that "donor (i.e.
preferably World Bank) finance to cover the difference between resources
available and those that will be required to finance the minimum package of
critical projects on a phased and diminishing basis over a period of, say,
four years, is to be sought”. The Region might wish to elaborate on and
clarify this proposal, including the implications for the current cost sharing

policy.

Annex I compares the lending program for Kenya presented in this CPP
with programs previously approved.

Annex 1I presents a comparison of various country performance
indicators.
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ANEX 1T

QOMPARATIVE COUNTIRY ANALYSIS

, KENYA GHANA TANZANTA SRI LANKA

Economic Structure
Population 1983 (millions) 18.9 12.5 2.4 15.4
QP Per Capita 1983 (§) 340.0 320.0 240.0 330.0
% Agriculture in GDP 1982 28.7 a/ 51.0 52.0 27.0
% Industry in GDP 1982 17.6 a/ 8.0 15.0 27.0
% Services in GDP 1982 4.1 a/ 41.0 33.0 46.0
Debt Service Ratio 1982 25.2 a/ d/ 6.8 5.1 e/ 8.3
Economic Performance
Real DP Growth Rate 1970-82 5.5 5 4.0 4.5
Gross Domestic Investment/GDP 1982 ¥% 21.1 a/ 1.0 20.0 31.0
Exports QNFS/GDP 1982 % 5.4 af 2.0 11.0 27.0
Current Account Balance/GDP 1982 % -3.0 a/ 0.3 =5.,9 ~-13.0
Gross Domestic Savings/GDP 1982 % 19.4 a/ 1.0 8.0 12.0
Recent Social Indicators
Population Growth Rate 3.9 2.9 3.3 1.6
% Change in Crude Birth Rate 1960-82 0.2 ~1.8 0.8 —25.4
% Change in Crude Death Rate 1960-82 —47.9 =-35.7 -33.4 -34.8
Infant Mortality Rate (per 1,000) 1982 77.0 86.0 98.0 32.0
Life Expectancy (years) 1980-82 57.0 55.0 52.0 69.0
Adjusted Education Enrollment Ratio,

1980-82 - Primary 109.0 69.0 b/ 102.0 103.0

- Secondary 19.0 3.0 b/ 3.0 51.0

Adult Literacy Rate (1980-82) 47.1 .2 ¢/ 79.0 86.0

FY80-84 FY85-89 f/ FY80-84 FY85-89 g/ FYBO-8 FV85-89 g/

FY80-84 F¥85-89 g/

Lending Program

Nominal IDA USSM

Nominal IBRD USSM

p.c.p.a. Lending USS

p.C.p.a. IDA Equivalent
(Constant 1985 USS$)

Sources: Kenva CPP

=

10.
_.'48.
9.

i

e 1 |

6.5

1984 World Development Report

Social Indicators Data Sheets, EPD, June 1984

a/ 1983 figure from CPP.
b/ 1979.

¢/ 196%-71.

¢/ Including DF.

e/ 198l.

281.0
440.0
7.6

34D

£/ CPP and Table IVa dated November 30, 1984.

Table IVa dated November 30, 1984.

425.0
0.0
6.8

6.0

BY.1
25.0
3.8
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IBRD/IDA Lending ProgramP/ (US$ million)

FY1980-84  FY1985-89  FY1985-89
1983 Population: 18.9 million &/ IBRD 439.1 440.0 440.0
1983 Per capita GNP: $3402/ IDA 410.5 281.0 281.0
Total 849.6 721.0 721.0
Current population
growth rate: 3.9% p.a.
No. of Loans/Credits 28 23 25
No. of Loans/Credits
per million pop. 1.48 1.22 1,32
Current Exchange Rate:
KSh., 15.4 = US$1.00
Average Lending Per Capita Per Annum:
Current US$ (Constant FY84 Commitment USS)
IBRD/IDA 8.99(10.04) 7.63(6.00) 7.63(6.00)
IDA 4.34(4.91) 2.97(2,31) 2.97(2.31)

Status of IBRD Capital Subscriptions:

Shares Allocated®¢/

Amounts to be paid

for unsubscribed

Local Curr.

Unre-
leased for

Resolution Subscribed Unsubscribed Shares (000's) Shares Subscribed
No. Adopted No. S(m.) No. $(m.) USs Local Curr. USS million
313/4 2/9/77 150 18.10 = = - - -

346 1/4/80 = = 515 62.13 0.466 4.194 0.87
347 1/4/80 = = 250 30.16 0.000 0.000 -
395 8/30/84 - - 66 7.96 0.070 0.627 -

a/ World Bank Atlas, 1983

The FY85-8Y lending program proposed in this CPP compares with the program for

the same period approved at the last Bank-wide lending program review in

November, 1984 as follows:

FY85-89 Lending Program

Approved
No. of Loans and Credits 23
Current $ million 721.0

Constant FY84 Commitment $ =
Per capita per annum
(Constant FY84 Commitment §) -

IBRD share value = US$120,635

Percentage Change

Proposed Proposed /Approved
25 +9%
721.0 =
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A. Introduction

1. The last CPP for Kenya was reviewed by management on August 21,
1981. The CPP identified uncertainty over Kenya's political stability as
the major obstacle to speedy implementation of needed structural adjustment
policies and completion of the proposed Bank Group lending program. In the
event, overriding concern for political considerations, combined with weak
public administration and an unfavorable external economic environment,
eroded the Government's ability for and commitment to progressive economic
adjustment. The fragility of this environment was further increased by an
August 1982 coup attempt, which was followed by disquiet and indecision
within Government. As a result, progress in policy implementation over the
last three years has been disappointing. In particular, little progress
has been achieved on a number of critical elements of the structural
adjustment program —- the liberalization of grain marketing, trade
rationalization and export promotion. Structural policy reform has not,
therefore, had the intended impact on the economy. On the other hand, the
Government has managed to regain a reasonable degree of political and
economic stability, produce a new development plan, prepare a broad public
investment program, and, for the first time in many years, consistently
meet its obligations under the IMF standby which concluded on September 30,
1984,

2. Overall, the deterioration in the Government's performance and
capacity has resulted in Bank Group lending not reaching approved projected
levels since the last CPP. This CPP reformulates the Bank's strategy for
Kenya in the light of this experience.

B. Recent Political Developments

£ President Moi has maintained his position since he took office in
1978 by a careful balancing act between various tribal and regional
interests. However, with rising unemployment, inflation, a generally
declining economy, and a weak economic and political administration,
Government critics have become more vocal. The Government also has been
shaken by corruption scandals and internal power struggles. President Moi
has taken strong measures to impose a degree of political conformity (e.g.,
banning tribal and some professional associations), but these measures have
not silenced his critics. The mounting tension came :0 a climax on August
1, 1982 when a coup attempt was launched by the Air Force. The coup was
quelled by the Army, which has since grown significantly in power, and
alerted the President to the weakness of some of his alliances and
associations with individual politicians. His relations with some
Government ministers, especially the former Minister of Constitutional
Affairs, Mr. Njonjo, rapidly deteriorated. In mid-1983, Njonjo was
described as a "traitor", suspended from the Cabinet, and expelled from
KANU (the country's only political party).



4, In an attempt to re-consolidate his position, President Moi
announced early elections, which took place on September 26, 1983.
Following the elections, President Moi made a number of changes in the
structure and personalities of his new Government. The numbers of
operating ministries and Cabinet posts were reduced. Despite these
changes, however, the overall Government size increased rather than
decreased, largely because of a substantial increase in the number of
assistant ministers. The Moi loyalist representation in the National
Assembly is still short of an absolute majority. The Government

does not now reflect the political power balance as revealed in the
election results, nor is it in proportion to the tribal balance in the
country.

5 These events point to the perpetuation of a feature of President
Moi's rule since the demise of President Kenyatta =— the slow attrition of
influence of the once dominant Kikuyu tribe. Kenyatta was a Kikuyu and,
during his tenure of office, this ethnic group became firmly entrenched in
the Civil Service, in trade and industry where their influence almost
rivalled that of the Asian community, in the University, and in the Air
Force. Kenyatta's statesmanship lay principally in the manner in which he
was able to allay the fears and suspicions of both competing and minority
tribes by a judicious rationing of influence and affluence while, at the
same time, ensuring the continued dominance of his own tribe. Moi is from
the small Kalenjin tribe, and owed his position as Vice President in part
to that fact and to Kenyatta's need to provide some tribal balance in the
distribution of power. Since his accession, Moi has more and more
surrounded himself with leaders with tribal affiliations other than Kikuyu
and the attempted coup was a manifestation of growing resentment and
frustration. The aftermath of the attempted coup also gave Moi the
opportunity to close down temporarily and cleanse the University of the
intellectuals who had allegedly opposed the Government. Njonjo is a Kikuyu
with aggressive political ambitions. The ousting of Njonjo can be seen as
part of a campaign to remove Kikuyus from the exercise of either political
or economic power. It is in this context that the political power balance
is skewed and the tribal balance no longer proportionally represented.

6. Although some stability has returned. to Kenya since the
elections, a high level of political nervousness still persists. This is
reflected in the Government's weakness in undertaking crucial policy
measures because of fear of antagonizing vested interests. The overriding
concern for political considerations has resulted in an increased
concentration of power in the President's Office, slower decision-making,
and lack of commitment and consistency needed to carry through policy
reforms in key areas. Carrying out a policy dialogue in this context shuld
be expected continue to be difficult. )

C. Economic Issues, Performance and Prospects

Key Structural Issues in the Kenyan Economy

7e During Kenya's first decade (1964-73) as an independent nation,
GDP grew by a remarkable 6.5% p.a., or 3.0% per capita p.a. Following the
first oil crisis of 1973, growth decelerated to 4% p.a., or virtual



- 3 =

stagnation in per capita terms, reflecting not only adverse exogenous
developments such as the o0il shock and the breakup of the East African
Community which provided a market for Kenyan manufactured products, but
also the emergence or intensification of structural constraints largely
unrelated to the post—1973 terms of trade deterioration. These problems
are briefly described below.

8. First, agricultural growth decelerated from 4.5% in the first
decade after independence to 2.5% during the 1970s. This was due partly to
the tapering off of specific positive factors —- the conversion of
considerable high—-potential land from extensive use to smallholder
cultivation, the introduction of high-value production activities, and the
adoption of high-yielding maize varieties -- which had sustained
agricultural growth in the first decade after independence. But the
deceleration was also due to Government policies, including excessive
protection for the industrial sector which facilitated the maintenance of
an overvalued exchange rate, thereby turning the internal terms of trade
against the agricultural sector, and inefficient, monopolistic Government
involvement in agricultural marketing which discouraged production and
placed undue burdens on the budget. There was also growing pressure of the
rural population on the country's limited and unequally distributed supply
of medium and high potential land (only 18% of the total land area),
contributing to over—-intensive use in some areas. A recovery in
agricultural growth to 4% p.a. was needed to maintain food security,

strengthen the balance of payments, and generate employment and incomes for
the rural labor force.

9, Second, industrial growth also decelerated, according to official
statistics, from 8.0% in the first decade after independence to 6.57% during
the period 1973-80.1/ This growth was being accomplished at an
increasingly higher cost in terms of the capital-intensity of invesdtment,
low labor absorption,zf and the burden on the balance of payments of a
sector which imported—é substantial volume of intermediate goods for "final
touch” processing and assembly, but exported very little in the way of
non—-traditional goods. These undesirable features resulted from Government
policies which included high levels of protection, Government financial
participation in industrial firms, and fiscal incentives for investment.

1/ These are relatively high growth rates. However, the intensification

~  of protection (as took place in Kenya during this period) can lead to
artificially higher product prices, and increases in value added in
local currency terms, in comparison with the value added derived by
valuing the same physical product with world prices for inputs and
outputs. In such a case, manufacturing growth to some extent can be a
statistical artifact.

2{ In 1980, only 10% of the Kenyan labor force was employed in industry,
compared with 17% in lower middle-income countries generally.
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10. Protection, which was already high in the late 1960s, increased
in 1970s due to the “ratchet effect” of the Government's behavior in
responding to fluctuations in the external terms of trade and foreign
exchange availability. During periods of foreign exchange constraint, the
Government intensified quantitative import restrictions, but during periods
of easy foreign exchange availability, the Government did not relax import
restrictions, but increased Government expenditures instead.

Il. Government financial participation in industrial firms had been
justified on the basis of Kenyanization of the economy, and also on the
basis of more nebulous criteria such as the "basic and strategic"” character
of some industries, "social 'contribution”, or “inability to get established
without Government,” rather than on the basis of objective economic
criteria. The Report of the Working Party on Government Expenditures
(Ndegwa Report, June 1982) found that "Four things have gone wrong in
implementing this approach”: (i) failure to divest to private Kenyans
after a transitional period, as originally intended, with the result that
Kenyanization remained “"representational”; (ii) inefficient operation of
enterprises; (iii) special protection from competition; and (iv) abuse by
private secftor partners.

12, Third, energy supplies became relatively more expensive. The oil
price increases of the 1970s raised the cost of imported energy
substantially; in 1980, the cost of petroleum imports for domestic
consumption (i.e., exclusive of re-exports of petroleum products) was
equivalent to 36% of nonfuel export receipts, as compared with an average
of 137% during 1976-78. Fuelwood and charcoal, which account for more than
half of the energy supply to Kenya's economy, also became relatively more
expensive, since the rate of consumption was four times the rate of
replenishment., due to rapid population growth and a declining forest
resource base.

13, A fourth issue, related to the above, is the overexpansion and
inadequate management of the public sector. The Report of the Working
Party on Government Expenditures declared that the fiscal deficit was "a
fundamental structural problem” arising partly from “the proliferation of
commercial activities by Government which has diverted scarce management.
talent away from the central functions of Government." The Government's
Sessional Paper on Development Prospects and Policies (1982) stated that
"Structural adjustment must embrace a more constructive and profitable role
for essential parastatals and the return of others to private sector
operation.”

14, . Finally, the growth of Kenya's population had accelerated from
3.4% p.a. during the intercensal period 1962-69 to 3.8% pPea., the third
highest rate in the world, during the intercensal period 1969-79, This
acceleration reflect2d a decline in mortality, an increase in fertility
arising from continuation of the traditional preference for large families,
and health improvements enabling fertility to move closer to its biological
limit. The rapid population growth generated by this high and increasing
fertility generated increasing pressures on the land, the labor market, and
education and health services.
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Economic Policies and Developments During the Fourth Plan Period 1979-83

15. The above structural issues were generally well recognized in the
Fourth Plan, which stated that "The progress we have made in the past has
pre—empted the easy forms of development in such sectors as agriculture and
industry. We must now address ourselves to more difficult problems.”

Under Structural Adjustment I (1980) and Structural Adjustment II (1982),
many of the Government's general Plan intentions were refined into more
specific commitments on the content and timing of structural adjustment
measures. The Fourth Plan also recognized that, in the wake of the "coffee
boom" of 1976-77, the external terms of: trade would deteriorate, and that
it would be necessary to contain fiscal and external deficits during the
Plan period. These aspects of Government's policy were refined into more
specific commitments under a series of IMF programs.

16. The Plan stated that futwre industrial growth would require
"increasing emphasis on the promotion of industrial efficiency and
decreasing emphasis on industrial protection,” and accordingly proposed the
phasing out of quantitative import restrictions (QRs), tariff
rationalization, and export promotion. Under both Structural Adjustment I
and II the Government committed itself to timetables for carrying out
studies of industrial cost structures and effective protection, reducing
Qks, designing and implementing a new, more moderate and uniform tariff
structure, and developing an export promotion program. These timetables
were not met in either case. The industrial studies were launched in
December 1984, more than five years later than the original Structural
Adjustment I schedule. The timetable for import liberalization was
disrtupted by foreign exchange problems, and presently only 29% of the items
are on the unrestricted list. The Government raised tariffs on four
occasions and lowered them in the two most recent budgets. It has not
measured the impact of these adjustments on industrial protection, and has
not designed the new tariff structure intended to be in place when the QRs
had been substantially phased out. An export promotion program might have
included: simplifying the administration of fiscal incentives for exports
to enhance their reliability; export finance; duty drawbacks; or
manufacturing in bond. While intentions were announced in the June 1983
budget speech regarding export finance and manufacturing in bond, and some
of these proposals have been conceptualized, so far no measures have been
implemented.

17. The Plan proposed that domestic agricultural prices "be brought
more into line with long term trends in world market prices.” The Plan
also stated that "In principle, there will be direct intervention only in
those areas of agricultural and food marketing where cooperatives and the
private sector cannot or do not perform essential functions and services
adequately or competitively," and that restrictions on private sector
marketing activity would be relaxed to encourage pfivate investment in
agricultural marketing. During 1982, "both producer and consumer prices for
agricultural products were raised closer to border prices at the official,
somewhat overvalued exchange rate. In the area of grain marketing,
following a consultants' study, the Government reaffirmed its Development
Plan intention to redefine the role of the key parastatal in this sector to
be a market stabilization and food security function, rather than a legal
(and inefficient) monopolist, and to permit private traders to participate
in grain marketing. However, the Government has not yet formulated an
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action program to implement its intention in this area and has recently
reversed its previous decision by announcing that the only purchaser to be
permitted to enter the maize market is to be a new apex cooperative, the
Kenya Grain Growers Cooperative Union. It also has not developed an
effective program to address land issues.

18, During the Plan period, the Government continued to follow, as it
had previously, appropriate energy pricing principles, although recently
the Government has deferred needed increases in power tariffs. There has
been some reduction in dependence on imported energy through the
development of hydroelectric and geothermal sources. However, apparently
due to the institutional fragmentation of the sector and planning
weaknesses in the Ministry of Energy, the Government has not yet drawn up a
well-defined energy investment program with an adequate justification.

19. In 1983, the Government prepared, for the first time ever, a For—
ward Budget and Public Investment Program document. However, the effec—
tiveness of this effort was limited by weak preparation by the line minis-
tries, and the exclusion of the parastatal sector (except for the projected
budgetary contributions to the parastatals which were displayed). Public
sector planning and management continues to reflect a number of weaknesses,
the most serious of which is inadequate control of the parastatal sector.

20. In order to provide more effective leadership to the family plan-—
ning program, parfticularly information and education to generate greater
demand for family planning services, a National Council for Population and
Development was established in the Office of the Vice President in 1982,
However, the Government has not yet developed a credible fertility reduc-
tion program. Government budgetary allocations do not reflect the
assignment of a high priority to family planning. Information, Education
and Communiction (IEC) efforts have been lagging in the rural areas, while
in the urban areas there appears to be unmet demand, as manifested by a
large increase in the number of illegal abortions. Fertility has continued
to increase; in the World Development Report 1984, Kenya's total fertility
rate in 1982 was estimated to be 8.0 as compared with 7.6 in 1975. Kenya
is one of only four countries in the world with a total fertility rate
greater than 7.0.

21, It is evident from the above that the Government's implementation
of its Development Plan with respect to structural adjustment was
relatively weak, in that most of the planned measures were either
implemented well behind schedule and/or somewhat ineffectively, or are
still being developed for future implementation. Principal factors contri-
buting to the weak implementation of structural adjustment have been:

(a) The timing of the second operation which was presented to
the Board at an early stage of the program preparation/
implementation cycle, in the sense that the operation then
consisted largely of stated intentions to implement measures
at some future time, in many cases following studies.

(b) The breadth of the program, which included activities in
seven sectors or areas.
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(c) Divided or inadequate Government commitment on some issues,
particularly import liberalization and grain marketing
reform.

(d) Poor performance by the Ministry of Economic Planning and
Development (MEPD), which was charged with responsibility
for coordinating program implementation.

(e) Diversion of the attention of key Government officials to
the difficult short-term governmental and financial
situation arising from an unsuccessful coup attempt in
August 1982, suspension of the 1982 IMF program because of
the fiscal deficit, and related continuing adjustments in
the foreign exchange and budgetary situation.

22 The deficiencies noted above in the structuring of Structural
Adjustment II are amenable to some degree of correction. Timing of the
loan to ensure that monitorable policy reform actions are more advanced
than has previously been the case can be accomplished, but will demand
realism in preparation. If the Bank proceeds with a third operation, many
of the outstanding or incomplete actions which should have been taken under
the second lending operation should be accomplished before appraisal. 1In
addition, decisions on future policy reforms should also have been taken,
in so far as this is possible and appropriate, together with an associated
monitorable timetable, rather than that such decisions should be predicated
on future inputs such as further studies. As far as overstructuring of
Structural Adjustment II (by the inclusion of too large a number of policy
reform actions) is concerned, it is the Region's present intention to
ensure that any future program supported by us be more finely focussed with
fewer but more closely related components. The extent of, and reasons for,
divided or inadequate Government commitment are difficult to assess. 1In
other contexts, it has shown courage and political ability in taking
unpalatable decisions. Government's determination during the last two
years in reducing fiscal and external deficits to sustainable levels by
such stabilization measures as large—scale retrenchment on development
expenditures, the deceleration of credit expansion, the pegging of wages
and the adoption of a flexible exchange rate policy reveals a very high
level of commitment. Its role in the resolution of the vexed issues of the
assets and liabilities of the East African Community conforms with this
assessment, since the settlement involves significant payments on the part
of Kenya at a time when the Government's financial resources are seriously
constrained. On the other hand, the failure to make better progress,
particularly in such structural reform areas as grain marketing and trade
reform, leads to the conclusion there could have been but little political
commitment behind the agreements entered into with the Bank or, at least,
no universal commitment. Procrastination in making progress in grain
marketing can also be attributed to opposition by strong vested interests
and, in trade reform, to the strong protectionist lobbies which exist, and
which Government appears not to have the political strength to resist.
Furthermore, in both these areas, lack of conviction rather than an absence
of political commitment could be behind these failures. Our own economic
policy dialogue has not been very successful and has been limited to a
small circle of key bureaucrats who, although possibly convinced among
themselves in these matters, carry insufficient influence and wield too
little political power. It can be argued that failure to make significant



progress in some areas has also been inhibited by the absence of knowledge
within Government on which to base informed decisions or to judge with any
precision the trade-off between alternative policies. But the delays may
be the result, not of wilful hypocrisy, but a blend of political
indifference, bureaucratic inefficiency and insufficient in-house
expertise and experience to make an evaluation of the often conflicting
advice that they get on many complex and delicate issues. But
implementation capacity within Government can only be significantly
improved in the long term as human resource mobilization and training,
which is ongoing, makes its impact on the higher levels of the bureaucracy.

23. It is clear that the President, himself, is not committed to all
aspects of reform covered in structural adjustment lending to date, and it
is also becoming apparent that the Government leaders find it difficult to
forge cohesive support in Cabinet for certain divisive measures. In the
context of Sub-—Saharan Africa, informed, dynamic leadership dedicated to
the right mix of structural change is a rare phenomenon. In its absence,
which cannot by itself reasonably preclude further structural lending, the
alternative may be to vest responsibility in a politically and
bureaucratically strong Steering Committee which from the outset would have
full specific Cabinet endorsement of all proposed policy reforms. This is
a precondition on which the Bank should insist. Such a high level Steering
Committee consisting of the Minister of Finance and Planning, the Governor
of the Central Bank, the Permanent Secretary, Ministry of Finance and
Planning, and the Permanent Secretary in the Office of the President
responsible for Development Coordination and Cabinet Affairs already exists
for the purposes of negotiating and monitoring Government's involvement
with the IMF (e.g. the current Standby Agreement). Government has
expressed a willingness to extend the scope of this Committee to cover any
further structural adjustment operation with the Bank and there is no a
priori reason why it should not also extend to sector operations, which are
policy based. A greatly improved dialogue on the economic rationalization
for policy reform between the Bank and the Government in general, and the
Steering Committee in particular, will be necessary and should be provided,
not only through intensive supervision, but also by the reorientation of
economic and sector work to structural adjustment objectives.

24, The diversion of the attention of key Government officials to
short term stabilization measures, following the unsuccessful coup attempt
in August 1982, and the suspension of the 1982 IMF program, was necessary
under the circumstances. Urgent decisions were needed on budget revision
(which occurred four times during the 1982/83 fiscal year), and on resource
mobilization changes. The coup attempt itself was an important factor, not
only in slowing down decision making, but in contributing to foreign
exchange shortages as tourism dwindled in its aftermath and unquantified
amounts cf capital were illegally transferred abroad. Although there were
longe:r term structural measures which could have been taken alongside the
stabilization measures, Government cannot be blamed for giving
stabilization priority and the combination of an attempted coup and a
series of exogenous shocks leading to serious short term disequilibrium
does present an unusual set of circumstances.

25. While the Government has made only limited progress on structural
adjustment, by the end of 1983 it had made important progress on reducing
fiscal and external deficits to sustainable levels through stabilization
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measures, despite the fact that the terms of trade deterioration was
sharper than expected in the Fourth Plan. Fiscal deficits were gradually
reduced through retrenchment on Central Government expenditure from the
excessive level of 35% of GNP in fiscal year 1980/81 to 27% of GNP in
fiscal year 1983/84. This is still a relatively high level of
expenditure. As indicated in the World Development Report 1984, in the
average lower-middle income developing country, Central Government
expenditure is equivalent to 21% of GNP. Interest rates were increased,
credit expansion decelerated, and wages were held down. The exchange rate
was adjusted in nominal terms, but due to domestic inflation, the real
effective exchange value of the shilling at the end of 1983 was only 3%
less than in 1976. Considering that the external terms of trade had
deteriorated by 22% since 1976, and that external balance had been
maintained throughout the 1980's only with substantial number of
quantitative import restrictions, the exchange rate remained somewhat
overvalued in relaiicn to Fourth Plan policies of import liberalization and
export promotion (study recently launched by the Government should provide
estimates of how much the official exchange rate differs from the
opportunity cost of foreign exchange). The current account deficit was
reduced from 12% of GDP in 1980 to 4% in 1983, but during the same period
the debt service ratio increased from 13% to 28%.

26. Why Government should have prosecuted painful stabilization
measures urgently and efficiently while procrastinating on longer term
adjustment measures raises some interesting questions relating to the
distribution of power within the society. Two factors appear to have
influenced Government's attitude. The first would seem to be a concern to
protect existing industrial interests. The second may be the innate pride
of the ruling minority at the achievements to date of post-independence
Kenya and a reluctance to pursue the easier alternatives to stabilization
which would only end in economic chaos and the international ignominy of
default and rescheduling of debts.

2= Developments in the real economy were consistent with Government
policies, as actually implemented. Agricultural output stagnated during
the first two years of the Fourth Plan, partly because of drought, and then
grew significantly during the remaining three years because of the return
of normal rainfall and more favorable prices for agricultural products.

The growth rate of agricultural production from 1978 to 1983, both of which
were normal weather years, was 2.5% p.a. The growth rate of industrial
output was 6% p.a. during the first two years of the Plan period, when
Government expenditures were very high, and then decelerated to 3.5% p.a.
during the final three years, as the stabilization measures began to take
effect. Export performance was disappointing, as export volume actually
fell by 11% over the Plan period. This resulted from a substantial decline
in the volume of petroleum product exports from the Mombasa oil refinery
and the sluggish growth of non-oil exports by only 1% p.a., reflecting the
continuing overvaluation of the shilling and the non-implementation of
export promotion measures. Real GDP grew by 4% p.a. Because of the
deterioration in the external terms of trade, real gross domestic income
grew more slowly than real GDP, and real GDY per capita fell by 5% during
the Plan period.

28. The Government's accomplishments during 1979-83 may thus be sum-
marized, for the most part, as "stabilization without structural adjust-
ment." On the structural issues, there has been some progress in improving
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incentives for farmers and in reducing dependence on imported energy, but
disappointingly little progress on the key issues of improving industrial
sector efficiency, improving parastatal/public sector efficiency, and
reducing population growth. Certainly the Government's economic management
has been more effective than that of many other African countries which
have done neither stabilization nor structural adjustment, and thereby have
fallen into liquidity difficulties. On the other hand, if the comparison
is made with Kenya's own objective, which is the restoration of sustained
growth of per capita incomes for its people, the Government has not yet
displayed the determination and effectiveness on structural adjustment
issues necessary for the achievement of this objective.

Economic Policies and Prospects for the Fifth Plan Period 1984-88

29, The Fifth Plan. In comparison with the Fourth Plan covering
1979-83, the Fifth Plan covering 1984-88 reflects continuing commitment to
prudent demand management, but also reflects the weakening of the
Government's commitment to structural adjustment. The rFlan's macroeconomic
framework is realistic and its central theme — "mobilizing domestic
resources for equitable development” - is timely and appropriate. The Plan
recognizes that "Public Investment has often been less productive than
private investment™ and declares that "Growth in the private sector is the
core of the development process in Kenya." The new Plan clearly reflects
the Government's determination to avoid the excessive spending which was
undermining Kenya's domestic financial stability and external financial
position during the first three years of the Fourth Plan period. Fiscal
adjustment will continue to be pursued through rationalization of
expenditure, rather than through increases in the relatively high revenue
effort. However, improvements will be sought in the structure of revenue,
particularly through higher and more equitable user charges.

30. On the other hand, whereas in the Fourth Plan the Government had
pledged to discontinue quantitative import restrictions by the end of the
Plan period (1983), in the Fifth Plan it is stated that "means for
rationing foreign exchange will be required throughout the Plan period,”
and that items could be shifted from the unrestricted list to the
restricted list in a situation of shrinking foreign exchange reserves.
Thus, trade liberalization is no longer treated as a one-way street to
which the Government is strongly committed. There is no mention in the new
Plan of the promotion of competition and private investment in agricultural
marketing. The treatment of population and family planning is brief and
inadequate. The population projections are treated as neutral projections
rather than as policy targets, and there are no projections or targets for
family planning acceptors, reflecting continuing non-implementation of this
Structural Adjustment II commitment.

31. Considerable attention is devoted in the Plan to **e new
"District Focus for Rural Development.” The Plan states that "the
responsibility for planning and implementing rural development is being
shifted from the headquarters of ministries to the districts,” which are
the administrative subdivisions of the Central Government beneath the
Provincial level, and are not "local authorities”. The objectives of this
initiative-—improvement of problem identification, resource mobilization,
and project implementation at the local level--are unassailable. However,
this new thrust is coming at a time when the Government is still a long way
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from having adequately addressed long standing higher-priority public
sector finance and management issues, such as ministry planning and
budgeting, and parastatal accounting, financial management, and financial
performance.

32. In sum, the Fifth Plan is consistent with the Government's
“"stabilization without structural adjustment"” policy behavior of recent
years.

33. The Drought and Its Implications for 1984-85. Unfortunately, the
Government 's hopes for launching the Fifth Plan with a year of recovery in
per capita income have been dashed by the worst drought in fifty. years.
The "short rains” failed in some parts of the country during October-
November 1983, and the "long rains"” failed entirely during March-May 1984
in most of the maize-growing areas. Grain production has been only 65% of
normal. This year's tea production has been adversely affected, and it is
expected that next year's coffee production will be reduced. Dairy
production is sharply down, and the national livestock herd is being
sharply reduced by record levels of slaughter. GDP growth in 1984 is
expected to be zero.

34, There were excellent short rains during October—November 1984, to
which farmers have responded by planting quick-growing crops such as beans,
and it is being assumed for planning purposes that the drought is over and
that rainfall in 1985 will be normal. Real GDP growth is expected to be 4%
in 1985. However, the recently departed drought continues to have
significant financial implications. The Government's strategy for dealing
with the financial implications of the drought has recently been formalized
in an IMF Standby program covering calendar 1985.

35. The impact of the drought on the fiscal year 1984/85 budget has
been lessened by the generosity of foreign donors in doubling grant aid
from 1.3% of GNP in fiscal year 1983/84 to 2.6% of GNP in fiscal year
1984/85. Comparing fiscal 1984/85 with the previous fiscal year,
drought-related expenditure will go from zero to 1% of GNP; non-drought
current expenditure will increase by 1% of GNP and development expenditure
will remain approximately constant in real terms (at about 87 of GNP).

36. The impact of the drought on the balance of payments has been
mitigated in 1984 by exceptionally high prices for coffee and tea (the
external terms of trade are estimated to have improved by 137 in 1984), the
increase in grant aid, and the Government's ability to draw down its
strategic grain reserve. The current account deficit is expected to be a
modest 3.47 of GDP and a slight overall surplus is expected. The major
impact on the balance of payments will be in 1985 when the terms of trade
are expected to deteriorate as coffee and tea prices return to more normal
levels, and the bulk of the grain imports will take place. The current
account deficit is expected to widen to 5.87% of GNP. The Government will
finance this deficit from existing and new Official Development Assistance
commitments, IMF Standby and Compensatory drawings, some draw-down of
reserves, and a modest amount of commercial bank borrowing, to which Kenya
has not had substantial recourse since 1981.

37. Medium-term Prospects. For the future, our assumption is that
the Government will continue to follow prudent demand management policies,
but that it will not implement the structural adjustment measures needed to
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improve the efficiency of investment in the economy with sufficient vigor
to qualify Kenya for further structural adjustment lending. However, we do
expect that, with the difficult tasks of stabilization, and management of
the economic and financial implications of the drought behind it, the
Government will begin to address some of the long-term issues more
effectively. During the past few months, there has been evidence of this.
In the area of population, for example, the National Council on Population
and Development has drawn up fertility reduction targets; the Ministry of
Health has agreed to the establishment of single-purpose family planning
clinics in urban areas; all excise and sales taxes on contraceptives have
been removed; and the resistance of the Ministry of Education to the
inclusion of population in the curriculum has been overcome. In the area
of energy, the new Minister of Energy is strongly supporting the
preparation of an energy investment program. NCPB is implementing some of
the recommendations of the Grain Marketing Study and has requested Bank
assistance to launch an overhaul of its accounts and stock management,
including a food security program.

38. Under these assumptions, GDP growth could be restored to 4% p.a.
while bringing the current account deficit down to 4% of GDP, a level which
could be sustained indefinitely, given the concessionality of Kenya's
capital inflow and with a modest improvement in export performance. With
stable external terms of trade, and population growing by nearly 47 p.a.,
this would represent stabilization of per capita incomes, which would be a
modest achievement in relation to recent decline. With vigorous
implementation of structural adjustment measures, Kenya could substantially
increase the efficiency of investment and thereby achieve more rapid
growth, but on the basis of recent policy behavior, this would have to be
regarded as an unlikely scenario.

D. External Capital Requirements

39, Over the years, Kenya has relied primarily on Official
Development Assistance (ODA) for its external capital requirements. Kenya
has been a relatively favored aid recipient. In 1982, among the nine
sub-Saharan countries with populations of greater than 10 million, net ODA
disbursements per capita for Kenya ($27) were less than for Sudan ($37) or
Tanzania ($36), but were greater than for six other countries which
received net ODA per capita in the range of $6 to $16. In view of the
country's political stability, its comfortable financial ratios (until
recently), and the availability of a high level of ODA to be "blended" with
private-source capital in yielding a quasi-concessional overall capital
inflow, Kenya has also been creditworthy for considerable borrowing from
private sources of finance.

40. Kenya borrowed particularly heavily from private sources during
1979-81, after the terms of trade deteriorated due to the fading of the
"coffee boom," and the oil price hikes. During 1979-81, Kenya's current
account deficit (its net external borrowing requirement) averaged an
unsustainable 10% of GNP. During 1982-83, however, as the stabilization
measures took effect, Kenya succeeded in reducing the current account
deficit to levels which could be financed almost entirely from ODA and IMF
drawings. In fact, during 1982-83 Kenya reduced, through net repayments,
its stock of debt owed to private sources by one third, and reduced the
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share of its external debt held by private sources from 40% to 27%. This
accomplishment has placed Kenya in a position in which the financial impact
of the drought, although serious, is manageable.

41. An important feature of recent external adjustment is that it has
been accomplished entirely through reduced demand and reduced imports,
rather than improved export performance. The combination of sharply rising
debt service payments and stagnating export receipts has caused the debt
service ratio (including IMF) to increase from 47 in 1977 (the peak of the
"coffee boom") to 18% in 1981 and an estimated 30% in 1984.

42, For the future, a turnaround in export performance is expected,
reflecting the recovery of agricultural production and a lagged response to
the depreciation of the real effective exchange rate since 1980. In the
IMF staff report on the 1985 Standby Program, export volume growth of 5.4%
p-a. over 1988-8Y is projected. While we have no specific basis for
challenging the Government/IMF projections, in view of recent export
stagnation, we have more cautiously projected export volume growth at 4%
p.a. in this CPP. With continued prudent demand management policies, the
current account deficit would be lowered from the elevated level of 5.6% of
GDP in 1985 to a long-term sustainable level of 4% of GDP by 1988. With
such a borrowing requirement, Kenya would not be able to rely entirely on
ODA, but rather would have to engage in some borrowing from private
sources. The objective would not be a substantial net inflow from private
sources, but rather would be to refinance the existing stock of
private-source debt, in order to avoid a net outflow. Under these
circumstances, the debt service ratio would decline from a peak of 30% in
1984-85 to 257% by the end of the decade.

43, Our understanding of Kenya's export performance, export
prospects, and capital flows needs to be strengthened, and these topics
will be closely reviewed by the next economic mission (June 1985). In view
of the concerns which have been expressed over Kenya's creditworthiness,
long—-term management, and Bank exposure (paragraph below), the Region
proposes to circulate an updating memorandum to the OPSC on policy
adjustments and creditworthiness prospects in about 12 months' time.

44, Bank Exposure. The current guideline is that Bank exposure in a
country's debt outstanding and disbursed (DOD), and in its debt service,
should not exceed 20%; however, if the exposure of preferred creditors
collectively is greater than 33%, Bank exposure should not exceed 15%.
Presently, the Bank's share of DOD is 18-19%, and its share of debt service
is 16-17%. With the proposed lending program, these exposure ratios would
increase slowly into the low 20s. Preferred creditors (IBRD, IDA, and IMF)
hold about 407% of Kenya's external debt. Bank exposure is therefore an
issue. It ehould be noted, however, that the Bank Group net transfer is
expected to be about $200 million during the five-year period, and that the
likelihood of a default is therefore remote since this would intensify any
cash flow problem (except to the extent Kenya could give up imports
associated with Bank Group projects).

45, The Bank's policy is that IBRD lending can be continued to
countries with financial ratios such as Kenya's, provided that they are
adequately addressing any immediate liquidity problem as well as long-term
creditworthiness issues. Kenya has managed to avoid liquidity problems,
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and we consider that its agreement with the IMF on a Standby program for
1985 demonstrates adequate short-term management. While we have been
considerably dissatisfied with the effectiveness of Kenya's long-term
management, we do not consider that our dissatisfaction is great enough to
justify discontinuation of IBRD lending. As discussed further in paragraph
60, we consider that the exposure ratios envisaged are acceptable in a
context of policy performance which is not adequate to qualify Kenya for
structural adjustment lending, but which is sufficient to qualify Kenya for
policy-based sector lending in one or more sectors.

E. Progress Towards Previous Objectives

46. The primary aim of our strategy at the time of the last CPP was
to assist the Government in implementing its program of structural reform.
The main vehicle was to be quick disbursing assistance in the form of two
structural adjustment lending operations planned for FY82 and FY84,
respectively. These operations were designed to provide short-term balance
of payments support closely tied to the Government's progress in carrying
out policy reform. Such assistance would be supplemented by lending for
projects that would directly support structural reform or help address some
of Kenya's long-term development problems, e.g., agricultural production
and processing, industrial growth, energy development and conservation, and
family planning, along with some lending for basic infrastructure projects
in transport, telecommunications, and water supply. The economic and
sector work program was also designed to deal primarily with issues in
structural adjustment and critical problem areas. Our strategy was based
on the expectation that the Government would make steady, if unspectacular,
progress in restructuring the economy. If this proved too optimistic, we
would reduce the lending program by deleting any remaining structural
adjustment operations. We would also review whether it would be
appropriate to reduce project lending as well.

47. After the first three fiscal years (FY82-84) covered by the last
CPP, the level and composition of our actual lending indicated that our
lending strategy was, indeed, too optimistic. A structural adjustment
operation (Structural Adjustment II) was approved, but a year behind
schedule and delays in reaching agreement on its content and slow progress
by the Government in meeting the conditions for the release of the second
tranche pre-empted any possibility of processing a third operation in FY84
as planned. In September 1984, the Government submitted a proposed program
of policy reforms designed to serve as a framework for the formulation of
Structural Adjustment III. However, the reform measures advocated added up
to considerably less than we had in mind for a third operation.

48, Thirteen projects, including Structural Adjustment II, were
approved during FY82-84 for a total of US$533.6 million, including US$223.5
million on IDA terms. This compares to 18 projects planned for the period,
totalling US$966 million, including US$426 million of IDA funds. Nearly
30% of the total shortfall was due to the Government's failure to make it
possible for us to process Structural Adjustment III (US$120 million, with
US$80 million IDA). Although eight other planned projects were not
processed to the Board, four projects, two each in the agricultural and
energy sectors, were substituted. Three industrial projects were not
processed due to poor performance of ongoing projects in the sector.
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49. All of the approved projects were in keeping with the Bank
Group's lending strategy. Three agricultural projects were directed at
increased agricultural production and processing, while an Agricultural
Technical Assistance Project provided funds for studies to help the
Government formulate policy measures for carrying out sector reforms. In
the energy sector, four projects were aimed at increasing the supply of
geothermal and hydroelectric power--thereby alleviating the country's heavy
dependence on petroleum imports——-and one of the agricultural projects,
Forestry III, included a large reforestation component to help stem
fuelwood depletion. Our second project in the population sector, the
Integrated Rural Health and Family Planning Project, was designed primarily
to generate demand for family planning services and to strengthen the
availability and quality of such services. The three remaining projects
approved were for basic infrastructure in highways, telecommunications,

and urban development.

50. Project implementation has been a major problem in Kenya,
although there has been some improvement over the last two years for
projects which have been heavily supervised by Bank Group staff and
discussed at Country Implementation Review (CIR) meetings. Overall
improvement is largely due to the closure of several poorly performing
projects and significant redesign and scaling down of others. Factors
accounting for implementation delays have varied among sectors and
projects, but the principal causes have been (i) Government budgetary
constraints, which have led to inadequate provision of local funds, (ii) an
inadequate and overcommitted Government administration for coping with an
overloaded project portfolio, and (iii) poor project design, often
reflecting overly complex or ambitious projects involving several
implementing agencies. At recent CIR meetings, the Government has reported
several new initiatives for dealing with these problems, including curbing
Government expenditures within the limited revenue available, proposals for
expanding to other ministries the successful work of the Bank
Group-financed Budget and Financial Management Task Force in the Ministry
of Agriculture and Livestock Development, and the creation of a Project
Implementation Committee at the Permanent Secretary level to monitor and
coordinate project schedules and performance targets and the management of
project funds. For new projects, the Committee is responsible for ensuring
that priority is given, early in the project cycle, to those which involve
appropriate technologies, realistic timetables, and straightforward
administrative arrangements. The effects of these initiatives are under
constant review by the Bank Group and are beginning to show signs of
progress.

51. During CIR meetings, the Government and the Bank Group are
continuing to review the Government's development objectives and investment
priorities in the context of its implementation capacity and resource
constraints. As changes ‘in'circumstances occur, discussions are held to
datermine the scope for rationalizing the project portfolio through the
reformulation, rephasing or cancelling projects (or components) which are
not being adequately funded or properly carried out. As a result,
substantial cancellations of funds have been made from the Sugar
Rehabilitation Project (US$58 million) and the Second Integrated
Agricultural Development Project (US$38 million), and the project scope for
the Bura Irrigation Settlement Project and the Second Urban Project have
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been reduced to levels commensurate with available resources. In addition,
the Rural Water Supply Project has been reformulated. Continuation of this
process is being given high priority by both the Government and the Bank.

52. In contrast to FY82 and FY83 when disbursements improved over
immediate prior years, FY84 disbursements on projects as a percentage of
amounts outstanding at the beginning of the year fell to 13% (or 19%
including structural adjustment operations) compared with 16% in FY83.
Improvements in recent years were largely due to the application of a
Treasury circular requiring operating ministries to submit reimbursement
claims promptly (tied to new budgetary releases) and to make greater use of
"disbursement Procedure III (direct payment). With about USS$483 million
undisbursed at end FY84, against about US$816 million in outstanding
commitments, much more needs to be done to bring the disbursement record up
to an acceptable level.

53. Our country economic and sector work program in Kenya since the
last CPP has teen guided by the Government's effort to restructure the
economy. It has focussed largely on an analysis of the structural
relationships underlying the country's economic performance in order to
provide a framework for policy formulation and lending. Major works
completed include a Basic Economic Report (August 1982), an updating
Country Economic Memorandum (October 1983), sector memoranda in
agriculture (January 1984), transport (June 1984), and urban development
(June 1983), and other studies dealing with agricultural inputs and credit,
cooperative issues, industrial strategy, and energy assessment.

54, Over the years, our dialogue with the Government on development
policy and strategy has been reasonably active. However, progress in the
implementation of structural reform has been hampered by the Government's
reluctance to translate policies agreed in principle inte action programs,
and then to carry them out. In agriculture, the Government has adopted
reasonable pricing policies in most areas which conform with the objectives
of structural adjustment. However, no progress has been made in reforming
grain marketing. In the area of trade rationalization, the Government has
still not designed a new tariff structure nor has it made progress in
phasing out QRs. No systematic, coherent and cohesive export promotion
policy has been adopted and no export promotion measures have been
implemented. On the other hand, some project lending has induced key
policy reforms, e.g. increased budgetary allocations for road maintenance,
increased road user charges, and strict axle-load enforcement under the
Second Highway Sector Project, and increased tariffs and sector
reorganization to be effected under the Olkaria Geothermal Expansion
Project and the Kiambere Hydroelectric Power Project.

55. The Government's understanding of the need for policy reforms has
been helped by coordinated actions of other external aid agencies.
Consultative Group meetings, for example, have provided a forum for
discussing macroeconomic problems, sectoral policy issues, and aid
requirements and coordination. The donors have also come together in
cofinancing arrangements for specific lending operations, most notably the
Integrated Rural Health and Family Planning Project and the Kiambere
Hydroelectric Power Project. Several donors, who are largely dependent on
our economic analyses and projections, have also been involved in the
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implementation of our economic and sector work in agriculture (CIDA/EEC),
industry (UNIDO), energy (UNDP/USAID), population and water supply (WHO),
and education (UNESCO).

56. Over the years, IFC has built up a diversified portfolio in Kenya
totalling US$68.6 million for twelve operations. The portfolio covers
industrial and financial sector operations including agro-based industries,
small-scale enterprises and merchant-banking and promotion ventures.

In addition to two pulp and paper projects, IFC operations comprise leather
tanning, cement, packaging materials, textiles, and two hotel enterprises.
IFC also has an active capital markets development program with investments
in four Kenyan financial institutions, including a merchant bank and a
venture capital company. A recent major study, conducted jointly between
IFC and the Central Bank, established parameters for several further IFC
investments in this sector. Possibilities include a reinsurance company
and project financing through local commercial banks. Recognizing that
agriculture should play a prominent role in the Kenya program, IFC recently
provided financing for a project in oil-seed development and processing and
is currently examining a number of other such projects. In other sectors,
projects under consideration include an o0il refinery modification project
and an expansion of the soda ash mining industry. A major objective is to
foster enterprises which have a high economic value, are based on local
materials, and promote indigenous entrepeneurship.

F. Bank Group Strategy

57 The Bank Group's strategy in the near and medium term should be
to exert, through persuasion and leverage, pressure to continue the
adoption and implementation of those policy reforms which have been
identified for some time and agreed as being necessary to achieve
structural adjustment of the economy. This main thrust should be supported
and strengthened by non-project and project lending, economic and sector
work, and improved performance on existing projects. We shall pursue this
course in whatever manner proves possible and practical. The optimal
operational instrument is, of course, structural adjustment lending and
substitution of other operational measures such as fragmented, partial

or unisectoral sector reform, however valuable in themselves, will almost
certainly result in a shortfall from the conservative growth rates which
have been targetted in the Fifth Plan. The continuation of our dialogue
with Government on structural adjustment remains, therefore, a top
priority.

58. For the immediate future, we assume that the probable scenario,
which dictates and forms the basis of our creditworthiness analysis and
lending program, is that the policy reforms needed to improve the
efficiency of investment in the ecénomy will not be prosecuted vigorously.
It is now clear that the political climate is less farorable than we had
believed it would be when we committed Structural Adjustment I and II. The
signals, to which we must be receptive, and on the basis of which we have
to adapt our strategy, are that (i) the political opposition to the
rationalization of the trade regime is strengthening, and (ii) the

socio—cultural attitudes to the liberalization of grain marketing have
hardened in their antagonism to change.
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59. In these circumstance, we propose to adopt the alternative
operational vehicle of disaggregating structural adjustment into a series
of policy-based, fast disbursing sector operations. Such operations would,
of necessity, include many of the basic reform measures required under
structural adjustment, but would also include other measures covering a
wide range of other reform possibilities within the sectors. In
agriculture, for example, a policy-based lending operation could include
reform measures in pricing (currently incorporated in the structural
adjustment program) as well as in other areas, e.g., measures to reform
agricultural parastatals, expand the role of the private sector, and
strengthen cooperatives,. The vexed issue of grain marketing may have to
be circumvented, at least in the first year of the proposed series of
loans, until political perceptions are more propitious. We must in any
case allow time before judging the results of the Gvernment's initiatives
in creating the new apex cooperative. In industry, policy-basec lending
would continue to promote trade liberalization, rationalization of the
industrial structure and export promotion now incorporated in structural
adjustment, and other reforms such as measures to assist small-scale
enterprises and to increase the availability of long-term financing to
industry. In energy, policy-based lending would focus on energy pricing,
least-cost development (including energy imports, where appropriate), and
fuelwood/charcoal production, marketing and resource renewal.

60. It must be realized, however, that many of the obstacles in the
path of a possible Structural Adjustment III also lie in the path of
policy-based sector lending. If Government is unable to move forward with
reforms covered by Structural Adjustment II, there is no a priori reason
why they should be able to make more progress with identical reforms
sponsored under a sector lending operation. Government must believe that
there are significant benefits to be achieved from disaggregating the
structural adjustment program into policy packages to be carried out on a
sector basis if this approach is to be successful. There are distinct
advantages, notably, a diminution of the breadth of the program with a
commensurate reduction in the level of monitoring and coordination required
of the designated coordination Ministry, a lower level of diffusion of
attention of the more senior responsible bureaucrats, and, most
importantly, the sequencing over time of policy reforms within a broadened
agenda for action which allows concentration on the more achievable goals
and temporary postponement of the more intractable issues. If, due to
Government unwillingness to implement adequate policy measures,
policy-based sector lending does not materialize to the extent envisaged,
we would not attempt to substitute additional project lending for
policy-based sector lending. Considering that the Government budget is
already overcommitted to projects, this would not be feasible, nor would it
be prudent in relation to our concern over Bank exposure. Instead, there
would be a lower volume of commitments. Thus, a lower level of Bank
exposure would be a "self-implementing" response to poorer policy
performance and hence reduced creditworthiness.

6l. For the time being, therefore, we have placed the proposed third
structural adjustment Loan/Credit on the reserve list in the lending
program and have incorporated in substitution for it policy-based sector
operations: a series of agricultural sector operations at two-year
intervals (the first to be implemented in FY86), an industry sector
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operation in FY88, and energy sector operations in FY87 and FY89. 1In the
event that there should be a revival of Government's interest in early
structural adjustment measures and agreement can be reached on higher
levels of political commitment, including further measures representing
fuller implementation of Structural Adjustment II, we would proceed with a
third structural adjustment operatiom, which would subsume all or part of
the preparatory work and conditionality envisaged for the policy-based
sector operations. This would not, necessarily, displace the sector
operations in their entirety. Aspects of them could remain in the lending
program to complement structural adjustment, there being no reason why
structural adjustment and sector lending should be in any way mutually
exclusive.

62. At the same time, there remains a critical need to help
Government address the basic constraints of a rapidly increasing
population, low levels of education and training, the need for new
technologies in agriculture, disease and environmental hazards such as
erosion arising from overgrazing, population growth and deforestation.
These "non-structural adjustment"” issues require long term support
financially and through a core program. Elements of our lending program
address these needs -- e.g., Education VI, Population III, as well as the
agenda contained in the economic and sector work program. And finally,
continued lending is needed which emphasizes rehabilitation and maintenance
of the existing infrastructure. Attention is given to this area in our
current and proposed transport projects (highways and railways), and
telecommunications and water supply projects, within the financial and
staffing resources available to us.

Project Lending

63. In light of its limited budgetary resources and project
implementation constraints, the Government has scaled down its public
investment programs, and thus we must be careful to design our projects in
harmony with this effort. At the moment, our project pipeline in the
current approved lending program is thin, especially in FY85 and FY86 (only
seven projects under preparation) and in high priority sectors such as
agriculture and industry. Some projects in the program have yet to be
clearly identified. A major identification effort is required to build a
project pipeline which better reflects Kenya's development priorities and
the available budgetary and administrative resources. This effort should
be based upon sound economic and sector work. We are now in a position to
do this in agriculture with the completion of the Agricultural Sector
Report (January, 1984) and the Sector Strategy Paper (October, 1984). 1In
industry, the Sector Strategy Paper (March 1985) provides an adequate basis
for identifying projects suitable for Bank Group financing. In energy, the
sector strategy paper under preparation will focus on the policy-based vs.
project lending issue. In selecting and formulating projects, priority
will be given to projects which are less complex to implement, require a
smaller number of implementing agencies, ease balance of payments
constraints and have a high percentage of external financing, show promise
of rapid disbursement and quick-yielding returns, and offer a high level of
job creation. Inherent in this approach will be a continued emphasis on
institutional development, not only in the conventional project activities
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which are proposed, but also in our new policy-based sector operations,
which will also focus on improvements in key parastatals. Regular lending
program reviews are being carried out with the Government in connection
with CIR meetings.

Economic and Sector Work

64. Our country economic and sector work program will be specifically
designed to support our lending objectives and pipeline, and to support
policy dialogue with the Government, including structural adjustment
operations. The basic constraints to growth are well known, but we now
need to sharpen our analysis and concentrate our limited resources on
issues in agriculture, industry, energy, human resource development, and
public finance, which have been identified in previous work as critical to
sector development programs, e.g. input supply in agriculture. The planned
analyses should provide a solid basis of support for both non-project and
project lending. However, our future work needs to be more closely
coordinated and agreed upon with the Government than in the past. This
will help the Government foresee the course of actions we are likely to be
following, thus making it easier for the Government to prepare itself for
future policy dialogue. For this purpose, we will institute regular
reviews with the Government in conjunction with our lending program
reviews.

Improving Performance on Existing Projects

65. Rationalization. Kenya faces a major long term problem in
meeting the recurrent cost commitments accumulated from past development
programs, and a more immediate problem of fully funding the development
activities under implementation and planned for the near future. The
growth of recurrent revenues has fallen behind the growing requirement for
recurrent expenditures. New projects are being constructed without
assessment of the availability of adequate recurrent funding to operate and
maintain them. The momentum of new project initiation is outstripping the
nation's borrowing capacity and ability to attract increasing donor support
for the development budget. Not only are recurrent commitments for
existing projects inadequate, but the construction of approved new projects
is also increasingly underfunded. The result of this imbalance is that
capital resources are spread too thinly to be efficiently productive, and
their productivity is being further eroded by the inadequacy of resources
for operation and maintenance. Kenya must develop a strategy and begin the
process of breaking the current negative cycle and moving toward a position
that is sustainable in the long term.

66. The most immediate need--both in terms of Kenya's budgetting
process and in terms of securing donor assistance--is to rationalize the
annuzl development budget (and forward development budgets) by reducing the
number of planned activities to those most critical and then ensuring that
they are adequately funded. The funds from recurrent revenue sources are
also currently too small to maintain the nation's public sector capital
stock and to operate it at a maximum level of productivity. A detailed
assessment of recurrent needs must be undertaken, and the result used as a
base for planning forward recurrent budgets. As new development activities
are approved, the associated recurrent expenditure commitment must be added
to this base.
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67. Kenya is rapidly approaching a situation where it will not be
able to afford to accept all foreign aid being offered, given the
increasing level of the recurrent costs of maintaining and operating
projects constructed with donor assistance. The problem is exacerbated by
the fact that donors often prefer large capital projects, the scale of
which precludes the possibility of decentralized, local responsibility for
operation and maintenance. As a result, the burden falls on the already
over—taxed recurrent budget of the Central Government. The capacity of the
recurrent budget to absorb new obligations is constrained by the amount of
recurrent revenue available, the normal growth in civil service pay scales,
and debt service obligations. With the shortage of development funds, it
is necessary to ensure that resources are used as efficiently as possible.
Such efficiency includes minimizing implementation time as well as
maximizing utility per unit of investment. The nation cannot afford to
have development money tied up in projects that cannot be utilized
effectively because they are incomplete. The critical development projects
which have been under—funded must be identified, and the resources
necessary for their expeditious completion and subsequent operation must be
provided.

68. The process of improving the quality of the existing investment
program through rationalization has borne some fruit, in so far as the
Bank's own portfolio is concerned, as a result of our concentration over
the last two years of intensive staff work on selected projects followed by
high level reviews. Some projects have been terminated, instead of being
extended, and others have been or are being scaled down or reformulated.
Although this process has been costly in terms of staff time, both for the
Government and the Bank Group, and has involved a difficult and painful
dialogue, it should be continued. In future CIR meetings, we intend to
include on the agenda a review of 3-4 projects at a time with the focus on
making decisions on detailed rationalization proposals drawn up in advance
by staff (with prior agreement, if possible, at the working level).
Nevertheless, Government appreciates that a much broader approach is
imperative, and are proposing to adopt a strategy in which, as a first
principle, all development budget allocations will be based as soon as
possible on full cost funding of individual projects of high priority, to
eschew "across the board"” or proportional cuts when proposals exceed
ceilings, and to reject all new projects until the completion of the
backlog of uncompleted and current projects has been budgetted. They have
proposed as a basic objective the gradual emergence of a trimmed recurrent
budget capable of meeting the induced costs from the development budget
and, also, a development budget which, itself, does not rely on an
unsustainable level of borrowing. Donor (i.e. preferably World Bank)
finance to cover the difference between the resources available and those
that will be required to finance the minimum package of critical projects
on a phased and diminishing basis over a period of, say, four years is to

. be sought. As of now, Government is a long way from formulating in any

detail a practical, dcceptable vehicle for Bank funding. None of the
Government 's statements on this subject have mentioned any effort to
address parastatal issues. If the proposed rationalization operation does
develop further, the Bank would have to consider whether operations which
did not address these issues would be acceptable. We shall work with them
in this endeavor and, if possible, provide project preparation support and
financial backing if, in the event, a fundable form of assistance emerges.
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Aid Coordination

69. The realization of any broad form of rationalization will also,
of course, require cooperation from other donors and we need to expand and
intensify our efforts in ajd coordination. Until recently, local aid
coordination, on which progressive Consultative Group work should be firmly
founded, has been a confused, partial and fragmented process, lacking any
comprehensive treatment or in-depth focus. Meetings were irregular and
convened on an ad-hoc basis, various donors possessing an interest in the
matters under consideration taking the lead. The role of the Government
was virtually non-existent and the Department of the Treasury charged with
handling external resources was poorly manned, lacked credibility in the
eyes of the donors and largely restricted its activities to direct,
routine, project specific bilateral communications. As a result, in 1983,
a strong perception emerged within the donor community that enhanced
coordination was important not only to the successful implementation of
their own aid programs, but also in the face of a weak Government
administration. There was a growing realization that, without better
coordination, there would be perpetuation of duplication and overlapping of
effort and, occasionally, conflicting objectives which could only lead to
waste and ineffectiveness in the allocation of their own resources. There
was also a felt need for a perspective on often rapidly changing economic
situations as a framework for their own planning, which only the Bank could
provide at the level and of the quality required.

70. The Region accepted that the need for improved aid coordination
was self-evident, given the number of donors and the weakness of
Government's institutional arrangements to further co-ordination; and that
a support role was a basic responsibility of the Bank. Following a
concensus reached at the plenary session of the Consultative Group meeting
held in January, 1985, a local aid co-ordination sub—committee deliberated
on the three main concerns of the Group; (i) that, because in the past
frequent adjustments had to be made by the Government of Kenya in between
Consultative Group meetings, there had been no forum for the Government and
donors to exchange views on possible options; (ii) that the ambitious plans
developed by the Kenyan authorities raised questions as to how the plans
were to be implemented, the measures needed and being taken to mobilize
required resources, and the adjustments which would have to be effected if
the resource mobilization was not realized; and (iii) the impact of such
adjustments on aid programs, and the form external assistance should take.
It was agreed that there should be frequent meetings at the local level,
that the Kenyan Government should play the lead role in the process of
coordination and in organizing the meetings, that, in the first instance,
the focus of such meetings should be on sectoral and subsectoral programs
and projects, and that the approach should be flexible and pragmatic with
Government orchestrating the exercise in a manner which would be most
helpful. There would be some flexibility in regard to *tle level of
participation, but, generally, it would be at the working level. This
approach was endorsed by the representatives of Government who were present
and measures to be taken to strengthen the External Aid Department in the
Treasury were detailed. The Bank undertook to participate and thé Office
in Nairobi stood ready to play whatever role was considered useful.

71. The first meeting of local representatives of the donor community
took place in Nairobi in April 1984 under the leadership of the Government,
at which it was agreed to establish, in the first instance, two
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subcommittees, one on agriculture and one on energy. However, follow up
has been poor, other than in agriculture, and there is a need to revitalize
the process. The energy subcommittee,. for example, has failed to meet.
There have been numerous meetings of the agriculture subcommittee, inspired
and generated by the requirements of drought relief coordination which have
also tackled underlying sectoral issues of policy and process. The famine
relief and food distribution in 1984, the reform of the artificial
insemination system, and the preparation of an arid and semi-arid lands
program are all outgrowths of this aid coordination effort. The long-term
acceptability of this process to Government remains to be demonstrated.
However, no steps have been taken to strengthen the staff of the External
Aid Department.

724 The procrastination and apparent blend of resistance and
inability on the part of Government to organize effective local aid
coordination has engendered some scepticism among donors as to the
effectiveness of and benefits to be derived from the exercise. At the same
time, however, the commercial and geo-political considerations which partly
motivate some of the bilateral donors make some necessary aspects of aid
coordination —- such as portfolio rationalization ——- a sensitive issue.
There is no question but that the relative success of the agricultural
subcommittee, in so far as regularity of meetings and the significance of
the content to date, derives from the stimulatory efforts of Bank staff
stationed in Nairobi reinforced by those of local EEC and FAO staff. While
we should not permit Government to abdicate its responsibilities, local
Bank staff undoubtedly will have to continue to provide some leadership and
energizing. To this end, the Nairobi office staff is soon to be augmented
by a country economist, part of whose terms of reference will be to
contribute to aid coordination, particularly in the areas of information
exchange and the construction of a comprehensive data base. We shall
continue to sponsor and provide assistance to Government in the furtherance
of local aid coordination within the capacity of our resources.

73 Poverty Focus. The most recent Bank analysis of poverty issues
in Kenya is found in the Basic Economic Report (1982) and the main findings
were reported in the 1981 CPP (paras. 23 and 24). The data underlying this
analysis are from 1974, and thus our understanding is based largely on data
which are now one decade old. The Central Bureau of Statistics conducted a
Household Budget Survey in 1982 and a Social Indicators Survey in 1982/83.
We have scheduled a Poverty Update in the ESW program for FY87, which will
analyze the new data to provide a description of poverty and income
distribution in 1982, and draw inferences on trends over the past decade.
Our agricultural operations have a smallholder orientation, and we hope
that our industrial policy dialogue will encourage the Government to adopt
industrial promotion policies more favorable to employment generation.

G. The Bank Group Lending Program

74, Over the last five years (FY1980-84), Bank Group commitments to
Kenya have totalled US$849.6 million, with an average annual level of
US$169.9 million. Almost half of these funds (US$410.5 million, or 48%)
were IDA credits. The current approved lending program for FY85-89 (El
Table dated November 16, 1984) envisages a 15% decline in the total amount
over the five year period to US$721 million, and a shift downward in IDA's
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proportion to 397% (USS$281 million). The decline in the volume of
commitments is consistent with the downward revision in our assessment of
Kenya's absorptive capacity for both project lending and policy-based
lending, and our concern about IBRD exposure. However, as indicated in
Attachment 1B, the Bank Group disbursements are projected to be 23% greater
during FY85-89 than during FY80-84, reflecting the large stock of
undisbursed commitments.

5 We have slightly increased the number of projects in the current
proposed lending program (two projects) since we want a work program (and a
cofinancing effort) which gives us flexibility to expand our lending
rapidly if justified and possible, and which is consistent with the
manpower resources allocated and planned. The program includes a
reactivation of the practice of having a Reserve List of projects on which
staff resources may be expended, but which require incorporation in the
lending program before appraisal. The result is that a number of proposed
lending activities have had their commitment levels compressed to fit
overall allocation totals in a manner which, in some cases, will require
cofinancing to meet reasonable percentages of anticipated project costs.

We have also endeavored to present a lending program which differentiates
between the stable core elements (human resource development, maintenance
and rehabilitation) which constitute 35% of the program and the part which
is responsive to the quality of economic and financial management.

76. The proposed lending for FY1985-89 is summarized in Attachment
IA. The amount of Bank Group assistance rises sharply from a very low
level of US$46 million in FY85 to US$146 million in FY86, followed by
increases to USS8169 million in FY87, USS175 million in FY88, and USS$185
million in FY89, averaging about USS$144 million per year. This level of
support is appropriate provided the Government continues to make
significant progress in restructuring the economy and improving its
performance in project implementation. The proposed support is also in
line with the expected availability of domestic resources. The composition
of the proposed program is consistent with :the strategy outlined above. No
change is proposed in the percentage of total project cost financed by the
Bank Group, i.e. 75%, or 85% if cofinancing is involved.

774 Agriculture. Agriculture is the dominant sector in Kenya,
employing nearly 70% of the population and contributing close to 35% of
GDP. Continued growth in the agricultural sector is vital to providing
foreign exchange and raw materials for economic development, and food and
employment for Kenya's rapidly growing population. The fundamental
constraints are population increases and shortages of arable land. Future
growth in the sector will depend on intensification of smallholder
production. Three major problem areas for intensification are:

(a) Agricultural Services: Weak input supply systems and
inefficient credit delivery and repayment in traditional
smallholder areas have hindered agricultural production.
Moreover, ineffective and overly-regulated marketing
channels discourage production. More needs to be done to
strengthen the extension service, improve management of
research resources, and generate appropriate extension
messages for small farmers. To overcome these problems, our
strategy is to support broad-based national programs aimed
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at streamlining the delivery of agricultural inputs and
credit, strengthening extension and research, and improving
market services.

(b) Resource Allocation and Sector Management: Shortages of
financial and managerial resources, weak financial systems
and institutions, and failure to allocate resources to
priority activities have impeded project and policy
implementation and undermined the impact of investment in
agriculture. Our focus in this area is on using existing
financial and management resources more efficiently, drawing
on the financial and management capacity of other sectors of
the economy (particularly the private sector), rationalizing
the investment portfolio, training and technical assistance,
and decreasing the role of the Government in the economy.

(c) Incentive Structure: Sectoral terms of trade have fallen
and rigid price control systems have introduced distortions
and disincentives for smallholder production. To increase
farmers' incentives, we support policy initiatives and
reforms in agricultural pricing and marketing, with emphasis
on more flexible pricing systems, relaxation of market
controls, and improving terms of trade.

On a subsector basis, we put special emphasis on developing traditional
food crops (maize, beans and dryland crops), export crops (particularly
improving the quality of coffee and tea), and livestock. Industrial crops
(sugar, cotton and oilseeds) are a second priority.

78. Future structural adjustment operations will continue to press
the Government for the implementation of agreed reforms in agricultural
pricing and marketing, export promotion, and development of the private
sector. To extend and strengthen our policy dialogue with the Government,
a series of policy-based sector lending operations are being prepared to
support the Government in rationalizing its agricultural portfolio,
reforming agricultural parastatals, expanding private sector involvement in
processing and marketing, and addressing cooperative issues. Ongoing and
planned sector work will seek to develop approaches to lending and policy
issues in critical areas of input supply, cooperatives, agricultural
credit, and small scale irrigation.

79. Several ongoing projects support priority areas including
extension, smallholder coffee production, and agricultural credit. A
technical assistance project supports activities to improve financial and
sector management, and the successful work of the Budget and Financial
Management Task Force in agriculture will be continued and expanded to the
Ministry of Finance and Planning. The trend in the portfolio is improving,
largely as a result of sereral years of intensive supervision effort and
discussions with the Government on the need to reformulate projects.

80. Because of managerial and financial constraints, we intend to
focus our new projects on consolidating existing activities into national
programs, assisting the Government in strengthening the management of these
programs, and directing resources towards priority areas. An agricultural
public sector management project will build on the successful Agricultural
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Technical Assistance Project, expanding assistance for improving management
and resource allocation (including the Budget and Financial Management Task
Force) to several agricultural sector institutions. Stemming from the
disaggregation of the Second Integrated Agricultural Development Project
(IADP II), a livestock development project is under preparation which will
support smallholder dairy and beef production. Also, we are helping the
Government prepare a long-term national agricultural research program which
will consolidate and strengthen Government research projects. We intend to
support this effort by financing a slice of the program. In addition, a
second phase of the successful National Extension Project is planned to
strengthen the reorganization of the extension service begun under the
first phase. In moving ahead in these subsectors, our approach is to
launch pilot projects which emphasize the resolution of management problems
and the testing of solutions in the field, as part of the project
preparation effort.

81. Industry. Kenya's industrial sector, which accounts for about
13% of GDP, is excessively protected, relatively inefficient, and heavily
dependent on imported inputs. Therefore, the Government should focus on
policies designed to improve the performance of existing industries,
increase their efficiency, and cope with Kenya's ongoing structural
adjustment process. With respect to new investment, in addition to export
industries, the Government should concentrate on providing the correct
market signals to investors which would direct resources into efficient
uses. Because of an inefficient pattern of industrialization in the past,
and insufficient adaptation to the changes that took place during the 1970s
in the neighboring countries and in the rest of the world, Kenya's
industrial sector is still far from becoming a leading sector in the
country's economic development although it has more potential than in most
other Sub-Saharan African countries. To turn industry into a leading,
efficient sector, considerable changes will be required in the policy
framework, both at the macro- and micro-economic levels, in the
institutions, and in the overall Government approach to industrialization.
In addition, the Government needs to maintain reasonable levels of
investment in basic infrastructure in energy and power, transport, and
telecommunications, improve industrial and commercial skills (vocational/
on—-the-job training and training in marketing, insurance and finance), and
strengthen institutional support for existing and new agro-industries.

82. Our lending in the past has been largely in support of
development finance companies, the Industrial Development Bank (IDB) and
Kenya Industrial Enterprises (KIE), whose performance has been less than
satisfactory. While our operations have focussed on institution-building
objectives and in providing term financing for profitable projects, they
have not succeeded in their objectives as both IDB and KIE have engaged in
lending to projects of dubious merit and are now plagued with serious
arrears problems. Recently, however, KIE has implemented a number of
significant changes in policy, appraisal and collection procadures and a
financial restructuring which enhances its prospects considerably. 1In
addition, Kenya has benefitted from two loans extended to the East Africa
Development Bank for the purpose of financing small scale productive
enterprises in the three member countries of the now dissolved East African
Community. Policy dialogue in the sector has also been disappointing and
limited to structural adjustment operations which have moved at a slower
pace than anticipated. There are still a number of industrial policy
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reforms initiated under the first and second structural adjustment
operations where further action is required, especially in trade
liberalization and rationalization of the industrial structure.

83. The thrust of our policy dialogue in the future will continue to
be aimed at (i) reformulating incentives for industry, (ii) promoting
manufactured exports, (iii) redefining the role of Government in the
sector, (iv) assisting small scale enterprises, and (v) increasing domestic
resource mobilization and the availability of long—-term financing for
industry. The main vehicles for this dialogue will be structural
adjustment lending and/or policy-based sector lending, assisted by
increased policy conditionality in DFC-type operations. Another element
will be lending for small scale enterprises with the view to achieving
major institutional improvements in KIE, reconciling the multiple
parastatal small scale industrial programs currently in operation, and
increasing the coverage of the existing programs to expand the number of
small firms benefitting from financial and technical assistance. Following
from the recently completed industrial sector strategy paper, our future
sector work will include the carrying out of an industrial sector review to
assess progress in redefining industrial incentives and promoting
manufactured exports, assessing the overall competitiveness of the sector,
and designing additional policy measures to be supported by the Bank
Group's proposed lending program. In addition, the next Country Economic
Memorandum will include an analysis of the recent developments and the main
policy issues in the manufacturing sector, and an assessment of the
sector's prospects.

84. Energy. Kenya has two basic energy problems: (i) high
dependency on imported o0il, due to a limited and high-cost domestic
resource endowment, and (ii) rapid deforestation and fuelwood consumption.
Several important and interrelated policy issues need to be addressed:

(a) In the power sector, the most serious problems are (i) the
fragmented organization of new regionally-oriented bulk
supply entities vs. a reasonably well-run but decreasingly
autonomous national power company; (ii) the increasing cost
of meeting growing power demands from domestic sources; and
(iii) the growing resistance to revision of electricity
tariffs to cover increasing costs of operation and
development. To deal with these problems, the Government
needs to develop an overall strategy for the sector, based
on sound economic criteria, which would include a serious
look at potentially lower—-priced imports from Uganda and
possibly Tanzania, together with a least-cost development
program of its domestic hydro and geothermal resources, and
strengthening and extension of the present distribution
system; '

(b) Despite the efforts of the Government and various donors to
deal with the decreasing forest resource base and rising
costs of household fuels, there is no indication that either
the present level of reforestation or the planning for the
future adequately reflect expected needs.

85. Some actions are being taken by the Government to address its
energy problems. A Government-sponsored study is under way to investigate
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the feasibility of extending the oil pipeline from Nairobi to the Uganda
border. To help stem fuelwood depletion, the ongoing Third Forestry
Project contains a sizeable reforestation component, but more needs to be
done. On the institutional side, the Government has agreed to undertake
several studies in conjunction with the Second Structural Adjustment
Operation, Olkaria Geothermal Expansion Project, the Geothermal Exploration
Project, and the Kiambere Hydroelectric Power Project, including studies
for the development of: (i) comprehensive energy policies (including
pricing and tariffs) and investment programs; (ii) a least-cost power
development program, including potential power imports; (iii) a geothermal
subsector study; and (iv) a power sector organization study. None of these
studies, however, are under way as yet. The ability of the Ministry of
Energy and Regional Development to plan and manage the energy sector in the
context of regional development needs to be strengthened.

86. Until now, we have helped the Government address energy policy
issues and investment needs through structural adjustment operations and
energy investments on a project-by-project basis (power, geothermal
exploration, petroleum exploration promotion and technical assistance, and
fuelwood), with little coordination among these activities, and without an
overall development strategy. In the future, as the problems become more
complex and the needs increase, the Government will be forced to deal with
the energy sector on a comprehensive and integrated basis. To support this
approach, we plan policy-based sector lending, supplemented with selected
priority investments that fit within the overall strategy. To do so,
however, our sector analysis will have to be updated (e.g. the Energy
Assessment Report is now nearly three years old). Work is already under
way on an energy strategy paper which is scheduled for completion by
end-FY85. In addition, the Ministry of Energy and Regional Development has
asked the Bank to assist in formulating an overall energy strategy and
investment plan in conjunction with a CIDA-financed technical assistance
program. This work will help to formulate a more soundly based lending
program in energy, with emphasis on the need for strengthening policies,
institutions, and investment planning. In the meantime, as a continuation
of our energy assessment work, the joint UNDP/World Bank Energy Sector
Management Program has identified several follow-up studies and investment
possibilities, including a power loss reduction study, a solar water
heating investment program, and a coal substitution program in industry.
The first phase of the power loss reduction study has been completed and
forms the basis for a power system rehabilitation and conservation project
in which a number of bilateral financing agencies have shown great
interest. Pending the completion of the energy strategy paper and an
intensified dialogue with the Government and other donors, we are including
two policy-based sector operations in the program. To improve the overall
effectiveness of external aid, we plan to hold discussions with other
donors aimed at coordinating sector strategies and lending operations. The
Government has set up an energy local aid coordination group, but the group
has yet to meet.

87. Transport. Key principles underlying the Government's objectives
and policies in transport are: (i) transport is a service activity which
should be developed in line with the needs of the productive sectors, and
(ii) the relative distribution of traffic amongst the various modes should
be based on the comparative advantage of the carriers and achieved through
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the market mechanism. These principles are well balanced, and inadequacies
which may arise in the performance of the sector are primarily due to weak
implementation of Government policies, rather than poor policies.

88. Compared to neighboring countries, transport in Kenya performs
reasonably well in its two essential tasks of serving small scale
activities in the rural areas and of moving large volumes through Mombasa
port and along the main arteries. Nevertheless, transport services are not
being provided at the lowest possible cost to the economy, mainly because:
(i) road transport system costs are higher than they should be due to
inadequate road maintenance and vehicle overloading; and (ii) the road/rail
distribution of traffic in Kenya's main transport corridor is suboptimal
due to unequal treatment of infrastructure costs which favors roads over
rail. The Fifth Highway Sector Plan (FY1984-88), supported by the recently
approved Second Highway Sector Project, provides for adequate budgetary
allocations and measures to improve road maintenance, and for strict
enforcement of the new 10-ton axle-load limit. Also under the Project, the
Government has undertaken to gradually increase license fees and other user
charges on heavy commercial vehicles so that such levies will cover the
short run marginal costs imposed by these vehicles on the road network.

8Y. The road user charges policy and the enforcement of the axle-load
limit are expected to improve the road/rail modal split. Parallel
improvements are needed in rail capacity, marketing, and tariffs and in
adherence to the Government's policy of financial autonomy for parastatals
if the market mechanism is to produce a significant shift in the
distribution of traffic among modes. To supplement our past support for
achieving these objectives, the proposed lending program includes a second
railways project and a third highway sector project. In addition, the
recent Transport Sector Memorandum (July 1984) focuses directly on these
issues and includes recommendations for policies and measures to deal with
them. As part:of the proposed study of fuel pricing and energy use, an
analysis of fuel pricing in transport will be made.

90. Telecommunications. With Bank Group assistance over the last
eighteen years, Kenya has been able to: (i) begin to establish a modern
long distance telecommunications network; (ii) expand the local telephone
service in Nairobi and some of the larger towns; and (iii) create a
financial basis and an institutional framework for the future development
of the sector. In keeping with objectives and investment priorities of the
Government's Fifth Plan, the Bank's lending for the telecommunications
sector will continue to support the Kenya Posts and Telecommunications
Corporation (KPTC) in its ongoing institution-building effort, particularly
its long-term planning, management information system, tariff structure,
and staff training work. In addition, the Bank will continue to take the
lead in attracting and coordinating cofinancing, which has successfully
supported KPTC in the past. While the bulk of the investment is expected
to aid Government administration, service sector businesses, and industry
and construction in the major urban centers, it is also expected to have a
significant impact in support of the Government's plans to expand the
agricultural base of the economy, disperse industry into regions outside
Nairobi, and to encourage the growth of tourism. Access to
telecommunications in these areas allows cooperatives and farmers to
establish a much closer contact with their sources of agricultural
expansion, farm inputs and credit. Similarly, telephone access makes it
easier for businessmen to improve their marketing efficiency.
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91. We are planning to make our third loan to KPTC to meet the large
unsatisfied demand for new telephone service (about 76,000 applications at
end-1983, or 44% of total expressed demand) and to relieve the overload on
the existing system. These operations would focus on the expansion and
modernization of facilities, rehabilitation of some parts of the network
with the replacement of worn—out and obsolete equipment, and improvement
and expansion of repair workshops and equipment. To help overcome the
insufficiency of well-trained installation staff, support would alsc be
provided for the construction of new buildings and the procurement of
equipment for KPTC's central training centers.

92. Water Supply and Urban Development. Even under the most
optimistic assumptions on rural labor absorption and population growth,
Kenya's urban areas are expected to continue to grow rapidly, increasing
from 15% of the total population at present to 287% or more by the year
2,000, while adding a three-fold growth to the urban labor force. At the
same time, investments in urban infrastructure have failed to keep pace
with this growth. Key priorities for the development of the sector are:
(1) increased resource mobilization for urban investments; (ii) improved
maintenance and staff training for operating existing systems; and (iii)
improved resource allocation for supporting industrial growth while
ensuring a basic level of urban services for the population.

93. In Nairobi, where we have a long-standing involvement (four
projects in water supply and low-income housing), we plan to finance an
engineering credit followed by an investment project aimed at further
expanding Nairobi's water supply facilities to meet the increasing demand
and at helping Government to establish a self-financing public water supply
and sewerage utility. Included under the project would be an urban
management study to bolster the financial and administrative capability of
the Nairobi City Commission. In the secondary and smaller towns, which
have grown over the past decade from 7% to 31% of the total urban
population, our objective is to enhance the capacity of these towns to
attract industrial growth (especially agro-industries) and retain potential
migrants to the larger cities. Building on our ongoing work under the
Rural Water Supply Project and the Secondary Towns Project, we plan to
extend our involvement in water supply for small towns and adjoining rural
areas through a focussed effort on sector policy and on improving the
capabilities of the Ministry of Water Development in planning, project
implementation and maintenance, and management. For the sector as a whole,
an Urban Sector memorandum provides recommendations for improving the
institutional and financial base for the sector and strengthening staff
training in municipal management and services. In addition, a study of
local government finances is planned which will deal specifically with
resource mobilization and allocation issues.

94, As regards the implications for our next urban lending operation
in Kenya, it is still too early to describe the next project in much
detail. At this point, we foresee it focussing on our primary concerns of
municipal finance, urban maintenance, and urban employment. We can say
with some assurance that we intend to limit our involvement in sites—and-
services programs of the type that we have financed up to now. Most of the
objectives we intended to achieve through this involvement will have been
achieved by the time the Secondary Towns Project is completed, and we feel
the time is appropriate to begin addressing broader issues of municipal
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management. The primary condition that would justify our continued
involvement in housing projects in Kenya would be to achieve much greater
involvement of the private sector in these types of projects, both through
the provision of housing finance and by a greater role in development
activities. The prospects for achieving this objective still need to be
assessed.

95. Population. Kenya's rate of population growth, at about 4%, is
among the highest in the world, and fertility has not yet started to
decline. Past efforts to provide family planning services have been
limited and education and information programs to motivate couples have
been few and inadequate. Through two lending operations, our strategy to
date has been simultaneously to strengthen the availability and quality of
family planning services and programs addressed at demand generation.
Through an upcoming third project, in zddition to finishing the task of
incorporating family planning into all health care facilities (both
national and municipal), emphasis should be placed on providing responsive
family planning services in urban areas; where the bulk of any existing
demand for contraception is to be found. In addition, support should be
provided for the operation of a service statistics system for monitoring
family planning targets. The establishment of targets should be
incorporated into the conditionalities of our lending for both structural
adjustment and population projects. In conjunction with our lending in
family planning, a health sector study is planned focussing on: adolescent
fertility, incentives and disincentives for family planning, social
marketing and health sector financing.

96. Education. Kenya's literacy rate is less than 50% for the adult
population. After 1978, when the Government undertook a rapid expansion of
the education and training system, the efficiency of the system declined
due to the administrative burden and high costs. The main objective of the
Government's new policy is to install a universal eight-year primary
education program. Although this is a reasonable objective from a
technical standpoint, it would result in significantly higher recurrent
expenditures without necessarily ensuring a higher cost effectiveness of
the education and training sector at large. With regard to secondary and
vocational education, there is a lack of coordination and supervision
within the sector, and the duplication of efforts with numerous
non-governmental institutions is mushrooming. As the whole education and
training system is being jeopardized by increased financial constraints and
uncoordinated expansion, the education development process needs to be
reassessed, with emphasis on the planning, financing and management of the
sector. We are providing some assistance in this regard under our third,
fourth, and fifth education projects, and will continue this support under
the proposed sixth project. In addition, we are planning to carry out a
specialized training survey to assist the Government in rationalizing
vocational education and technical training. '

Conclusion

97. After twenty years of relative prosperity and growth,
post-independence Kenya is beginning to share some of the deepening crisis
which faces all other Sub-Saharan countries. The significantly faster
growth in per capita income than the low-income average of Sub-Saharan
Africa has begun to erode, net external capital flows are declining and
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debt servicing has reached levels not contemplated a decade ago.
Agriculture has been growing more slowly than the population, industry is
reaching new depths of inefficiency behind its overly protective barriers
and population growth has outstripped that of the rest of the world.
Environmental concerns are mounting and urban inadequacies in the provision
of shelter, employment and services are beginning to surface. The need for
domestic policy reforms to accelerate growth is becoming critically urgent,
but because of a combination of political nervousness, divided commitment
and bureaucratic and managerial deficiencies, Government continues to
procrastinate over the steps so crucially necessary to increase the
efficiency of production in agriculture and industry, to improve the
country's energy balance, to reduce the population growth rate, to redefine
and rationalize the role of Government in order to economize in the use of
its scarce management and technical resources and to strengthen key public
sector agencies.

98. Against this background, the evolution of an appropriate
strategy for the Bank has been beset with uncertainty and indecision, made
more intense by the reduction this year of the resources available for
lending, the inmensity of the task, the range of alternative approaches
which presented themselves and the difficulty in prioritizing and selecting
among the many crucial demands on these resources.

99. However, we remain convinced of the urgent need for further
structural policy reform and implementation and, after much deliberation,
are satisfied that the political will and capacity to prosecute such
measures expeditiously is in serious doubt. We have, therefore, opted for
a sub=-structural adjustment lending approach, while endeavoring to
intensify our dialogue on structural adjustment. This new strategy
involves the disaggregation of the structural adjustment program into
policy based sector lending in agriculture, industry and energy and our
proposed lending program has been modified to accommodate these
initiatives. The main thrust of our strategy will be supported and
strengthened by project lending, economic and sector work, and improved
performance on existing projects. It is this scenario which dictates and
forms the basis of our creditworthiness analysis and lending program. At
the same time, we remain deeply concerned over the deterioration of the
environment and its potential for debasing the quality of life in Kenya and
have, therefore, incorporated in our strategy, not only an element of "core
program” lending to support health, education and population control, but
also several operations designed to maintain and operate essential
infrastructure.

100. We remain appreciative of the fact that domestic reforms, core
program activities and maintenance operations cannot be fully effective
unless supported by appropriate levels and types of other external
assistance, and will devote more of our energies and staff resources to aid
coordination.
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Other of ficial-source X 2% bt} 18 22 - - - - -
Private-source /d 376 30 145 79 4
Total Commitments 752 546 372 568 147 335 411 438 486 542 508
Jaruary 1985

As of the end of the fiscal year. , -

Trarsactions with the IMF are included in total disbursements, total debt cutstanding, and total debt service.
Excludes grant disbursements.

Private suppliers' cradits ard fingncial markets.

===
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KENYA - SOCIAL INDICATORS DATA SHEET
KENTYA REFERENCE GAOUPS (WELGHIED AVERAGES) /a
MOST (MOST RECENT ESTIMATE) /b
g RECENT LOW INCOME AFRICA MIDDLE INCOME
1960k 1970/b  EsTiMaTED SOUTH OF SAHARA AFRICA S. OF SAHARA
AREA (THOUSAND SQ. M)
TOTAL $82.7 582.7 582.7 5 5
AGRICULTURAL 53.7 59.1 50.8 g -
GNP PER CAPITA (US$) 80.0 120.0 390.0 249.1 1112.9
ENERGY CONSUMPTION PER CAPITA
(KILOGRAMS OF OIL EQUIVALENT) 114.0 141.0 147.0 62.8 529.0
POPULATION AND VITAL STATISTICS
POPULATION,M] '=YEAR (THOUSANDS) 8189.0 11253.0 13115.0 . 5
URBAN POPULALLON (% OF TOTAL) 7.4 10.2 1402 15.2 29.7
POPULATION PRIJECTIONS
POPULATION IN YEAR 2000 (MILL) 39.3 - .
STATIONARY POPULATION (MILL) 153.3 2 .
POPULATION MOMENTUM - . .
POPULATION DENSITY
PER 5Q. KM. 14,1 19.3 9.3 32,5 55.8
PER $Q. KM. AGRI. LAND 152.5 190.4 i85.3 119.2 111.5
POPULATION AGE STRUCTURE (X)
0-14 YRS 47.7 48.9 50.4 43. 8 45.4
L5=54 YRS 49.8 48.6 47.3 SL.5 51.7
65 AND ABOVE 2.6 2.3 2.4 2.9 2.9
POPULATION GROWTH RATE (2)
TOTAL 2.4 32 4.0 2.8 2.8
URBAN 5.2 6.4 743 9.2 5.2
CRUDE BIRTH RATE (PER THOUS) 54.7 54.7 54.8 48.6 47.0
CRUDE DEATH RATE (PER THOUS) 21.6 17.8 12.3 177 15.2
GROSS REPHODUCTION RATE 3.9 3.9 1.8 3.2 1.2
FAMILY PLANNING
ACCEPTORS, ANNUAL (THOUS) i 30.9 6.0 fe 3 .
USERS (2 OF MARRIED WOMEN) e 6.0 /d 7.0 7=, o Wi
FOOD AND NUTRITION
INDEX OF FOOD PROD. PER CAPITA
(1969=71=100) 99.0 100.0 88.0 85.8 9L.6
PER CAPITA SUPPLY OF
CALORIES (% OF REQUIREMENTS) 39.0 95.0 83.0 A5.4 98.2
PROTEINS (GRAMS PER DAY) 68.0 §5.0 56.0 49.3 56.7
OF WHICH ANIMAL AND PULSE 27.0 27.0 4.0 /g 18.3 17.0
CHILD (AGES 1-4) DEATH RATE 21.0 18.0 13.0 23.3 18.7
HEALTH
LIFE EXPECT. AT BIRTH (YEARS) 46.5 52.0 56.7 8.4 51.7
INFANT MORT. RATE (PER THOUS) 112.0 36.0 77 LETY 102.7
ACCESS TO SAFE WATER (%POP)
TOTAL - 15.0 17.0 /a 1.8 15.6
URBAN s 100.0 102.0 7 6L1.5 54.1
HURAL i 2.0 4.0 7h 14.2 21.3
ACCESS TO EXCRETA DISPOSAL
(X OF POPULATIUN)
TOTAL i 50.0 55.0 /n 3.0 s
URBAN s 85.0 98.0 7n 63.2 i
RURAL o 45.0 48,0 7h 24.8 G
POPULATION PER PHYSICIAN 10690.0 7830.0 /k  7890.0 /k 27477.3 11948.3
POP. PER NURSING PERSON 2270.0 /1,k 1670.0 Tx  550.0 Je, 1396.2 2248.9
POP. PER HOSPITAL 3ED S
TOTAL 790.0 770.0 620.0 /e 1089.0 986.9
URBAN 80.0 /i os 620.0 7} 395.2 168.7
RURAL ‘i 35 830.0 7J 3094.0 4012.1
ADMISSIONS PER HOSPITAL BED i i 9.7 /4 s P
HOUSING
AVERAGE SIZE OF HOUSEHOLD
TOTAL . 4.7 - - s
URBAN 4.9 /t 4.7 o - x%
RURAL . 4,7 s s .
AVERAGE NO. OF PERSONS/ROOM
TOTAL . . . .a i
LRBAN 28 4 e i Vi s
RURAL i e in R is

ACCESS TO ELECT. (X OF DWELLINGS)

TOTAL
URBAN
RURAL
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KENYA =~ SOCIAL INDICATORS DATA SHEET
KENYA REFERENCE GROUPS (WEIGHTED AVERAGES) ___Jl
MOST (MOST RECENT ESTIMATE) i3
RECENT LOW INCOME AFRICA MIDDLE INCOME
1960/ 19708 zsToAATED SOUTH OF SAHARA AFRICA 5. OF SAHARA
EDUCATION
ADJUSTED ENROLLMENT RATIOS
PRIMARY: TOTAL 47.0 61.0 109.0 69.2 921.0
MALE 64.0 72.0 114.0 73.3 90.5
FEMALE 30.0 50.0 10L.0 57.6 73.5
SECONDARY: TOTAL 2.0 9.0 19.0 13.1 17.4
HMALE 3.0 13.0 23.0 17.6 23.7
FEMALE 2.0 6.0 15.0 8.3 14.8
VOCATIONAL (X OF SECONDARY) 12.2 1.8 1.0 7.2 5.3
PUPIL~-TEACHER RATIO -
PRIMARY 42.0 34.0 38.0 46,1 8.6
SECCNDARY 15.0 21.0 5.0 5.3 24.3
A\DULT LITERACY RATE (%) 19.5 .f_i 30.0 7.1 44.3 5.6
CON sIMPTION
JASSENGER CAAS/THOUSAND POP 7.9 8.5 6.3 3.8 20.7
1ADIO RECEIVERS/THOUSAND POP 7.0 4b.4 2.4 41.9 100.8
-V RECEIVERS/THOUSAND POP D.]_.f_l_ 1.4 1.9 2.0 18.5
IEWSPAPER ("DAILY GENERAL
INTEREST") CIRCULATION
PER THOUSAND POPULATION Ll-2 13.3 9.?& 5.4 - 17.2
CINEMA ANNUAL ATTENDANCE/CAPITA 0.9 .e 0.4 / L.4 ! 0.3
LABOR FORCE
"OTAL LABOR FORCE (THOUS) 3296.0 4314.0 6363.0 o .
FEMALE (PERCENT) J4.8 34.4 33.3 16.5 33.8
AGRICULTURE (PERCENT) 86.0 82.0 78.0 17.4 57.1
INDUSTRY (PERCENT) 3.0 7.0 10.0 9.8 17.4
| ARTICIPATION RATE (PERCENT)
TOTAL 40.3 8.3 5.1 4l.0 36.3
MALE 53.3 50.9 47.2 52.1 47.6
FEMALE 27.5 26.1 23.3 30.2 25.1
i CONOMIC DEPENDENCY RATIO L2 L.l L.5 1.2 1.4
INCt «X DISTRIBUTION
FIRCENT GF PRIVATE INCOME
RECEIVED BY
HIGHEST 5% OF HOUSEHOLDS . 20.2 /1 . s v
HIGHEST 20% OF HOUSEHOLDS w 52.6 JT . . =
LCWEST 20% OF HOUSEHOLDS .o 3.9 /1 .e we .
LOWEST 40% OF HOUSEROLDS . 1.7 7T o “ .
POVE ITT TARGET GROOPS
EITIMATED ABSOLUTE POVERTY INCOME
LIVEL (USS PER CAPITA)
URBAN e ve 150-0!_‘ 168.3 525.3
AURAL i = 112.0 7e 90.8 249.0
E iTIMATED RELATIVE POVERTY INCOME
L IVEL (USS PER CAPITA)
URBAN aa .e 179.0 ,a'_l Lo7.7 477.4
RURAL .5 = 106.0 7a 65.0 186.9
E. . TIMATED POP. BELOW ASSOLUTE
PUVERTY INCOME LEVEL (%)
URBAN .s . 10.0 /e 34.7 .
RURAL . ve 55.0__5_ 65.4 o
.e NOT AVAILABLE
. NOT APPLICABLE
NQTES
/3 The group averages for each indicator are population-weighted arithmetic means. Coverage of countries among the
indicacors depends on availability of daca and is not uniform.
/b Unless otherwise noted, "Data for 1960 rafer to any year between 1959 and 196l; "Data for 1970 betw -1 1969 and
1971; and daca for "Most Recent Zscimate” becween 1980 and 1982.
fe  1979; /d 1967; rural areas only; fe 19787 /f Ages 15-50; Iz 1977; Zh 1975; /1t 1962; 1119765
s% Regiscered, not all practicing inm the counzry; /1 urban only.
JUNE, 1584



I8N0

NoE ALLhough ©oe data are Sdcewn from dour
zoxparsble becsuss 3f toe lack of scandarilzed deft
dawcrise ardecs of magalzuda

3 =

qenarally judged cne sasc suztoritacive and rel

Attachment 2

Page 3

IF SOCIAL TNDICATOIRS
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Population: 18.9 million (1Y983)
GNP per Capita: US$340 (1983)

KENYA: ECONOMIC INDICATORS

Atrachaeut 3a

Amount
(million USS Annual growth rate (%) at constant prices
at current
Indicator prices) Actual Est. Projected
1983 1979 1980 1981 1982 1983 1984 1985 1986 1987 1990
Gross domestic product i{ 5,723 3.9 4.8 4.1 1.8 3.9 =0.6 ¢/ 4.0 4.0 4,3 4.3
Agriculture 1,640 =0.7 -1.1 6.2 4.6 4,1 =4.0 ef 6.0 4.0 4.0 4.0
Industry 1,009 6.8 5.8 4.2 -0.3 2.7 2.1 3.0 4.5 4.5 4.5
Services 2,296 Teb 5.8 5.2 4.3 4.2 2.1 3.0 4.5 445 4.5
Consumption 4,615 6.5 =1,5 =1.4 5.2 1.0 1.5 4.8 2:5 4.4 G2
Gross Investment 1,209 =27,.1 39.0 -2.1 -22.8 =2.6 =-1.9 49 4.9 4.9 4.9
Exports of GNFS 1,456 =5,0 5.5 =-4.5 1.2 Ful 0.5 3.0 4.0 3.9 3.9
Imports of GNFS 1,556 =-19.4 10.5 =21.0 =-13.3 ~-11.3 5.6 6.2 =0.7 4.5 4.0
Gross national savings 1,035 6.9 =l.4 2.0 6.0 12.7 -l.& =7.2 - 11.3 5.8 545
PRICES
GOP deflator (1983=100 in Ksh) 70,2 76.9 84.8 92.6 100.0 109.0 - - - -
Exchange rate (Ksh/US$) 755 7.4 9.0 10.9 13.3 14.4 - - - -
Share of GDP at market prices (%) Average Annual Increase (%)
(at current prices) (at constant prices)
1975 1980 1983 1985 1930 1970-75 1975-80 1983-85 1985-90
Gross domestic product?/ 100.0 100.0 100.0 100.0 100.0 9.4 6.0 1.7 4.3
Agriculture 30.2 27.5 28.7 28,2 27.8 5.9 3.2 0.9 4.0
Industry 17.9 18.8 17.6 17.9 18.1 15.4 7.9 255 4.5
Services 40.3 38.6 40.1 40.8 41.1 7.5 5.4 2.5 4.5
Consumption B6.5 8l.4 80.6 83.0 81.3 11.5 6.2 3.1 4.0
Gross Investment 18.1 30.0 21.1 21.0 21.6 -3.5 12.2 l.4 4.9
Exports of GNFS 29.8 28.6 25.4 25.5 25.0 1.7 1.3 1.8 3.9
Imports of GNFS 34.5 40.0 27.2 29.5 27.9 =2.0 6.4 5.9 3.3
Gross national savings 10.6 16.7 16.5 16.0 17.9 0.9 11.2 =44 6.7
As 1 of GDP
CENTRAL GOVERNMENT FINANCE g/ 1980/81 1981/82 1982/83 1983/84 1984/85
Revenue and Grants 2641 25.7 24.8 24.6 2642
Revenue 25.3 24.4 23.2 23.3 23.6
Grants 0.8 1.4 1.6 1.3 2.6
Expenditures 34.8 33.1 28.6 29.2 31.3
Current expenditure 24.7 23.3 22.% 21.3 23.4
Capital expenditure 10.1 9.8 6.2 7.8 7.9
Overall cash deficit 9.5 6.6 1 4.6 ol
Foreign financing 4.9 1.7 1.7 1.0 1.6
Domestic financing 4.6 4.9 1.4 3.6 3.5
1960=70 1970=75 1975-80 1980-83 1983-85 cf 1985-90
OTHER INDICATORS
GNP growth rate (%) 5.2 5.5 4.8 3.2 1.5 4.6
GNP per capita growth rate (%) 2.2 22 1.3 =1.1 =1.6 1.4
Energy consumption growth rate (%) - - 4.9 - 1.5 2.0
TUOR 6.1 4,2 4.8 7.0 12.4 4,9
Marginal savings rate d/ «27 0.00 .21 «22 =0.49 0.25
Ioport elascicity 0.9 =0.2 1.1 =445 3.5 0.8

3/ At market prices; components are expressed at factor cost and will not add due to
and subsidies.

b/ Fiscal years ending June 30.

T/ These numbers reflect the impact of the drought in 1984.

d/ Based on current price data through 1983.

exclusion of net indirect taxes
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EXTERNAL TRADE

Attachment 3b

94.1

fmennE z@0°0202|dETRST R el e 5 Annual growth rates (%) - - -=-=--=-~=-= -7~
(million US$ at (At constant 1983 prices)
Indicator current prices) Actual . Projected
1983 1979 1980 1981 1982 1983 1984 1985 1986 1987 1990
EXTERNAL TRADE
Merchandise exports 947 -2.1 S0 =57 =33 7.1 -1.9 1.7 3.8 3.8 3.8
Primary 8l6 4.8 =7.3 6.7 13.9 7.2 =2.0 2.0 347 b 5 § 3.8
Manufactures 131 -3.1 29.6 =-16.3 =16.5 6.5 -0.8 1.0 4.0 4.0 4.0
Merchandise imports 1391 -18.3 14.7 =-22.8 -12.5 ~-ll.3 7.3 5.5 0.6 4.4 4.4
Food 125 =-19.2 57.6 =48.4 58.4 -10.1 8.8 25.0 -23.5 7.7 8.1
Petroleum 508 0.9 16.7 =21.5 -6.7 -18.2 0.4 0.6 1.4 25 [
Machinery & Equipment 315 -28.4 19.0 =22.0 =19.2 -13.4 12..1 5al 5.1 5.4 542
Others 443 -8.3 5.0 =7.1 =3.6 ~-1.3 11.5 5.5 4.6 4.8 4,8
PRICES
Export price index 100.0 58.2 70.0 77.3 84.5 100.0 116.3 113.8 120.2 127.2 150.4
Import price index 100.0 46.6 6l.1 77.7 89.8 100.0 106.0 112.0 117.9 124.5 146.8
Terms of trade index 100.0 124.8 114.6 99.5 100.0 109.8 101.5 102.0 102.2 102.n

Composition of merchandise trade (%)
(at current prices)

1979 1981 1983 1986 1990

Exports 100.0 100.0 100.0 100.0 100.0
Primary 84.9 87.7 86.6 86.6 86.2
Manufactures 15.1 12.3 13.4 13.4 13.8
Iimports 100.0 100.0 100.0 100.0 100.0
Food 5.3 4.8 9.0 9.0 10.3
Petroleum 23,17 36.9 36.5 30.2 27.7
Machinery & Equipment 35.5 27.2 22.6 25.0 26.1
Others 35.5 31.2 30.4 35.% 35.9

Average annual real increase

1974-79 1983-85 1985-90
o =0.1 3.3

2.1 -0.0 3.2
-11.3 -0.4 4.0
- 6.4 3.8
-10.4 16.6 2.8
-2.8 0.5 2.2
1.7 8.5 5.2

= B.4 4.8

DIRECTION OF TKRADE
Exports

Imports

Share of trade with

industrial countries (%)

Direction of Trade

Share of trade with

developing countries (%)

Share of trade with capital
surplus oil exporters (%)

1979 1981 1983 1979 1981 1983 1979 1981 1983
S54.4 42.1 47.2 34.0 45.0 39.2 1.8 2.3 3.0
67.4 57.3 50.8 10.0 8.2 15.4 20.3 33.5 32.3



Population: 18.9 million (1983) - 40 - Attachment Jc
GNP per Capita: US$340 (1983) Page | of 2

KENYA - BALANCE OF PAYMENTS, EXTERNAL CAPITAL AND DEBT
{millions US$S at current prices)

Actual Est. Projected

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1990
BALANCE OF PAYMENTS
Exports of goods and services 1,666 2,084 1,746 1,599 1,500 1,604 1,684 1,853 2,049 2,269 2,783
Exports of goods 1,032 1,315 1,136 1000 547 1,030 1,033 1,207 1,321 1,445 1,725
Exports of services 634 769 610 599 553 574 651 -L1.] 728 824 1,057
Imports of goods and services 2,254 3,119 2,583 2,130 1,787 1,943 2,182 2,275 2,497 2,716 3,280
Imports of goods 1,832 2,682 2,148 1,722 1,391 1,579 1,740 1,868 2,060 2,271 2,763
Imports of services 422 437 435 408 394 364 445 407 437 445 517
(of which: interest) (87) (141) (139) (172)  (169) (182) (181)  (179) (187) (196) (215)
Transfers (net) 91 148 95 68 116 138 138 110 110 110 111
Current Account Balance =497 -887 =742 =463 =171 =201 =363 -322 =339 -337 -387
Direct investment (net) 78 78 60 60 74 60 70 70 70 70 70
Public MLT loans (net) 393 4as 275 213 80 147 147 314 326 336 417
Gross disbursements 469 562 437 393 258 375 406 514 520 535 632
Repayments 76 118 162 180 178 228 259 199 195 199 215
I4¥ Credit (net) n s w1 % - 7 e s 13 -98
Purchases 111 78 35 165 142 48 138 - - - ”
Repurchases 39 9 8 19 46 60 61 96 91 b 98
Uther capital (net) /a 236 155 132 23 86 25 30 50 50 50 50
Change in Gross Reserves 282 =153 -248 =20 165 25 =38 15 17 46 52
Memorandum items:
Gross reserves at year's end 652 499 251 231 396 421 , 383 398 415 463 558
Reserves as weeks imports - 13 10 7 8 13 13 11 11 10 11 14
Current account deficit as % of GDP 3
Including official grants /b 8.2 12.5 11.0 © 7.4 3.0 3.4 5.6 4.8 4.4 3.9 3.5
Excluding official grants /c 9.7 14.2 12.3 8.6 5.0 5.9 7.8 6.4 5.9 8.2 4.6
EXTEKNAL CAPITAL AND DEBT
Gross Disbursements
Official grants /d ' 8 126 g2 81 135 14 1 L0 10 M0 10
Concessional loans 146 178 146 190 B84 174 205 247 238 252 290
Bilateral-DAC 94 66 104 89 41 70 85 112 122 130 158
Bilateral-OPEC - - 2 5 2 29 35 32 24 23 27
IDA 22 72 15 85 20 38 59 75 66 68 b
Other 31 41 13 9 31 37 27 28 26 31 41
donconcessional loans 323 384 291 203 174 202 245 267 283 281 342
Official export credits 12 16 32 15 i 874 28 78 cF 32 38
IBRD 40 45 61 88 100 87 101 115 124 131 120
Other multilateral 7 15 15 22 14 77 13 8 6 b 1
Private-source 264 297 183 79 14 10 6U 116 122 113 183
Public MLT loans = total 469 562 437 393 258 375 406 514 520 535 632

Includes short-term capital, commercial bank's net foreign position, errors and omissions, and valuation adjustment.
Including official grants “"above the line" as an item contributing to the determination of the current account deficit.
Treating official grants as a "below the line” item which contributes to the financing of the current account defieit.
“Government transfer receipts” in the balance of payments.

bt oy o L
ajn |joje
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Actual Est. Projected
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1990
External Debt Outstanding
Public debt outstanding and
disbursed (excl. IMF) 1,809 2,216 2,315 2,423 2,384 2,701 2,861 3,197 3,567 3,948 4,886
Official-source 1,064 1,264 1,397 1,619 1,740 2,158 2,437 2,717 2,985 3, 260 3,814
Private-source 746 952 919 803 644 543 424 480 582 688 1,072
Undisbursed debt 1,431 1,388 1,235 1,361 1,131 1,157 1,070 1,136 1,177 1,196 1 %
IMF credit outstanding = 139 198 207 341 426 399 483 244 135 52 =
Public debt outstanding and
disbursed (incl. IMF) 1,948 2,414 2,522 2,764 2,810 3,100 3,344 3,441 3,702 4,000 4,886
Debt service /a
Total debt service payments 202 268 309 371 379 447 519 505 508 512 583
Of which: interest 87 141 139 172 169 182 190 187 198 198 247
Payments as % exports 12.1 12.9 17.7 23,2 2542 27.3 30.8 27.2 24.8 22.6 21.0
of goods and services
Average interest rate on loans /b 7.0 3.4 9.2 5.9 6.5 5.2 5.3 7.0 6.7 6.7 6.9
(%) Official-source 3.4 3.0 5.3 5.2 = - -
Private-source 10.6 9.3 15.4 10.1 - - - - - - -
Average maturity of loans 21.1 30.7 22.8 30.4 25.0 27.2 25.5 22.5 23.3 22.9 21.4
(years) Official-source 33.8 31.6 31.8 33.3 - - - - - - -
Private-source 8.3 14.7 8.8 14.1 ¥ - = - e ” =

Maturity structure of debt outstanding

Principal due within 5 years
Principal due within 10 years

Interest structure of debt outstanding

Interest due within first year

As % of debt outstanding

at end of 1983

42.8
75.2

5.7

/a

7b Excluding new IMF loans.

Including IMF repurchases and charges.
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ECONOMIC AND SECTOR WORK PROGRAM
Past Work and Government Receptivity
ls Major ESW tasks completed during FY83 and FY84 include the Basic

Economic Report, a2n updating CEM, a comprehensive agricultural sector
report, and reperts on th2 transportation and urban sectors. The Basic
Econcmic Report, work on which began in 1978, analyzed issues of long-term
agricultural and iadustrial growth, population, and poverty. The CEM
reviewed economic and policy developments during the 1979-83 Plan period,
particularly the implementation of the structural adjustment program, and
provided an overview of medium—term prospects.

2. Bank ESW and non-Bank economic work on Kenya over the past decade
have displayed an impressive degree of consensus and continuity. For
example, broadly consisteat analysis and policy recommendations may be
found among: the IL0 rep>rt on Employment, Incomes, and Equality (1972);
the Bank's first basic economic report, Kenya: Into the Second Decade
(1974); the Bank's sacond basic economic report, Growth and Structural
Change in Kenva (1922); aad the large volume of academic work generated by
researchers attraccad by {enya's relatively good data base. The Bank has
made ample provision for technical assistance to the Government in design-—
ing the implementinz details of economic and sector policy reforms recom-—
mended in major reports. For example, the Bank has committed $10 million
of technical assistance funds in the Agricultural Technical Assistance
project, tha HExport Promotion Technical Assistance-project, and the UNDP-
financed Bank-executed Technical Assistance in Economic Planning project.
Other donors have also made substantial provision for these purposes.

B Judged by the superficial criterion of Development Plan docu=

ments, this large effort wsould appear to have made a considerable impact.
Judged bv the more relevant and meaningful criterion of actual implementa-
tion of policy reform, th2 results of our economic and sector dialogue on
the wost fundamerntal issues, such as trade policy, agricultural marketing,
and population, can only be deemed disappointing. On the basis of the
Government's actual policy behavior, it appears that the key decision-—
takers are not committed to significant policy reform on the most funda-
mental issues.

4, In our view, the quality of our Kenya ESW has been generally
good, and the relative ineffectiveness of our dialogue, in terms of yield-
ing concrete policy results, is explained more by the political/bureau-
cratic situation in Kenya than by deficiencies in our work. That having
been said, we should try to make our ESW as well-prioritized and as persua-
sive as possible. In the past, there have been substantial slippages in
the preparation of a number of economic and sector reports, in some cases
due to inadequate staffing or inadequate pre—mission conceptualization, and
there have been occasional complaints from Government about excessive,
inadequately justified, or inadequately coordinated staff and consultant
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travel to Nairobi, some of it in connection with activities which had not
been sufficiently explained to Government and agreed with Government in
advance. .

5. In last year's Indicative Statement the Region noted its strategy
of strengthening the focus of our ESW by reducing the number of studies
through consolidation, and increasing the realism of staff input budgeting.
This will continue to be important in our Kenya work as well as our work omn
other countries in the Region. We expect that the posting of a country
economist at the Resident Mission will assist us in better perceiving
proposed Bank ESW in the context of the total economic and sector work on
Kenya, and in obtaining Government agreement to, and cocperation with,
high-priority ESW activities.

Program for FY85-87

6. The proposed program continues to be focussed on supporting the
structural adjustment dialogue, with particular emphasis on (2) structural
adjustment in the directly productive sectors and (b) public finance.

7. Among the three productive sectors included in the structural
adjustment program, our knowledge of industry and energy is less current
and less complete than in the case of agriculture. In the area of indus-—
try, the Government and consultants have started on the long-awaited cffec—
tive protection studies in December 1984, to be followed by studies of
selected industries. The findings of these studies and other industrial
sector work (such as industrial finance) will be integrated in our ILadus—
trial Sector Review. The Energy Strategy Paper will update the data base
and perspective of the FY82 Energy Assessment Report. In the area of agri-
culture, a comprehensive sector report was recently prepared, ard we aTe in
more or less continuous contact with Government on agricultural issues
through our Agriculture Section in Nairobi. The agricultural inputs zeview
is examining a subject of critical importance to improving the productivity
of smallholder agriculture.

8. In the area of public finance, we are undertaking a quick review
of the Government's forward budget and investment program in early 1985.
The 1985 CEM will also have a strong public finance fecus as it will
attempt to assemble data on the parastatal sector and estimate the ovarall
public sector flow of funds. The proposed energy, education, and health
sector studies will have significant public finance elements, and a local
government finance study has been scheduled.

9. Other particularly important studies include public sector
manpower, an area in which deficiencies have contributed to weaknesses in
both project implementation and policy formulation/implementation, and a
poverty update.
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CONPLETION
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FY8e  FYB7
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KENYA
SUMMARY OF PROPOSED STUDIES: FY85-87
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PROGRAN
OBJECTIVES

Fyas
INDICATIVE
STATEMENT

KENYA
STUDY/REPORT
TITLE
Public Investment Review
{18} Public Investment Review i

{10) CEN
(19) CEM
{21) Poverty Update

SPECIAL STUDIES (ERA)
(8)
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION ,m'/'f

OFFICE MEMORANDUM ,-*'/ Pt Q

'ﬁ -
DATE: July 30, 1984 ) A& _
é\ CHp
TO: A. W. Clausen, President v /7 ff—l"
THROUGH: Shahid H. Husain, Acting SVPOP f% . ]
FROM: Edward V.K. Jaycox, RVPEAN J ﬁﬁf :;ij" [

&
2 2 C SUBJECT: KENYA - Grain Marketing & ’//__,#_
\.-4/“_““”-

I We have been informed by our Nairobi Office that Mr. McPherson,
p"  Administrator of USAID, who was in Nairobi last week, proposes to contact

| you on the matter of U.S. emergency food relief measures, the Government of
Kenya's food strategy, and the Bank's intentions in relation to grain

A marketing and the proposed third structural adjustment operation.

N &, At a meeting with the Minister of Finance, Mr. Saitoti, and
Mr. Nyachae, the Permanent Secretary in the Office of the President
responsible for Development Coordination and Cabinet Affairs (who is also,
incidentally, chairman of the monopoly grain marketing parastatal, NCPB)
Mr. Nyachae apparently told Mr. McPherson with considerable emotion and
gghgmence that the Government has no intention of liberalizing grain \j\Jﬂ\

L

e i S st e S S

3. We believe that the force with which this viewpoint was repre-—
sented derives to some extent from the U.S. recent position on their
concessionary food aid —- that it should be channeled through the private
sector -— a condition which they have now withdrawn during the negotiation
of a US$10 million PL480 Title 1 commitment. The U.S. Government is a
strong supporter of the conditionality contained in out Second structural
aﬂjhstment operation in Kenya on the restructuring and liberalization of
the grain market and they have made it part of their conditionality for the
commitment of economic support funds for several years. We understand that
Mr. McPherson's main purpose-in approaching you (now that the U.S. has
abandoned its own leverage in respect of the Title 1 commitment), is=to
seek-assurances that-the Bank will maintain dits position on the liberaliza-
tion-of-grain-marketing in the context of any possible.third structural f\f
adjustment operation.

As you know, we are awaiting a letter from the Kenyans, outlining
their present intentions on structural adjustment and the manner in which
they propose to deal with outstanding issues including grain marketing.
Informally we have been told (by Mr. Nyachae, inter alia) that Government
intends to comply with the policy statement it made last December on grain
marketing liberalization; that measures to implement organizational changes
in the marketing parastatal will be put in hand. However, given their
serious reservations concerning the integrity and financial and distribu-—
tive capacity of private buying agents, they prefer to initiate the libera-
lization process by the use of cooperatives rather than private buying
agents. As further background, I attach a memorandum on grain marketing,
as discussed by you with David Dunn.

P-1867



Mr. A.W. Clausen = i July 30, 1984

You should tell Mr. McPherson that we >_continue to believe NCPB is
an inefficient and ineffective organization, and that one way to reform the
‘system is to decentralize grain marketing, and introduce some competition,
by authorizing activities of other marketing agents, e.g. private traders
and cooperatives. However, in the present crisis atmosphere, questions of
appropriate timing may be important.

cc: Messrs. Wyss, Dunn, Krafft (EAPCA), Thomas, Jones, Ibrahim, McBride,
Kwaku
Mss. Marshall (EAPCA), Wardle, Lee
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THE WORLD BANK/INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE ¢ July 30, 1984
TO : Files
FROM : Katherine Marshall, Division Chief, EAPCA

David A. Dunn, Division Chief, EAIEAD%“

SUBJECT : KENYA - Grain Marketing

This note summarizes the status of the Bank's dialogue with
Government of Kenya on maize marketing, touches on some of the issues that
President Moi raised with President Clausen, and prepares the ground for
the contact that Mr. McPherson , head of USAID, is expected to make with
President Clausen.

Somewhat over 507% of the 20-307% of maize production marketed in
Kenya is handled by the National Cereals and Produce Board (NCPB), a
government parastatal’, 1/, The balance is handled by a flourishing parallel
market made up of hundreds of small traders dealing in small amounts of
maize in small markets. This trade, though technically illegal, is
generally accepted but regulated on a local basis. Larger traders, moving
lorry loads of maize between districts, also operate in the parallel
market. This trade is illegal, is often subject to harassment and bribes
but is important in equating supply and demand between surplus and deficit

regions. [The parallel market is especially important for smallholders
since it handles about 70% of marketed smallholder production.

The Bank has been concerned at the inefficiency of the NCPB
operations and at the substantial financial burden placed on Government by
1ts operations (for example, the operating loss in 1981/82 alone was over

$20 million). Moreover, NCPB's monopoly has had other effects. It has
tendéd to concentrate on supplying maize to the politically important urban
areas and has not played an active role in stabilizing maize supplies
throughout the country. Indeed Government controls on the movement of
maize have probably exacerbated rather than“helped solve the equalizing
problem. In 1977/78, NCPB was unable to handle the surplus maize produc-—
tion. In sharp contrast to the private sector, NCPB has frequently kept
farmers waiting 3-4 months before making payment--a maJor disincentive to
smallholder production. In short;kNCPB is doing dly*what could be
handled largely by the private sector, with more efficiency, at “lower cost,
and without tying up limited managerial talent in the Government sector.

The Bank's objective in this area (which has been under review
for many years), has been to build on the strengths of the private sector

1/ There is considerable disagreement about these figures, which also vary
substantially from year to year. Nevertheless, there is no doubt that the
proportion of grain marketed in the private sector is very significant.
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and to free controls, while, at the same time, ensuring that valid
political concerns of Government are met (e.g., to ensure sufficient maize
stocks for domestic food security and to ensure that all producers receive
a fair price). For this reason, the second SAL provided for a major study
to determine the appropriate market structure. This was to include an
investigation into the optimal division of functions between Government,
the cooperatives and the private sector; recommendations on an appropriate
food security plan; and recommendations on a system of market development.
This was to be followed by an action program to implement Government's
decisions. The study was completed in late 1983 at which time Government
wrote. to the.Bank that they generally accepted the consultants
recommendations which included: ' ' Sl

k1) defining NCPB's role as a buyer and seller of last resort
and as manager of the security reserve of grain;

(14} participation of the private sector in grain marketing by
those traders who could demonstrate that they had adequate
resources; and

(iii) relaxing of grain movement controls.

While the Government agreed to these recommendations, the consultant study
did not propose that Government implement all the recommendations straight
away. Rather, it was agreed that these were the long term objectives.
Initially, NCPB would continue to handle the major share of marketed maize,
in addition to carrying out its role of buyer and seller of last resort.
In their response, Government also noted that NCPB would need strengthening
to carry out its crucial role of food reserve control and market
stabilization. Efforts would be focused on NCPB helping NCPB, to set up a
commercial wing to market maize, encourage private sector participation,
and gradually relax controls on the movement of maize. The Bank has always
supported the need for a phased program. amiie o .
Government's position is now unclear. Having said it accepted
the consultant study recommendations, it now appears to be backing off.
Arguments include the following. "If they free the grain sector, smuggling
will become prevalent and Kenya will lose maize across the borders.” While
smuggling will always continue, it is unlikely that, with border and other
controls, really significant quantities of grain will cross the border.
Logistically, it would also be difficult. "The (Asian ) middlemen will
dominate this vital sector.” This could occur if Government completely and
immediately "freed"” the market, but by adopting a slow transition, and
controlling licensing, and providing aid to black African entrepreneurs,
this could be controlled. “"The private sector lacks the financial,
physical and managerial capacity to market maize."” This would be true only
if the transition were instantaneous. This is not recommended by the
consultants (or the Bank). As noted also, 50% of marketed maize is already
handled by the private sector showing that it does have considerable
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capacity and experience. "The private sector lacks storage capacity".
Since it already handles significant quantities of grain, this is unlikely
to be a major problem. Moreover, the private sector could rent (or buy)
storage from NCPB. "The private sector will not take care of the poor
during food shortages in isolated areas”. This is almost certainly true.
In areas such as the North-East, NCPB does have a role to play in
distributing food in times of hardship. The Bank supports this role for
NCPB. "The Government cannot liberalize during the current drought.” It is
not difficult to understand why Government is reluctant to make substantial
changes in a drought year. But, why not allow private traders to move
grain from surplus to deficit areas?

In short, Gavernment has some legitimate concerns. It seems,
however, to be using the present crisis to avoid action. Moreover, it has
consistently misinterpreted (possibly deliberately) the Bank's position,
caricaturing the Bank as insensitive to political realities, and as
advocating a "completely free market at any cost.” It portrays the Bank as
demanding the total abolition of NCPB and wanting to give the private
sector a totally free hand. This is simply not true. We are asking for
some liberalization, and to build on existing traders. We are also asking
for a phased action plan that should include support for private market
development (possibly through credit from commercial banks) and for NCPB
reform and strengthening. In recent weeks, Government has announced the
creation of a new Apex Consumers Union to play a major role in grain
marketing and input supplies. We are not yet sure exactly what that role
will be. We have not had an opportunity to discuss this initiative with
Government. In principle, we support the participation of viable and well
managed cooperatives. Uhfortunately, the bulk of existing cooperatives in
manipulation. Thus, a cooperative monopoly to replace the NCPB monopoly,
given the past record of the cooperative movement, raises immediate
concerns. We would argue that both viable cooperatives and the private

“séctor should play a role.

One other factor needs to be brought into the equation: the
personal and financial interests of one or two very senior Kenyan officials
‘are being furthered under the present system.

Whatever the cause, it is clear that discussion could become
acrimonious and lead to a general deterioration in relations. We believe
that this is partly because Government does not fully understand the Bank's
stance on this complex and somewhat imprecise subject. Certainly it
appears that the Bapk's real position has not been made clear to President
Moi. If they are prepared to listen, we feel that it will be clear that we l}\/f\
are not that far apart--at least as conveyed to us in their official
response after the consultant study. If, however, Government is adamant
against allowing any official private sector role, it is difficult to see
how we can make progress on this issue. We can compromise to a point to
accomodate political realities but beyond that point, progress and analysis
to date will have been in vain.

cc: Messrs. Wyss, Krafft, Thomas, Jones, Ibrahim, McBride, Kwaku
Mss. Cox, Wardle, Lee

NKrafft/dkp:dl:mlh



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Files DATE: September 8§, 1982

Robert Calderisi, Loan Officer, EAIDA &/il/‘

Mr. Clausen's Meeting with the Kenya Delegation

1. Mr. Arthur Magugu, Minister of Finance of Kenya, called
on Mr. Clausen on September 7, 1982. Mr. Magugu was accompanied by
Mr. D. N. Ndegwa, Governor of the Central Bank of Kenya; Mr., Y.F.,O.
Masakhalia, Permanent Secretary at the Ministry of Economic Planning
and Development; Mr. J.P. Mbogua, Ambassador of Kenya to the United
States; and Mr. S. Abdulai, Executive Director. Messrs. Wapenhans,
Kraske, Humphrey and I were also present at the meeting,

2 Mr. Clausen said that he was pleased to be able to meet
with the Minister and he asked about recent developments in Kenya.

Mr. Magugu said that the challenge to the country's political stability
on August 1 had now been contained. Mr. Clausen then enquired about
progress under the Structural Adjustment Program, which the Minister
characterized as "50:50". The Government was having some difficulty
assuring the International Monetary Fund of its satisfactory progress
under the tandby Credit arrangements; the Minister had had one

meeting with IMF officials on September 6 and would be having a second
one on September 8.

3. Mr. Clausen urged the Minister to pay particular attention
to debt management, as international confidence was now being shaken
about the ability of developing countries to meet their external
obligations. While Kenya's debt was still manageable, it was less so
than before, as a result of a rapid increase in external borrowing in
recent years. The Government had to find some means of bringing the
debt situation under control. Mr. Wapenhans added that part of the
solution was to continue to promote export sales. Mr. Magugu said

that the Government was hoping to evolve workable schemes for export

promotion. He was also concerned about Kenya's debt service requirements
P vy q ’

as his Government wanted to remain in firm control of the situation
as well as protect the country's credibility in capital markets.

4. Mr. Clausen emphasized that good performance in this
area involved not only sound management but also perceptions of the
international community that the Government was dealing seriously with
its problems. From this point of view, it was most important that the
Kenyans reach a full agreement with the IMF. It was also important
that the loose ends of the first Structural Adjustment Program be tied
together and that SAL II should be well implemented. Only in this way
could additional Bank lending of this kind be approved and the

seal2



Government's room for manoecuvre in economic management increased
substantially. The poor record of project implementation was also
harmful to Kenya's international image.

5 Mr. Magugu thought that there was a problem of
perceptions on the IMF side about Kenya's seriousness in respecting
the standby agreement. However, Mr. Woodward had proposed an early
meeting in Nairobi to review progress. The Minister agreed that
Kenya's project implementation record had to be improved.

Mr. Clausen suggested that perhaps there were ways in which the
Bank could assist the Government in reducing difficulties in the
portfolio; one requirement would be to reassess domestic priorities
in the light of new and difficult international circumstances.

As part of this review, Mr. Wapenhans said that certain projects
might need to be dropped.

B Mr. Clausen commended President's Moi's efforts in
putting the spotlight on the population issue, as the benefits of
economic growth in Kenya were being greatly diminished by rapid
population increases. Mr. Magugu said that his Government would
welcome additional Bank advice on this subject; at the same time,

the social dimensions of the problem had to be kept in mind.

It was also his impression that population statistics overstated

the country's difficulties. Mr. Clausen urged the Government to

take additional steps to bring population growth under control and
he assured the Minister that the Bank wanted to provide additional
assistance in this area. Satisfactory progress in population control
was another element in protecting Kenya's creditworthiness. Kenya
also needed to accelerate the preparation of adjustment measure

in agriculture, marketing and other key areas of economic management.

T Mr. Magugu ended the meeting by saying that the Govern-
ment was aware of the seriousness of the economic situation confronting
Kenya. The last budget had been designed within the framework of the
IMF agreement and certain standby ceilings had been exceeded only for
very good reasons. The establishment of the Population Council had
been a very significant step. By and large, he said, and despite
inevitable difficulties, the adjustment process in Kenya was working.

cc: Messrs. Clausenf/Stern, Wapenhans, Kraske, Dunn
RCalderisi/rmm
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KENYA

Meeting with the Honorable Arthur Magugu
Minister of Finance
September s 1982

Key Points

We should open the discussion by congratulating Mr. Magugu on this first
occassion of his attendance at an Annual Meeting as Governor, and on his
recent appointment as Minister of Finance. We should mention Mr. Stern's
viﬁéf EgﬁKenX? October 2 - 5. e i S

o . S

An gggﬁﬁﬁtéahagﬁﬁ:garly in August followed in the wake of growing unrest
within the country and a clampdown on political opponents in recent months,
some of whom have been detained without charges. The coup was accompanied by
civil disturbapnces and, looting, carried out mainly by university students and
ufBEﬁ“ﬁSSF%EJhththé time of writing, the country is returning to normal. The
coup attempt was very badly organized and did not present a serious threat to
the Governments stability, but it was indicative of a determination of the
political situation in recent months. The Government reaction to internal
security is further reflected by the regrettable incident involving a\Bank.
ggéf?”héﬁﬁgp, who was interrogated by Kenya Special Branch officers who
entered and searched his hotel room, and obliged him to accompany them to
their Headquarters over protest of our Resident Representative. We are still
awaiting an adequate apology and an assurance that such incidents will not
occur in the future.

During the meeting Mr. Magugu is likely to cite the success of the first
Structural Adjustment operation and thank the Bank Group for its continuing
support for Structural Adjustment in a second operation. While recognizing
the Government's efforts to date, we should discuss Kenya's balance of ““?&f‘
gﬂxmggzﬁwgggigiqghEg&ﬂgzs%iiyug&ﬁiggﬁs situation with Mr. ﬁagugu. We should
stress the need for prompt Government action on the condifions for disbursing
the second tranche of the Second Structural Adjustment operation and the need
for further reforms before any future structural adjustment operations. We
should also express oncernyabout the deteriorating implementation of
erigotng projecte. qﬂz_f - ik ke S AR LR Watic] it i A

[ S—

URGENCY OF POLICY REFORMS AND STRUCTURAL ADJUSTMENT

Despite some_ improvement in the current .account deficit, which
narrowed modestly from about 13 percent of GDP in 1980 to 11 percent in
1981, Kenya's overall balance of payments position continued to deteriorate,™y
largely as a result of a decline in public and private capital inflow. In
December 1981, gross foreign exchange reserves stood at around US$242
million, equivalent to about five weeks' imports. Kenya's external debt
(excluding EAC loans) increased from about US$1.0 billion to over US$2.2




billion between 1977 and 1981, ;Qy51ngﬁ1ts creditworthiness for Bank lending

to deteriorate. While. t service rathwas a modest 3.9 percéﬁmwvﬂ
77, it rose to!l ercent_in 1981 and is estimated to reach over 20 perce
:@ﬂ:IEEZD If Kenya is to continue to be creditworthy, it must vigorously

pursue structural policies, including effective dgmeﬂghggggggmgggi_export
promotion and debt service monitoring.

We_should commend Kenya's successful implementation of the first
phase of the ¢ Strucfurar Eadystment Program, in meetin
rgcommendations, “and the politicially difficult and courageous steps taken by
the Government to date, which have all helped to curb inflation. Kenya's
ongoing balance of payments and creditworthiness difficulties have, to some
extent, resulted «from external Féctof?, such as worldwide o0il price increase
and reduction in coffee p prices. Theése external factors are compounded by the
absence of strong Government action and the need to address such problem
areas as agriculture where growth has diminished, particularly food
production; rapid population growth, the most fundamental constraint to
Kenya's development; and sharply decreased exports resulting from industrial
protection policies which encourage inefficiency.

operation is designed to address
policy measures and programs contlnue the ratlonallzatlon of the
trade regime and the promotion

agricultural growth, (iii)

energy, and (iv) reduce ion growth rate, which is among the
highest in the world. We expect from the Government: (i)
prompt action on all commi € second credit, and (ii) a strong
program of action, not studies, on carry-over issues such as grain-marketing
and land use. The implementation of the second credit program will be
closely monitored by the Bank staff, with review missions scheduled for
September 1982 and March 1983. The first review will focus on the public
investment program (under preparation for the next 5-Year Development
Program, 1984-88) and the ongoing studies in agricultural marketing and land
policy which will provide the basis for further structural adjustment. The
second review will cover the full Program, on which the release of the second
tranche is contingent. The third structural adjustment operation is planned
for FY84. 1In particular, as the results of the studies under the second
operation unfold, we expect the Government to be prepared to introduce bold
policy reforms and adjustments under the third operation, particularly in the
areas of agricultural pricing and marketing, and land policy. Processing of
the third Structural Adjustment operation will begin only after conditions of
the second tranche of SAL II have been met.

PROJECT IMPLEMENTATION

about thg poor record of project implementatiaﬁh The level of disbursements
versus commitments at the outset of the year, which was a dismal 8.5% in
1980, rose to 16.5% in 1981 but fell to 10.8% in 1982. The increase in FY81
was largely due to disbursement of the first Structural Adjustment

qizj;sﬁﬁﬂia“advisa_Mr. Magugu that we remain seriously concerned



operation. We recognize that the conditions outlined above have contributed
to development budget shortfalls resulting in severe under-funding of local
costs and that complex project design in some cases is a limiting factor to
project implementation. However, other problems exist including lack of
interministerial coordination, indecisiveness, and administrative and
technical problems. These issues have been discussed on numerous occasions
with Government officials at every level. Recommendations have been made to
cancel, reduce the size or restructure those projects which are not being
implemented. It is essential that the Government address the administrative,
technical and other problems, identify fiscal priorities, and take decisions
to cancel low priority projects, since any future aid commitments by the Bank
Group will be dependent on the acceptable performance in project
implementation. These subjects will be discussed with the Government during
a Country Implementation Review scheduled for the week of September 20.

EAST AFRICAN COMMUNITY

The EAC mediator has advised us of his recommendations to EAC
Governments to hold an informal ministerial meeting to settle the questions
ghts<to be attached to geographical locale and equality. We should
<E§i;§§;ﬁﬁate the/ Government on the progress made to date and the cooperation
gngggﬂtnﬂtﬁésaediator, teaffirm our confidence in the mediator, and

emphasize the need for continued compromise and cooperation by all parties to
the ongoing negotiations to effect an early and satisfactory conclusion.




Career
Since 1982
1981-1982

1979-1981
1974-1979

1969-1974

1966-1969

Education

Personal

Biographical Information

MAGUGU, Arthur Kinyanjui
Minister of Finance

Minister of Finance
Elder of the Order of Golden Heart

Minister of Health and Reelected MP

 for Githunguri —

Minister of Finance and Planning and
Reelected MP for Githunguri

MP for Githunguri

Estates Manager, Ministry of Lands and
Settlement

Diploma and Masters Degree from University
of Stockholm, Sweden

Bachelors of Arts Degree from La Verne,
California, USA

Kangaru School, Embu

Kambui Intermediate School

Born in Kiambu in 1935



Biographical Information

NDEGWA, Duncan N.
Governor, Central Bank of Kenya

Career
Since 1967 - Governor, Central Bank of Kenya
1964-1967 - Permanent Secretary/Secretary to the Cabinet,
0ffice of the President
1963-1964 - Permanent Secretary, Ministry of Finance
1962-1963 - - Under Secretary, Treasurf
1959-1962 - Assistant Secretary, Treasury
1956-1959 - Statistician
1951-1956 - Teacher in Kagumo, Kenya
Education
- Master of Arts (Honors) in Economics from
St. Andrew's University in 1956.
- Diploma in Education from Makerere University
in 1950. '
Personal

- Born on 11th March, 1925, in Nyeri, Kenya

= Married with 6 children.



Biographical Information

MASAKHALIA, Yekoyada F. Omoto
Permanent Secretary, Ministry of Economic Planning and Development

Career
Since 1980 - Permanent Secretary, Ministry of Economic
Planning and Development
1978-1980 - Chief Economist, Ministry of Economic Planning
and Development
1972-1978 - Chief Economist, Ministry of Finance and Economic
: Planning
1970-1972 - Principal Economist, Ministry of Finance and
Economic Planning
1967-1970 - Economist/Statistician, later promoted to
Economics Social Development Planner
Education
- M.P.A. (Economics) Howard University
- M.A. (Economics) Denver University
- B.A. (Economics) University of Delhi
Personal

Born on 20th January, 1938, Kenya

Married with 3 children.
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. TABLE 3.1
KENYA: SUMMARY, BALANCE OF PAYMENTS 5
. (KL MILLION) y

.-.....‘.......-I.-..-.l.....-.-..--.-..--.I.-¢.--.------‘--.-q----..-..-.--.-...--.---.-ﬁ--.-..-.-.-..--

ITEM 1972 1973 1974 = 1973 1976 1977 1978 1979

..--l....--..-..-.--....-..-.--.--.‘-.---a-- eessssssessnessss

MERCHANDISE EXPORTS (ro8) 187 120.8 164.9 226.1 232.4 311.2 468.0 366.9 380.3
MERCHANDISE IMPORTYS (CIF) 188 186.4 219.2 384.8 361.0 407.9 529.3 T23.3 665.0
TRADE BALANCE 189 -65.9 -54,7 -158.7 -428.6 -96.7 -61.3 -356.8 -284.7
eEsesse=ss Sesss==== Easass=e SaSsssseS Aamsseseses Spes===2 eEmmessss SSass=sw
SERVICES (NET) 190 ¢ 28.0 0.1 39.8 26.2 48.3 45.2 64.5 69.0
— L T apese-as SSSss=ss= seammsase SEE===== seesesss PESSsse=
FREIGHT AND INSURANCE 191 ‘11,8 11.4 18.5 7.5 22.9 27.0 26.6 27.8
OTHER TRANSPORTATION . 192 11.8 14.3 44.6 33.9 47.9 -49./3 57.1 52.3
FOREIGN TRAVEL 193 17.4 13.3 13.9 28.7 29.9 432 48.5 50.6
IHTERHATIOHNAL TNVESTMENT INCOM194 -12.2 -35.7 -36.1 -35.4 -47.6 -65.5 -55.0 -49.2
GOVERNMENT TRANSACTIONS, NES 195 5.7 -5.3 -2.9 -a.4 -3.1 -9,2 - -7.6 -7.7
DTHER SERVICES 196 5.1 2.1 1.8 0.9 =i 0.4 5.1 -4.8
YRANSFERS (NET) ' 197 13.6 7.8 6.9 18.5 13.3 27.5 39.8. a7.4
PRIVATE 198 0.4 0.2 0.8 0.4 2.1 1.4 7.5 9.0
GOVERNMENT : IS? 13.2 7.5 6.1 18.9 - 15.6 26.1 32.3 28.3
CURRENT ACCOUNT BALANCE 200 =-24.3 -46.6 =112.0 -83.9 -34.9 11.4 =252.5% -178.3
(TI1I IR .) SEaaERESS AEmRSEEEERS aEESNaass aEEEsRERER SEEAEESN SeesAanan SESeEsES
CAPITAL MOVEMENTS ’ .
PRIVATE LONG-TERM 201 15.3 31.3 41.6 14.7 25.1 48.0 76.4 80.7
GOVERHMENT LONG-TERM 202 15.1 16.8 21.8 30.4 34.9 36.4 84.0 103.8
GOVERNMENT CORPORATIONS 203 0.2 0.0 8.3 10.8 5.0 -0.5 -3.0 -3.5
SHORT-TERM 204 3.7 5.0 14,1 13.0 8.0 18.5 13.6 69.9
TOTAL ) 208 34,3 83,1 85.8 68.9 - 71.0 102.4 i71.0 250.9

seesessas SSsSE==== aessesseses Sshe==== seemses=se SsSSs==so eEmSsss= SoSsas==o

MOMETARY MOVEMENTS

TRANSACTIONS WITH IMF 208 0.0 -0.2 25.4 18.1 8.3 -22.7 3.0 = -3.9
OTHER CHANGES IN ASSETS AND

LIABILITIES 207 =10.8 -10.7 5.0 -1.2 -44.0 -90.0 74.6 -66.7
TOTAL ) 208 -10.5% -10.9 30.4 16.9 -3%.7 =112.7 77.6 -70.6
ERRORS AND OM1SSIONS 209 0.5 4,6 -4.2 -1.9 -0.4 -1.1 3.9 -2.0
SOURCE: CENTRAL BUREAU OF STATISTICS, ECONOMIC SURVEYS. N
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YEAR

Sesasesas

1972
1973
1974
1975

, 1976
Y 1977
1978
1979
1980
198 1

- 1782

1982
1983

" 19e4
1985
1980
1987
1988
1989
1990
1991
‘ 1992
1991
1994
1995
1996

* 1997
1998
1999
20C0
2001

=% 5% B2 me B8 BE =B

DEHT OUTSTANDING AT
EBEGINNING OF PERIOD

D1SEURSED
ONLY

(1)
330,017

373,807
447,204

516,257

561,079

699,250
1,004,026
1,245,557
1,631,849
2,080, 150
2,228,333

2,228,323
2,414,914
2,514,529
2,543,688
2,472,766
2,351,381
2,206,378
2,047,276
1,885,769
1,743,367
1,595,806
1,473,533
1.358,6G7
1,248,756
1,151,081
1,051, 116

954,660

BGA, 86

705,369

722,881

L L R I

e

' ‘ .
; ‘ - 03/28/e2
d TABLE 2 - KENYA ' " 7:18 PM
. . . t ; PAGE ' 93
SEPVICE PAYMENTS, COMMITMENTS, DISBURSEMENTS AND OUTSTANDING AMOUNTS OF EXTERNAL PUBLIC DEBTY
PPOJECTIONS BASED ON DEBT OUTSTANDING INCLUDING UNDISBURSED AS OF DEC. 31, 1981
INCLUDES CONLY DEBT COMMITTED JAN. {, 1900 - DEC. 3t, 1981
DEBT REPAYABLE IN FOREIGN CURRENCY AND GOODS
(IN THOUSANDS OF U.S. DOLLARS)
TOTAL g
: TRANSACTIONS DURING PERIOD : OTHER  CHANGES
OO e el e A W e
INCLUDING : COMMIT- : DISBURSE- : S ERVICE PAYMENTS : CANCEL- : ADJUST-
UNDISBURSED :  MENTS : MENTS femmmmmean. sitecaaan seeegesesscessse: LATIONS ¢ MENT e
: : : PRINCIPAL : INTERESY : TOTAL : :

(2) : (3) : (4) : (5) : (6) t Y im : (8) : (9)
471,613 117,277 69,597 10,997 14,453 25.450 1,202 <20,706
555,989 96,954 1,919 12,999 16,781 29.,.74Q 2,049 B,720
646,GS1 175,018 71,145 14,948 19,340 34,288 3,529 . 19,493
822,680 456,768 97,069 15,840 20,772 36,612 26.805 -51,855

1,184,948 275,673 188,671 25,938 24,214 50, 152 1,454 -30,711

1,402,518 450,746 324,926 30,958 33,321 64,279 33,302 78,467

1,867,471 594,742 366,600 76,827 50,208 127,035 130,876 110,228

2,364,738 716,901 442,565 79,420 71,027 150,457 8.337 42,952

3,076,834 ‘541,908 S60,637 104,882 106, 193 211,075 602 -34,2329

2,430,929 375,045 476,165 177,926 115,779 293,705 21,851 =209,984

2,404,213

® s o s s o THE FOLLOWING FIGURES ARE PROJECTED ® o + » » o _ .

3,404,213 - 359,948 173,004 151,796G 324,794 , - -360

. 3,230,849 - 268,405 . .168,793 150, 154 318,947 - 1

3,062,057 - 211,918 . 182,752 145,673 328,425 - -3

2,879,302 - 143,570 214,490 137,750 352,240 . 1

2,654,813 - 89,234 210,624 125,355 335,979 - ¥

2.454, 196 - 49,877 194,877 111,403 306,280 - -6

2,259,313 - 28,608 187,713 97,094 284,807 - 5

2,071,605 - 15,414 176,923 83,218 260, 141 - k|

1,894 683 - 6.594 149,006 ‘70,457 219,463 - 8

1,74% 685 , , - 2,026 149,595 60,387 209,982 - W 8

1,596,098 - 283 122,564 50,872 173,436 - 8

1,473,542 L 9 114,811 44,342 159,223 - 6

1,358,667 - - 109,910 38,151 148,06 1 -1

1.248, 156G - - 97,677 32,300 129,977 2

1,151,081 - - 99,956 27,082 127,048 1

1,051,116 - = 9G, 460 21,912 118,372 4
954,660 L) - A9,7498 17,101 106,499 - 1
864,863 - - 79,497 12,088 92,385 - 3
785,369 - - 62,479 9,553 12,032 - -9
722.881 - - 48,364 7,718 56,082 ~ -2 .

IMBALANCE IN THE AMOUNT.OUTSTANDING INCLUDING UNDISBURSED FROM ONE

e THIS COLUMN S1OWS THE AMOUNT OF ARITHMETIC

YEAR TO THE NEXT.

THE MOST COMMON CAUSES OF IMBALANCES ARE CHANGES IN EXCHANGE RATES AND TRANSFER OF DEBTS
FROM ONE CATEGORY YO ANOTIER IN THE TABLE.

7 YIuaw
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KERYA > ANNEX

COUNTRY IMPLEMENTATION REVIEW

MARCH 2-3, 1982, NAIROBI
Overview

The last Country ;mplementation Review was held on March 2 and 3,
1982, in Nairobi. The purpose of the Review was to continue our dialogue
with the Government on the deteriorating project implementation performance
in Kenya and to seek remedial steps. The meetings were attended by senior
Governiment officials, end the discussions were frank and carried out in a
cooperative spirit. The level of preparation for the Review was high and
several decisions were made on issues which had been under discussion with
the Government-for a number of years. The outcone of the Review was
reporteddirectly to President Moi, at his request.’

a. A Task Force on Disbursements has been established in
the Ministry of Finance to monitor reimbursement claims.
Greater use of Disbursement Procedure III (direct payment
to suppliers) is being made for projects which are being
carried out by ministries with effective implementation
capacity (e.g., projects in highways, telecommunications,
and petroleun exploration prcmotion). The use of Procedure
III is expected to be extended to the Ministries of Agriculture
and Livestock Development scon.

b. A Procurement Seminar was successfully held in Nairobi in
June. In the future, procurement matters will be discussed
in greater details at project negotiations.

¢. To improve project monitoring and coordination, a Project
Implementation Committee has been established comprising
Permanent Secretaries from the 0ffice of the President and
Ministries of Finance and Economic Planning and Developzent.
The Committee prepared a paper entitled "Project Implementa-
tion and the Claiming of Disbursements,” which includes
sections on the monitoring of physical schedules and
performance targets, and the financial monitoring of projects.
The paper is.currently being discussed within the Govern-
ment. In addition, a room has been set up in the Office of
the President where, with the use of asudio and visual aids,
the progress of project implementation is being continuously
monitored, problems jdentified, and corrective measures taken.
To support the operations of this facility, the Bank is
assisting the Governzent in establishing a project
implementation reporting system.

d. On agricultural cost recovery, GCovernment policy is that
financial institutions giving credit to farmers should recover
the loans and be fully accountable for these funds, without
dlanket Government guarantees as in the past.
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The Government is establishing priorities for rationaliéing
existing project commitments in order to keep within its

present financial and administrative limitations. Working

in close collaboration with the Bank, the Government is
considering reducing the scope of some projects, eliminating
some altogether, and stretching out the implementation periods
of others. A technical team, comprising Government and RMEA
staff, has been established for this purpose. Decisions on the
rationalization of the Bank Group, portfolio will be taken at
the next Country Implementation Review in late Septenmber.
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(1)

(ii)

(iii)

(iv)

KENYA

FY83-84

LENDING PROGRAM

BY SECTOR

PROJECTS

Sector

Agriculture

Agricultural Technical Assistance
Power

Olkaria Geothermal III
Kiambere Hydroelectric

Structural Adjustment Lending

Structural Adjustment Credit II
Urban

Urban Transport

IBRD

US$ Millions

Amounts

Totals

IDA Sector Grand

= 6.0 6.0
12.0 -
85.0 31.0 128.0
60.9 70.0 130.9
- 15.0 15.0 /279.9
(IBRD
(IDA 122.0)
P




84 (i)

(ii)

Fiit)

(iv)

(v)

PROJECTS
Sector

Agriculture

Extension and Training*
Energy
Refinery Conversion Eng. Studies*

Industrial Development and Finance

Industrial Development Bank IV*

Structural Adjustment Lending

Structural Adjustment Credit III
Urban

Small Towns*

*Standby projects

US$ Millions

Amounts Totals
IBRD IDA Sector Grand
20.0 20.0

6.0 6.0
45.0 45.0
90.0 45.0 135.0
15.0 24.0  39.0 245.0

(IBRD 156.0
(IDA 89.0)



