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I. Introduction 

1. During the first half of the 1980s Kenya successfully implemented a 
stabillzation program and a comprehensive structural adjustment program 
supported by the IMF and the World Bank. In 1986 there was a sharp 
improvement In Kenya's terms of trade, accompanied by extremely good 
weather conditions. These factors, combined with continuing flexible 
exchange rate policy, contributed in 1986 to the decline In the external 
current account deficit and a significant increase in foreign exchange 
reserves. Real GDP growth reached the highest rate in many years, and 
the inflation rate decelerated sharply. The financial policy stance, 
however, became more expansionary. The overall cash deficit of the 
Central Government in 1986/87 (July-June) rose to 7.6 percent of GDP 
from 5.4 percent in 1985186 (excluding grants the deficit rose to 
8.9 percent of GDP from 6.4 percent). Domestic credit and broad money 
expanded at a high rate, creating a liquidity overhang. The adverse 
impact of the expansionary financial policies was aggravated in 1987 by 
a significant deterioration in Kenya's terms of trade. The current 
account deficit widened to 6.0 percent of GDP, and the overall balance 
of payments reverted to a deficit. There was a major loss of foreign 
exchange reserves, and the import regime was tightened. The inflation 
rate accelerated and real GDP growth declined, reflecting in part less 
favorable weather conditions. 

7 In view of the deterioration in financial and economic conditions., 
a:d in line with the objectives set out in the Government's 1986 
Sessional Paper on Economic Management for Renewed Growth, the 
Government in late 1987 adopted a major stabilization and structural 
adjustment program. The overall objectives of the program were to 
revive prospects for accelerated growth and to provide productive 
employment for the rapidly growing labor force. The program was 
supported by an 18-month stand-by arrangement from the IMF, and a 
three-year arrangement under the Fund's structural adjustment facility, 
both of which became effective on February 1, 1988. The program was 

l/ This paper updates and extends the policy framework paper of 

January 7, 1988 (EBD/88/5). 
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aLso supported by IDA sectoral adjustment lending for the agricultural 
and industrial sectors, with cofinancing from other donors. 

II. Performance Under the 1988 Adjustment Program 

3. Under the structural adjustment program, the Government set out to 
improve the economy’s growth performance, reduce the rate of inflation, 
and progressively narrow the current account deficit to a sustainable 
level. For 1988 the real GDP growth target was set at 5.1 percent, with 
inflation to be confined to 9 percent and the current account deficit to 
be reduced to 3.8 percent of GDP (7.0 percent excluding grants). To 
support the stabilization effort, the 1987188 programmed budget provided 
for expenditure restraint and a reduction of the overall cash deficit to 
4.2 percent of GDP (7.1 percent excluding grants). A tight monetary 
stance was also adopted to substantially reduce monetary expansion. The 
structural measures of the program included a phased introduction of 
structural reforms over the program period in agriculture, industry, 
government expenditure, the financial sector, and public enterprises. 

4. Performance under the 1988 program was on the whole encouraging. 
The real GDP growth rate target was attained, owing to both favorable 
weather conditions and the impact of the agricultural structural 

measures introduced since 1986. The inflation rate of 10.4 percent, 
however, was higher than programmed, reflecting in part the Government’s 
decision to move faster than programmed with the dismantling of official 
controls on prices. Financial policies pursued during 1988 were 
essentially as targeted. Thus in 1987188 the overall cash deficit in 
the budget was confined to 4.0 percent of GDP (6.1 percent excluding 
grants). This favorable outcome was attained despite a shortfall in 
grants and was partly an outcome of delaying some cash outlays toward 
the end of the fiscal year and partly a result of better-than-programmed 
revenue performance. Expenditure commitments in 1987188 rose more than 
anticipated owing to several factors, including the bringing forward of 
the general elections to March, underprovision for teachers’ salaries, 
continuing debt payments related to the All African Games, expenditures 
related to the border conflict with Uganda, and the creation of four new 
ministries. The financing of the 1987/88 deficit was essentially as 
programmed, except that the domestic financing was entirely from nonbank 
sources and the Government’s indebtedness to the banking system was 
slightly reduced. Reflecting the decline in bank borrowing by the 
Government, the expansion in broad money was confined to 4 percent in 
1987188, compared with 7.5 percent in the program and 21.5 percent the 
previous fiscal year. During the second half of 1988, the Government 
pursued a fiscal policy that was in line with the targeted fiscal 
deficit of 4.5 percent of GDP (6.9 percent of GDP excluding grants) for 
1988189. The Government continued to utilize during the second half of 
1988 significantly less domestic resources than programmed to finance 
the deficit. This development, despite the greater-than-foreseen 
expansion of bank credit to the nongovernment sector, caused total 
outstanding domestic credit at end-1988 to be significantly Less than 
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programmed and broad money to increase by only 8.3 percent in 1988, 
compared with 12.4 percent in 1987. As a result of the successful 
implementation of these policies, the existing Liquidity overhang has 
been removed, and the stage has been set for a reduction of inflationary 
pressures in 1989. 

5. On the external side, the exchange rate continued to be flexibly 
managed and was depreciated by almost 12 percent in real effective terms 
in the 18 months ending December 1988. The programmed limits on the 
contracting or guaranteeing of nonconcessional Loans by the Government 
in 1988 were observed, and Kenya continued to meet its external debt 
service obligations on time. The current account deficit is estimated 
to have narrowed to 4.5 percent of GDP (7.8 percent excluding grants), 
compared with a program target of 3.8 percent of GDP (7.0 percent 
excluding grants). The impact of higher-than-anticipated oil export 
volume to neighboring countries and much lower oil import payments 
because of falling oil prices was more than offset by other factors. 
Progress in liberalizing the import system contributed to a significant 
increase in private non-oil imports while Government imports were also 
higher than projected. Meanwhile, the capital account surplus was above 
the Level envisaged in the program. In these circumstances, the overall 
balance of payments was in deficit by an estimated SDR 43 million in 
1988, slightly Larger than the targeted deficit. Gross foreign 
reserves, which were targeted to rise by SDR 35 million, rose by 
SDR 20 million, facilitated by a purchase from the IMF in October 1988 
equivalent to SDR 40 million under the compensatory window of the com- 
pensatory and contingency financing facility, based on a net shortfall 
in merchandise exports and cereal imports for the year ended April 1988. 

6. Considerable progress was made in 1988 in implementing the 
program’s structural measures. In particular, in the agricultural 
sector, production incentives were maintained by an annual review of 
grain producer prices and the continuing determination of producer 
prices for coffee and tea on the basis of auctions. Subsidization in 
consumer tea prices was eliminated. In order to reduce the fiscal 
burden of public sector grain marketing operations and to increase 
private sector participation in the system, the roles of participants in 
the system were defined , an organizational and financial reorganization 
of the National Cereals and Produce Board (NCPB) begun, and a food 
security plan is being developed. A fertilizer policy strategy was 
prepared for the long-term development of marketing and pricing 
arrangements. In the industrial sector, a program supported by an 
industrial sector adjustment credit (ISAC) from the World Bank was 
adopted in mid-1988. Under the program, to encourage manufacturing 
exports and investment, new import Licensing schedules were introduced, 
the number of tariff categories was reduced, procedures were introduced 
to enhance manufacturing in bond, the effective rate of corporation tax 
was Lowered, a one-stop investment center was established, the Foreign 
Investment Protection Act was amended, and the prices of 20 items under 
the General Order were decontrolled. Structural measures on the fiscal 
side included a sharp increase in 1988189 of provisions for nonwage 
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operating expenditures in the recurrent account of selected 
ministries. In the financial sector, the band between the maximum 
lending rate and the minimum savings rate was widened, the Central 
Bank's rediscount facility was reactivated, the auction of treasury 
bonds was initiated, and work was begun on strengthening the Central 
Bank's supervisory capacity. The Capital Markets Development Advisory 
Council was established with strong participation from the private 
sector. The Council will prepare Legislation to establish a Capital 
Markets Development Authority (CMDA). 

III. Objectives and Policies for 1989-91 

7. As indicated in Kenya's policy framework paper covering the period 
1988-90, Kenya's development strategy for the remainder of this century 
is contained in the Government's 1986 Sessional Paper on Economic 
Management for Renewed Growth, which outlines policies to be followed to 
provide accelerated growth to ensure productive employment for a sharply 
increasing Labor force. The paper stresses the dominant role of the 
private sector in revitalizing the economy and the need for the Govern- 
ment to establish market-based incentives to promote private sector 
activity. Emphasis is being placed on increased productivity in 
agriculture and in rural nonfarm activity, a dynamic informal sector, 
and the restructuring of industry to improve its export competitiveness. 

8. During the period 1989-91, in line with the Sessional Paper, the 
Government's overall objective will be to provide a favorable and 
balanced macroeconomic environment by addressing adequately the struc- 
tural problems constraining growth. In particular, the Government's 
policy aims at reducing the rate of inflation from 10.4 percent in 1988 
to approximately the Level of Kenya's trading partners by 1991, 
strengthening the balance of payments, and progressively reducing the 
current account deficit to a sustainable Level (2.7 percent of GDP by 
1991). In addition, the Government intends to implement sector-specific 
measures to ensure the attainment of a real GDP growth of about 5 per- 
cent per annum. Agricultural output, which grew by an average of 
4.3 percent annually in 1986 and 1987, is expected to increase at about 
the same annual rate over 1988-91, owing to increased yields primarily 
on smallholdings. Manufacturing output, which increased by 5.7 percent 
annually during 1986 and 1987, is anticipated to increase by an average 
of 5.9 percent over 1988-91, reflecting the processing of agricultural 
products, a gradual recovery in manufacturing exports, and a revival of 
manufacturing investment. The gradual acceleration of overall growth is 
expected to come mainly from improvement in the eificiency of invest- 
ment, particularly in the agricultural and industrial sectors, while the 
savings rate is expected to rise slowly during the program period. The 
behavior of exports will be strongly influenced by the prospects for 
coffee and tea. Export volume is expected to increase on average by 
about 5 percent annually in the 1989-91 period, with manufactured 
exports increasing by more than 6 percent annually in real terms. 
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9. In order to achieve these objectives, the Government intends to 
take action in a number of areas, including: 

(a) reduction of the budget deficit, so that it is compatible with 
the sustainable Level of foreign financing and noninflationary domestic 
financing, and will not crowd out the private sector; 

(b) implementation of budget rationalization, so that efficient 
delivery of essential government services can be enhanced, in an 
environment of expenditure restraint; 

(c) Limitation of the use of new nonconcessional sources of 
external finance, together with increased mobilization of concessional 
finance from official sources; 

(d) movement toward greater reliance on market forces in 
allocating financial resources to their most productive uses and the 
development of money and capital markets under a program to be supported 
by a financial sector adjustment credit from the World Bank and 
technical assistance from the IMF; 

(e> reorientation of trade and other industrial incentives to 
encourage increased efficiency and promote the growth of manufactured 
exports, together with measures to encourage a revival of industrial 
investment; 

(f) maintenance of an appropriate exchange rate policy, to support 
reforms in the trade regime, in order to encourage exports and allow an 
appropriate Level of imports without the economic costs arising from 
administrative import allocation; and 

(g) further improvement in farmer incentives, agricultural input 

supply 9 and agricultural services, particularly for smallholders. 

Budgetary policies 

10. The Government’s objective of having the private sector play the 
dominant role in revitalizing Kenya’s economy has implications for the 
share of available resources claimed by government expenditure. Whereas 
the Sessional Paper envisaged maintaining government expenditure at 
about 28 percent of GDP (the ratio achieved in 1984/85), total govern- 
ment expenditure has steadily increased to more than 30 percent of GDP 
in recent years, thus substantially widening the overall budgetary 
deficit. 

11. The Government is determined to reduce the overall budgetary 
deficit to a level compatible with the available foreign financing and 
noninflationary domestic financing so as not to crowd out the private 
sector. The Central Government’s overall cash deficit will be steadily 
reduced from 4.5 percent of GDP in 1988189 (6.9 percent excluding 
grants) to 4.2 percent of GDP in 1989/90 (6.7 percent excluding grants) 



- 6 - 

and to a more sustainable level, presently estimated at about 3.2 per- 
cent of GDP, by 1991/92 (5.7 percent excluding grants). The Government 
aims at sharply reducing domestic financing of the deficit by 1991/92, 
with virtually all additional domestic bank credit being channeled to 
the private sector. In addition, the Government intends to monitor a 
broader public sector deficit (see paragraph 19 below). 

12. To accomplish the central government deficit reduction objective, 
revenue collection will be increased from 23.2 percent of GDP in 1987188 
to 24.5 percent of GDP by 1991/92. In the 1988/89 budget, tax revenue 
has been increased by the introduction and revision of existing regula- 
tions on sales tax, excise tariffs, and passenger service charges, 
tariffs, and trade Licensing. These measures are anticipated to 
increase revenue collection to 23.8 percent of GDP. Additional revenue 
measures, in taxation and user charges and fees, will be taken in the 
next three budgets to attain and maintain the revenue target. Regarding 
user charges, the Government envisages that a rising share of recurrent 
expenditures will be financed through user charges for health, educa- 
tion, and other public services. Substantial progress has already been 
made in agriculture (especially livestock) and transport (roads). In 
the 1989/90 budget, the Government intends to introduce user charges in 
health, in education, and in other sectors. Structural reforms in 
taxation policy will also be implemented to broaden the tax base and 
increase the elasticity of the tax system. The Government has decided 
to embark on a process to replace the sales tax with a value-added 
tax. The necessary studies are under way with technical assistance from 
bilateral sources, with a view to implementing this change commencing 
with the 1989/90 budget. The institutional capacity for tax policy 
analysis in the Treasury will also be strengthened, and computerization 
and other administrative improvements will be introduced in the Income 
Tax, Sales Tax, and Customs and Excise Departments. 

13. On the expenditure side, the Government will reduce the share of 
available resources claimed by government expenditure, restructure the 
composition of expenditure to make it more efficient, and attempt to 
contain the problem of the float (unprocessed payment orders and 
unpresented checks). In order to enhance the expenditure rationaliza- 
tion effort, the Government will review the economic composition of 
expenditure (personnel expenditure ; nonwage operating and maintenance 
expenditure; interest payments; expenditure on central government 
capital formation; and transfers to parastatals, Local authorities, and 
nongovernmental organizations) in the Annual Estimates and Forward 
Budget processes, for programs (sub-votes), ministries, and the Central 
Government as a whole. 

14. In order to help correct the prevailing imbalance between wage and 
nonwage current expenditure, the Government has introduced ceilings on 
salaries in the three-year Forward Budget. Between 1981 and 1987 
employment in the Central Government and the Teachers’ Service Commis- 
sion (TSC) grew annually by 4.2 percent and 7.7 percent respectively, 
while the average wages in those sectors grew by an average annual rate 
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of 6.2 percent and 4.8 percent, respectively. Over the medium term 
(1989-911, increases of about 4 percent in average wages must be 
anticipated annually, in view of normal annual increments, promotions, 
and retirements, but excluding salary revisions for particular jobs 
where necessary to restore or maintain competitiveness with the private 
sector. In order to achieve its objective of correcting the imbalance 
between wage and nonwage expenditure not only in the Forward Budget plan 
but also in the adopted Annual Estimates, the Government will decelerate 
the growth of central government employment to 2 percent, and the growth 
of TSC employment to 5 percent, in 1989/90 (the final year of introduc- 
tion of the new 8-4-4 education system, which has necessitated an 
exceptional increase in the employment of teachers). For the remainder 
of the three-year period, the growth of central government employment 
will continue to be contained at no more than 2 percent annually, while 
the growth of TSC employment will be decelerated further. The 
Government has already announced that government employment is not 
guaranteed to university graduates. The rate of hiring at the lower 
grades (A-F) and the intake of preservice trainees into the civil 
service will be sharply reduced, while on the other hand, preservice 
training allowances will be reviewed and training institutions will be 
reoriented gradually toward in-service training. Furthermore, the 
Government has recently raised the rents charged to civil servants 
living in government-owned housing, and will continue to rationalize 
housing benefits over the medium term. Additionally, over the next 
three years, the Government will steadily increase, in real terms, 
nonwage operating and maintenance expenditures in priority sectors, 
including education, health, agricultural services, road maintenance, 
and water supply. These policies will gradually reduce the share of the 
budget going to personnel expenditure while improving the efficiency of 
the public service. 

15. Recent experience has demonstrated that the ranking and selection 
of donor-assisted activities, whether their economic nature is capital, 
current, or mixed, and also the ranking and selection of purely locally 
funded capital expenditures, needs to be strengthened. The Government 
is concerned that donor-assisted activities should be consistent with 
government priorities, that the number of donor-assisted activities 
should not overload the Government's administrative capacity, and that 
the pace of government capital formation should be consistent with the 
Government's financial capacity to subsequently operate and maintain the 
capital stock. With these concerns in mind, ministries will be required 
to prepare Lists of ongoing and proposed projects (donor-assisted 

- . . 
activities, plus purely locally funded capital expenditures), with the 
projects corresponding to identifiable heads or subheads in the budget, 
costed out on the assumption that they will be implemented expedi- 
tiously, and ranked into groups on the basis of priority in relation to 
sectoral strategies. In the Annual Estimates and Forward Budget 
processes, financial cut-off lines will be applied to the project lists, 
so that the Government will implement only the number of projects that 
it can afford at any point in time to implement expeditiously. Those 
projects selected for implementation in the Annual Estimates and Forward 
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Budget will be documented as the Public Sector Project List. In 
addition, the capital expenditures of the Central Government and the 
major nonfinancial parastatals will be documented as the Public 
Investment Program. 

16. Kenya’s debt-servicing capacity will be strengthened in the period 
ahead. The bulk of Kenya’s external public debt is in the form of 
bilateral and multilateral Loans and is mostly on highly concessional 
terms, with long maturities and grace periods, and a significant grant 
element. Although commitments from official sources have remained 
highly concessional, the overall degree of concessionality has been 
declining because of increased borrowing from commercial sources, and 
debt service payments have risen sharply in the 1980s. Consequently, in 
the period 1989-91 Kenya will adhere to a policy of minimizing noncon- 
cessional borrowing in order to ensure a decline in the debt service 
ratio over the medium term. The debt service ratio (defined in terms of 
exports of goods, nonfactor services, and private transfers) for public 
and publicly guaranteed debt, which was approximately 32 percent in 
1988, is projected to gradually decline to about 24 percent by 1991, 
thus contributing to the strengthening of the balance of payments 
position over the medium term. 

Parastatals 

17. In recent years, the Government has taken steps to clarify the 
financial situation of parastatals and the Government’s relationships 
with them. The particular measures include the following: 

(a) In those cases where the Government in past years has lent 
funds to parastatals without clear terms, the Treasury is entering into 
formal agreements with the parastatals defining the terms of these 
loans. 

(b) The State Corporations Act, which provides a clearer legal 
framework for Government supervision of wholly owned parastatals, was 
enacted in 1986. 

(c) The Largest 42 parastatals have been brought into the Forward 
Budget system. 

(d) Restructuring plans are being implemented in a number of 
individual parastatals, including the National Cereals and Produce 
Board, the South Nyanza Sugar Company, and Kenya Railways. 

18. Over the next three years, the Government will accelerate its 
efforts to strengthen the economic efficiency and financial performance 
of the parastatals. Building upon the Largely case-by-case approach 
that has been applied thus far to parastatal reform in Kenya, as well as 
the experience of other developing countries that have initiated 
comprehensive public enterprise reform programs, the Government will 
formulate a statement on its policy toward parastatals. The statement 
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the circumstances under 
which state corporations would be the preferred vehicle to private 
sector entities or government departments for carrying out an activity; 
the objectives of state corporations in general, and the formulation of 
specific objectives for individual entities in their corporate plans; 
systems for evaluating and encouraging progress toward agreed (usually 
profitability) objectives; assignment of financial responsibility to the 
Government for financially nonviable activities undertaken by state 
corporations at the Government’s behest; tax treatment and dividend 
policy of state corporations; and criteria and procedures for 
divestiture and Liquidation. 

19. In order to achieve a better appreciation of the impact of para- 
statal financing operations on the economy, the Government will begin in 
mid-1989 to monitor the aggregated flow of funds for the Largest non- 
financial parastatals, and the consolidated public sector deficit. The 
Government will also clarify its position as a creditor of parastatals 
by completing the process of defining loan terms for past undefined 
Lending, by strictly enforcing collection, and by systematically 
monitoring its portfolio of Loans to parastatals, including classifying 
these Loans as to whether they are performing or nonperforming. 
Moreover, with the objective of making the financial support provided by 
Government to parastatals transparent, future Lending by Government to 
parastatals of domestically mobilized funds will be at market-equivalent 
interest rates, with any subsidy necessary for public policy purposes 
provided in the form of grants. 

Monetary and financial sector policies 

20. To further improve the efficiency of resource mobilization and 
allocation, and to broaden the range of financial instruments available 
to savers and investors, the Government will adopt a financial sector 
adjustment program in 1989. The program will be supported by a 
financial sector operation from IDA, and technical assistance from the 
IMF. The principal objective will be increased reliance on market 
forces in allocating financial resources. Noninflationary sources of 
government financing will be emphasized; and generalized, indirect 
monetary policy instruments will be used, with a view to controlling the 
money supply mainly through open market operations. To enhance the 
soundness and stability of Kenya’s financial system, the regulatory 
framework will be improved, the supervisory capacity of the Central Bank 
will be strengthened, and weak financial institutions will be restruc- 
tured. Steps will also be taken to help stimulate capital market 
activity. 

21. In Line with these objectives, the authorities have already adopted 
a wide range of measures, including introducing market-related 
instruments beginning in 1986. In December 1986 the cash ratio was 
introduced, in January 1988 the band between the minimum savings 
interest rate and the maximum lending interest rate was widened, in 
March 1988 the Central Bank’s rediscount facility was reactivated, and 
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in early 1988 the auction of treasury bonds was initiated. In 1988 
increased reliance was also placed on financing the budget deficit 
through government bonds rather than short-term treasury bills. These 
instruments, however, have not been used actively for monetary 
management. Monetary policy targets have so far been attained mainly 
through direct credit controls. In the period ahead, monetary program- 
ming and, in particular, reserve money management will be adopted to 
make daily money management consistent with the Longer-run targets for 
monetary policy. At the same time, the available monetary policy 
instruments will be refined and their use will be increased. A Monetary 
Policy Committee established in 1988 will be responsible for selecting 
the appropriate instruments and interventions to achieve monetary policy 
objectives. In tandem with these developments, actions will be taken on 
interest rates such that they will be maintained positive in real 
terms. In April 1989 the maximum lending rate for commercial bank Loans 
with maturities greater than four years was raised to 18 percent. By 
June 1991 interest rates will be market determined. 

22. The dichotomy in regulations and supervision between banks and 
nonbanks has been rationalized to some extent by the implementation of 
the Banking (Amendment) Act of 1985. The amendment, which has been 
implemented over time, has introduced measures to strengthen the capital 
base, improve the quality of the portfolio, and increase the regulations 
by the monetary authority. In September 1986, the Deposit Protection 
Fund, which was part of the Banking (Amendment) Act, was introduced to 
protect deposits with any commercial bank, financial institution, or any 
other eligible deposit-taking institution in Kenya. In order to make 
the operations of building societies more in Line with the operations of 
other deposit-taking institutions, in 1987 the Building Societies 
(Amendment) Act was passed to strengthen the capital base of the 
building societies, improve their supervision, and protect the deposits 
in these institutions. Moreover, in order to reduce further the 
instability stemming from the proliferation of weak depository 
institutions owing to the ease of market entry and Lack of supervision 
and regulations to ensure their solvency, the Central Bank began in 
1988, with the assistance of the Project Preparation Facility of the 
World Bank, to (i) develop action programs for restructuring weak 
institutions; (ii) establish an appropriate legal and regulatory 
framework for the financial system , particularly regarding the 
capabilities of the Central Bank to move in on troubled institutions; 
and (iii) provide some immediate systems assistance and training to the 
central bank staff. A revised Banking Bill will be prepared in April 
1989, which among other things should enable the Central Bank to 
intervene in institutions prior to insolvency, to restructure, effect 
mergers, or Liquidate as appropriare. The revised act will also Limit 
advances to insiders and redefine exposure and capital adequacy 
requirements. The Central Bank will continue to strengthen its capacity 
to supervise the large number of depository institutions and to 
intervene and restructure troubled institutions. Off-site surveillance 
procedures (including upgrading of data flows and installing a data 
management and reporting system) will be improved. Regulatory and on- 
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site inspection procedures (primarily through the development of written 
procedures) will be strengthened. Action plans for viable alternatives 
to closing banks will be developed. The financing of the Deposit 
Protection Fund will be increased to ensure sufficient resources to 
protect depositors. The staff of the Central Bank’s supervision 
department will be increased, as well as its in-house training and 
financial incentives. 

23. To stimulate the development of financial markets, including 
long-term debt and equity markets, the Government has established the 
Capital Markets Development Advisory Council to identify existing 
impediments to the development of capital markets and to draft enabling 
Legislation for the Capital Markets Development Authority (CMDA). By 
June 1989 a bill to establish the CMDA will be tabled with the intention 
that the CMDA will promote. develop, and regulate the corporate securi- 
ties market. The Authority will promote the market through encouraging 
public issues and demand for securities as well as encouraging financial 
intermediaries to develop and participate in underwriting, securities 
brokerage, and related activities. It will help identify and remove 
impediments to securities supply, demand, and intermediation. The 
Authority will also propose a regulatory system to maintain investor 
confidence. In Line with these objectives, by April 1990 the CMDA and 
the Government will propose measures to reduce tax disincentives to 
holding and issuing securities, encourage greater participation of 
insurance companies and other institutional investors in private 
securities markets, and enhance investor protection. At the same time 
that CMDA becomes operational in 1989, the role of the Capital Issues 
Committee in setting share prices in respect of domestic companies wiLL 
be discontinued. 

External trade and industrial policies 

24. In order to accelerate industrial sector growth, the Government 
began in mid-1988 to implement an industrial sector adjustment program, 
which is being supported by IDA and other donors. The objectives of the 
program are to reorient industrial incentives with a view to improving 
the efficiency and the competitiveness of the industrial sector, 
increasing industrial exports, expanding industrial investment, and 
improving the performance of industrial public enterprises. Greater 
external orientation and efficiency in the sector will be attained 
through the reform of the trade regime. Industrial exports will be 
encouraged through an export promotion program as well as through a 
variety of other incentives. Incentives for promoting efficient 
investment wiil include strengthening administrative procedures, 
reducing inequalities in the tax system, and substantially reducing the 
scope of domestic price controls. 

25. The Government will reform the protective system for domestic 
industry to Lower and even out the structure of effective protection 
while making it more transparent. The authorities will attain this 
objective by continuing to follow a flexible exchange rate policy while 
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progressively introducing unrestricted licensing of imports and 
rationalizing and reducing tariff levels. Effective June 1988, the 
number of import schedules was reduced to three, with the third schedule 
subdivided into three categories. Under the new system, Schedule I 
contains primarily raw materials, intermediate inputs, and capital 
goods; Schedule II includes bulk import items requiring ministerial 
approval ; Schedule IIIA comprises high-priority items insufficiently 
available in domestic markets; Schedule IIIB contains items that compete 
with domestic output and lower priority items; and, Schedule IIIC 
consists of other competing imports, luxury items, and goods restricted 
for reasons of public health and safety. In June 1988, the Government 
announced that items on Schedule I (accounting for 32 percent of items 
and 42 percent of 1986187 imports), Schedule II (8 percent of items and 
36 percent of imports) and Schedule IIIA (20 percent of items and 10 
percent of imports) would be licensed without restrictions, once certain 
criteria (such as the accuracy of price information and other data 
provided in applying for import licenses) relating to technical 
considerations are met. In February 1989, in order to speed up the 
granting of import licenses and to monitor more closely the progress in 
the liberalization process, a modified system became operational that 
streamlines the import licensing process and provides timely and 
accurate information on import license applications, approvals of 
licenses, and corresponding foreign exchange allocations. The system is 
intended to monitor, inter alia, the speed and certainty with which 
import licenses are approved and to ensure that the corresponding 
foreign exchange is made available to the license holders. 

26. Since the issuance of the 1988-90 policy framework paper, the items 
contained in Schedules IIIB and IIIC have been modified, in order to 
better reflect the relative competitiveness of various domestic indus- 
tries. As a result of this revision, 98 items have been shifted from 
the original IIIC to the revised IIIB, mostly in the paper, iron and 
steel, soap, and dairy products categories. At the same time 278 items 
--mostly food, textiles, metal manufactures, and leather products--have 
been moved from the original IIIB to the revised IIIC. Schedule IIIB, 
which had contained 473 items accounting for 7.1 percent of import 
values, now covers 293 items accounting for about 5.6 percent of import 
values. Schedule IIIC, which had contained 651 items accounting for 
4.9 percent of import values, now covers 831 items accounting for 
6.3 percent of import values. By June 1989, quantitative restrictions 
on items in the revised IIIB will be replaced by equivalent tariffs, and 
these items will be subject to unrestricted licensing. For most of 
IIIC, unrestricted licensing will be introduced in two stages in June 
1990 and 1991. For reasons of national security and public health, a 
few items will be exempted from unrestricted licensing. In addition, 
unrestricted licensing of import items in the textile sector that are 
contained in IIIC, along with tariff protection, will be introduced once 
a comprehensive restructuring program has been implemented, with the 
assistance of IDA. Agreement with IDA on the scope and timing of a 
study to formulate the textile restructuring program will be reached by 
May 1989. 
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27. The Government is cognizant that in addition to liberalizing the 
system of import Licensing and replacing quantitative restrictions with 
tariffs, there is also a need to lower and even out protection to 
improve efficiency and to increase export incentives relative to the 
domestic market. Major steps in lowering and evening out effective 
protection will be taken during 1991-93, once quantitative restrictions 
have been lifted. The Government is currently undertaking a study to 
examine the impact on domestic industries of reducing protection for 
Schedules IIIB and IIIC, with a view to developing an action program for 
restructuring companies severely affected by lower protection. Anti- 
dumping legislation will also be reviewed for adequacy. 

28. In June 1988 the Government reduced the number of tariff categories 
from 25 to 17 to ensure that similar goods bear similar tariffs. The 
reduction was done primarily to tariff categories at the high end. At 
the same time, specific duties were reviewed, and where feasible, were 
converted to ad valorem rates. In June 1989 the number of base tariff 
categories (i.e., those excluding the tariff equivalents introduced to 
replace quantitative restrictions) will be further reduced to 12, 
resulting in a decline in the weighted average tariff for the items 
covered. 

29. An increasing share of Kenya’s future industrial growth and export 
receipts will have to come from manufactured exports. In line with this 
aim, in June 1988 the coverage of the existing export compensation 
scheme was widened to a larger number of items. At the same time, 
guidelines and procedures were initiated to expedite applications for 
manufacturing in bond and to ensure producers using this arrangement 
will have their import applications for raw materials processed within 
five days. Up to now ten manufacturing in bond facilities have been 
licensed. Moreover, the Government has acquired plots of land near 
Nairobi and Mombasa for export processing zones and has begun to discuss 
with interested donors the financing of such facilities. The export 
compensation scheme will be administered so as to ensure reimbursement 
within one month of exporting, and will be expanded to more items. In 
June 1989, the Government will design and start implementing a com- 
prehensive medium-term export promotion program. 

30. With a view to inducing additional foreign and domestic industrial 
investment, in June 1988 the Government Lowered the marginal effective 
tax rate for companies, established a one-stop investment facility at 
the Investment Promotion Center, amended the Foreign Investment Protec- 
tion Act to make transfers of equity and capital gains on the sale of 
assets more equitable, and allowed foreign exchange losses on loans used 
to finance fixed assets as tax deductions. Moreover, in May 1988 the 
prices of 20 products under the General Order were decontrolled. The 
remaining 20 products will be decontrolled in tandem with import 
liberalization. The new Restrictive Trade Practices, Monopolies, and 
Price Control Act, inter alia, redefines monopoly and limits the 
imposition of price controls to only those items produced under monopoly 
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or traded under restrictive conditions. Moreover, applications for 
price revisions of items that will continue to be price controlled and 
conform to the Determination of Costs Order will be processed within 90 
days. 

31. The Government’s aim for industrial parastatals and development 
finance institutions is to improve their efficiency through restruc- 
turing, divestiture, and improved monitoring and supervision. With the 
assistance of the World Bank, the Government has initiated studies to 
redefine the role of the development banks and develop a plan for their 
financial and organizational restructuring. The Government will also 
review existing data and reports to classify development finance 
institutions’ portfolios of industrial enterprises into those that need 
rehabilitation or restructuring, those that can be divested, and those 
that should be retained. Action plans based on these studies will be 
prepared, and implementation will begin in June 1989. For public enter- 
prises that will be retained in the public sector, the Government will 
by June 1989 clarify and streamline their monitoring system, with a view 
to allowing them greater flexibility while providing line ministries 
with timely and relevant information about their performance. 

Exchange rate policy 

32. To ensure Kenya’s external competitiveness, support the import 
liberalization program, and strengthen the overall macroeconomic policy 
framework, the Government is determined to continue to pursue a flexible 
exchange rate policy. The Kenya shilling, which is pegged to a basket 
of currencies, was depreciated in real effective terms by almost 12 per- 
cent between end-June 1987 and end-December 1988. This flexible 
approach to exchange rate policy will be continued during the period 
1989-91 in the light of periodic program reviews of developments in 

. . 
export competitiveness, p rogress in liberalizing the trade regime, 
trends in the current account and external reserves, and changes in the 
medium-term external outlook. 

Agricultural policies 

33. With the objective of promoting an acceleration of agricultural 
growth, the Government has since 1986 been implementing an agricuLturaL 
sector adjustment program. The program aims to rationalize the role of 
government institutions and interventions in the agricultural sector. 
Under the program, the Government will concentrate its efforts in 
creating a more favorable environment for the private sector to take up 
the role of providing those agricultural services that the private 
sector can most efficiently provide, notably output marketing and input 

SUPPLY 9 Simultaneously, the Government will continue to strengthen 
provision of research and extension. Government and private efforts are 
geared toward increased use of fertilizers, pesticides, and animal 
health services, as well as greater farmer knowledge reflecting improved 
extension services, which will increasingly take into account the 
special needs of women farmers. These efforts are expected to resuLt in 
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relatively high agricultural growth rate in the years ahead and lead to 
the attainment of the Government’s objectives of (i) increasing 
employment in the agricultural sector, (ii> promoting agricultura 1 
exports, and (iii) assuring adequate food supplies. 

34. The Government’s general objectives in the area of output pr 
and marketing will be to continue to provide price incentives to 

icing 

producers; expedite payments to farmers by marketing boards; promote the 
development of marketing channels; decrease any general consumer food 
subsidies implicit in the domestic price structure; and provide for food 
security. Specific measures for the different agricultural products 
will be as follows: 

(a) For grains (maize, wheat, and rice), the Government will 
continue to announce around February of each year floor producer prices, 
taking into account import and export parity prices as well as domestic 
costs of production. The implicit subsidy of maize meal will be phased 
out in mid-1989. With the objective of reducing the fiscal burden of 
public sector grain marketing operations and increasing the number of 
participants in the system, the Government has defined more clearly the 
roles of participants in the system, begun implementing an organiza- 
tional and financial restructuring of the NCPB, and developed an 
efficient system of monitoring the availability and distribution of food 
grains. A detailed five-year timetable for implementing the cereal 
sector reform has been formulated and the support of the EEC for this 
reform during the next three years has been secured. The plan calls for 
management reorganization, financial restructuring, market development, 
and institutional support. Budgetary allocations to the NCPB have 
already been limited to requirements for maintaining food security and 
stabilizing markets; cooperatives and private traders have been licensed 
to trade in maize; the target stock of maize to meet security require- 
ments has been set; and a significant number of NCPB’s buying centers 
has been closed and its redundant staff dismissed. A computerized 
system for monitoring stocks and shortages in each district has been 
introduced; grain distribution has been improved; and work has started 
to seek ways to reduce the NCPB’s large stocks. Since July 1988, the 
Kenya Grain Growers Cooperative Union, other cooperatives, and small 
maize traders licensed by the NCPB have been allowed to buy up to 
20 percent of the marketed maize directly from the farmers. These 
alternative marketing channels will be further developed and the NCPB 
will eventually become the holder of strategic reserves and buyer of 
last resort. The Government is also developing a comprehensive food 
security plan. 

(b) For the major export crops, coffee and tea, the current system 
of flexible producer pricing based on export auctions will be con- 
tinued. A pilot effort to improve the timeliness of coffee payments to 
farmers was initiated, and the new system is currently being tested with 
a view to replication. In 1987 the subsidization of domestic tea 
consumers was sharply reduced and, beginning in 1988, consumer tea 
prices are no longer subsidized. 
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(c) In order to reduce the cost of production and processing, the 
Government has started a series of studies of the sugar industry, as a 
consequence of which the South Nyanza Sugar Company (SONY) has made 
considerable progress in organizational restructuring and improvements 
in its financial and management procedures. A financial restructuring 
plan for SONY was approved in November 1988 and implementation will 
start with the 1989190 budget, which will contain the needed authority 
to carry out debt liquidation. 

(d) The overdue payments of the Cotton Lint and Seed Marketing 
Board have been cleared and in mid-1988 the Parliament approved the 
Cotton Act, which eliminated the Legal monopoly of the Cotton Board. 
The Government is reviewing its policy toward the cotton subsector. A 
new cotton pricing system based on auctioning, which fully takes into 
account variety and quality differentials, will come into effect in 
1989. 

(e) The Government is deregulating milk marketing in areas where 
Kenya Cooperative Creameries (KCC) does not operate and it is also 
expediting payments by the KCC. 

35. In the area of input pricing, the Government’s general objectives 
are to liberalize the import system, improve distribution incentives, 
assure the supply of seeds, phase out subsidies for livestock services 
while upgrading the quality of these services, and promote the develop- 
ment of input distribution channels. Since 1986 the Government has 
increased the number of distributors and end users receiving fertilizer 
allocations, improved and streamlined the system for allocating import 
licenses for fertilizers, and increased the retail margins to provide 
adequate incentives for distribution of fertilizers to rural smallholder 
areas. As a consequence of these measures, the availability of 
fertilizer at the farm level is estimated to have increased by about 
40 percent since 1984. The Government will continue in the near future 
to regulate fertilizer pricing and marketing in view of the importance 
of donor-provided fertilizers in the fertilizer supply. This will be 
done, however, in a manner that will relax constraints on private 
fertilizer trade. In November 1987 a revised pricing system was intro- 
duced based on benchmark international prices and adequate marketing 
margins; it provides a common basis for pricing both donor-provided and 
commercially procured fertilizer. The Government has also prepared a 
fertilizer policy paper, which provides a framework for the long-term 
development of marketing and pricing arrangements. The paper includes 
measures for further Liberalizing the allocation system, and introducing 
guidelines for the use of donor-financed fertilizer. The Government 
will fully implement these improved policies and procedures in 1989. 
User charges for seed certification have been raised and retail margins 
will be increased during 1989. Fees for livestock dipping and arti- 
ficial insemination services have been sharply increased; since 1988, 
clinical veterinary services have no longer been free and prices for 
veterinary drugs have been set at full retail levels. 
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36. The Government is increasing funding for agricultural extension, 
especially transportation, training, and other nonwage expenditure in 
order to disseminate improved agricultural technologies more effec- 
tively. Overall allocation to the agricultural sector has been 
increased in real terms during the last two years. The 1988189 budget 
and the draft Forward Budget for the next three years provide increased 
funding for the high priority programs in extension, research, and 
animal health services, while reducing the allocation to parastatals. A 
study of manpower requirements in the Ministries of Agriculture and 
Livestock Development has been completed. The study’s recommendations 
focus on containing the high proportion of personnel costs and in 
ensuring enough funds to cover nonwage operating costs. The action plan 
recommended by the study will be implemented beginning with the 1989190 
budget . The Government has already restructured the Kenya Agricultural 
Research Institute to provide it with adequate authority and methods for 
managing priorities in the national agricultural research program, with 
particular emphasis on adaptive research and regional programs. 

Infrastructure 

37. Compared with most African countries, Kenya has a relatively good 
infrastructure. During the next three years, expenditure on infra- 
structure will be directed not only at increasing maintenance but also 
at generally meeting the growing demand stemming from the projected 
growth of the economy and population. Particular emphasis will be 
placed on improving infrastructure in secondary towns planned as centers 
of rapid growth in employment. In the power sector, the Kiambere hydro- 
electric project (144 Mw) was commissioned in 1988 and the Turkwel Gorge 
(106 Mw) hydroelectric project will be completed in 1991. Kenya is also 
developing geothermal energy, which is expected to add 280 megawatts to 
the national grid by the year 2005. A Power Sector Master Plan that 
provides for least-cost sequencing of future power projects has been 
completed; the plan provides a framework for donor assistance to this 
sector. Under the World Bank’s Geothermal Development and Energy 
Preinvestment Project, the Government will undertake a comprehensive 
study of energy pricing policy, taking into account the effects of 

. . 
existing taxes, price controls, and government regulations, in order to 
develop a price structure that will enhance efficiency in the supply and 
distribution of energy. In the water supply sector, the Government has 
a target to provide water near every home by the year 2000. Currently 
the Government is preparing a Nairobi Water Supply III project, 
construction of which will begin in 1989, and is continuing to implement 
the rural water supply program with the support of a number of donors. 
In the transportation sector, the focus is on necessary resealing of 
existing bitumen roads and regraveling of existing gravel roads and on 
improving farm-to-market rural access roads. Moreover, in order to 
reverse the recent declining trend in the Kenya Railways’ operating and 
financial performance, a recovery program has been initiated, which 
includes institutional reform, expanded training, and essential 
equipment and spares. 
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38. For the power-generating projects and Nairobi water supply, pricing 
policy will continue to ensure an adequate rate of return. For rural 
electrification and rural water supply, consumers will be expected to 
pay operating and maintenance costs but not necessarily capital costs 
since most of the capital costs are financed by grants from donors. 

Population and human resource development 

39. Although Kenya’s fertility and population growth rates remain high, 
there are preliminary indications of considerable progress in the impl.e- 
mentation of the Government’s population program. There has recently 
been a small but significant decline in the desired family size and an 
increase in the proportion of married women who wish to have fewer 
children. The number of acceptors of all types of contraceptives has 
been steadily increasing and the contraceptive prevalence rate appears 
to have risen substantially during the past four years. This progress 
has been due to a number of factors, including: (i> the strengthened 
political support for the population program from all Levels of the 
Government, (ii) the increased effectiveness of the National Council for 
Population and Development, (iii) the expanded role of nongovernment 
organizations in the provision of family planning services, and (iv) the 
development of a multisectoral approach involving key ministries such as 
Information, Education, Culture and Social Services. This blend of 
activities is being supported by IDA’s Population III Project, which 
came into effect in May 1988. 

40. The health and education sectors are affected by serious financial 
problems and imbalances in the pattern of government expenditures. The 
steadily rising share of personnel costs in total expenditures has led 
to insufficient supplies of complementary inputs and consequently to a 
decline in the quality of service. Moreover, government expenditures 
are biased toward curative care and higher education. Given the absence 
of a systematic and efficient policy for user charges and cost recovery, 
the pattern of expenditures has tended to benefit disproportionately 
middle-income and urban groups who are better placed to utilize these 
subsidized services, especially hospitals and universities. 

41. The Government plans to adopt a phased approach to user charges 
both in the health and education sectors. In 1988 user charges were 
introduced at the Kenyatta National Hospital in Nairobi. In the period 
ahead, this approach will be followed in other government-owned 
hospitals. Moreover, the Ministry of Health has been developing a 
national health plan and reviewing its organizational structure. In the 
education sector, the recommendations of the Presidential Working Party 
on Education and Manpower Training on measures to control expenditures 
on education were presented to the Government in 1988 and have been 
accepted in a Sessional Paper. The reform program for the sector will 
involve increasing fees (particularly for higher education), reducing 
costs and improving cost-effectiveness, increasing the provision of 
vocational and technicaL training, and improving organization and 
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management in the sector. The implementation of the program will begin 
not later than with the 1989/90 budget. 

Environment 

42. Kenya’s environmental problems stem largely from the pressures that 
rapid population growth exerts on the limited resources. These environ- 
mental pressures are imposing severe constraints on production in the 
country’s agricultural and livestock sectors and contributing to the 
destruction of wildlife and natural habitats. Environmental problems 
constraining agriculture include degradation of arable land through 
reduced fertility and water-holding capacity, coupled with a reduction 
of dry season water resources , particularly for irrigation. Soil 
erosion is the main cause of arable land degradation. Increased 
upstream offtake of water and reduced replenishment of ground water are 
the direct consequences of changes in forestry cover. Kenya’s forest 
lands, in both the highlands and the lower semiarid areas, are being 
reduced by encroachment by farmers and pastoralists, and indiscriminate 
harvesting. Despite widespread tree planting, the standing stock of 
wood is being depleted by about 1 percent annually. In view of these 
developments, the Government has begun a forestry and reforestation 
program. The program, which is being supported by IDA, aims to 
strengthen forest legislation, increase resources for forest protection, 
and promote farm and social forestry as well as peri-urban fuelwood 
plantations. 

43. The principal conservation issues include the poor management of 
wildlife resources, which has resulted in a worrisome reduction in 
numbers , largely through poaching, and the destruction of natural 
forests, which has reduced natural habitats. Kenya’s wildlife is a 
valuable and replenishable natural resource that makes an important 
economic contribution directly and indirectly as a tourist attraction 
and a source of employment. The Government is currently preparing a 
wildlife program aimed at strengthening management and conservation 
efforts. 

IV. Social Impact 

44. Since the magnitude of prevailing economic distortions and 
imbalances is less in Kenya than in most other African countries that 
have currently embarked on adjustment programs, the structural reforms 
required and their potential social impact are correspondingly 
smaller. Moreover, many of the reforms being implemented will directly 
benefit lower-income groups, such as agricultural smallholders. Never- 
theless, the Government recognizes that there may be adverse effects on 
some groups. In order to minimize possible social costs of the adjust- 
ment program, the Government’s reform measures are being applied in a 
gradual manner and are aimed at encouraging supply responses, which 
can reduce the impact of price increases and subsidy reduction on 
consumers. Overall, the program is designed to sustain the economy’s 
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recent growth momentum and to permit a modest increase in real per 
capita consumption (0.3 percent annually). 

45. The potential adverse effects arise primarily from three sources: 
pricing policy, industrial restructuring, and budget rationalization. 
Since low-income urban families spend about 40 percent of their income 
on food, they are Likely to be adversely affected by the ongoing 
reduction in consumer subsidies implicit in the evolution of the 
domestic price structure. For a number of food items, however, the 
margin between producer and consumer prices is partly attributable to 
inefficiencies in the marketing system. To the extent that these 
inefficiencies are reduced, the impact of lower consumer subsidies would 
be mitigated. Moreover, most of Kenya’s poor are agricultural producers 
and will therefore reap the benefits of higher producer prices while 
being relatively unaffected by increases in urban food prices. 

46. For a number of reasons, the impact of price decontrol for manu- 
factured products on consumers is expected to be relatively moderate. 
First, supply response combined with consumer resistance can effectively 
limit the extent of price increases, as demonstrated by the recent 
experience with decontrol of meat prices. Second, increased avail- 
ability of competing imports for many of the decontrolled items would 
tend to dampen possible inflationary pressures. Third, over the longer 
term, price decontrol is expected to promote increased capacity 
utilization and encourage new investment, which would further reduce 
pressures for price increases while generating additional employment. 

47. Aided by appropriate restructuring, much of Kenya’s import- 
substituting industry is sufficiently efficient to withstand increased 
import competition. Moreover, the envisaged measures in this sector 
would be sequenced in such a way that expansion in newly favored 
activities will take place before or simultaneously with contraction of 
activities affected by reduced incentives and protection. In parti- 
cular, measures to increase the level and efficiency of investment 
(price decontrol, import liberalization, export promotion, capital 
market development) are being implemented early in the program period, 
while the lowering of tariff protection will take place in later years. 

48. In the budgetary area, the planned measures to reduce budgetary 
transfers to parastatals and to limit the rate of growth of government 
expenditure will mean that the public sector will no longer be a major 
source of employment growth. While the resources thus released will 
permit a more rapid expansion in private sector employment, particularly 
in the context of sustained economic growth, there will nevertheless be 
the need to phase such a reduction in a manner that minimizes any 
adverse social impact. 
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V. External Financing Requirements, 1989-91 

49. The adjustment policies to be pursued during the program period are 
expected to progressively reduce the current account deficit, excluding 
grants, from 7.8 percent of GDP in 1988 to 5.7 percent of GDP by 1991. 
During the same period, gross international reserves are targeted to 
increase steadily from 2.1 months of nongovernment imports to 3.0 
months. Kenya's gross external financial requirements during 1989-91, 
consisting of the current account deficit (excluding grants), debt 
amortization, and necessary increases in reserves are expected to be 
about USS3.2 billion. In mobilizing these resources, in order to 
achieve a progressive decline in the debt service ratio (defined in 
terms of exports of goods, nonfactor services, and private transfers) 
from 32 percent in 1988 to 24 percent in 1991, the Government intends to 
restrict the contracting or guaranteeing of new nonconcessional loans to 
US$lOO million annually. 

50. Disbursements from existing grant and loan commitments are expected 
to be USS1.2 billion. New grants and loan commitments from official 
sources are expected to yield disbursements amounting to USS1.3 billion 
over the 1989-91 period. Adding the proposed ESAF arrangement, and 
projected disbursements from other private sources, total disbursements 
from expected new commitments are projected at USS1.8 billion. This 
leaves a financing gap of USSO. billion over the three-year period. 
The Government expects to fill this gap with the Financial Sector 
Adjustment Credit and the associated Technical Assistant Credit from IDA 
(together amounting to US$125 million) and by mobilizing additional 
finance from bilateral sources, including possible cofinancing for IDA 
adjustment lending. 

51. For the first year of the program, 1989, Kenya's gross external 
financing requirement is expected to be about US$l.l billion. Grant and 
loan commitments are expected to yield disbursements amounting to some 
USSO. billion, of which about one third is in the form of grants. Of 
the disbursements in the form of loans, around USSO. billion relates to 
program lending, mostly from IDA and associated cofinancing, and includ- 
ing the IDA reflow, commercial borrowing accounts for less than 
US$O.l billion, while the remainder is taken up by various project 
loans. With the addition of the proposed ESAF arrangement, and pro- 
jected disbursements from other private sources, total disbursements in 
1989 are projected at US$l.O billion. This leaves a financing gap of 
less than US$O.l billion, which the Government expects to fill with the 
first tranche of the Financial Sector Adjustment Credit from IDA, 
including its cofinancing. 
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Export incentives. 

PtcmLe invest.nmL 

Reform IndusLtial cublic 
enterprises. 

MjJSl fiscal posittal. 

*Reduce the nu+r of Lartff 
levels to 12, minly at Lhe 
top of Lhe range, so as 
LO reduce Lhe wighled 
aw22r-age rnttff for iLeTs on 

WrduLes 1, II, and IIIA. 

P&xe the weIghLed average 
tariff of Schedule III 
accord@ LO amnun LO bz 
agreed under Lhe pmpsed 
second Industrial SXLOI 

bdj~stmn~ Ctedlt. 

*Strengthen Lhe adndnlsttxtcn 
of the exmft coqzensation 
sche to mske pa>nenLs ptcql 
and reliable. 

*LnplenrnL exwn processing 
ton?, suhjxr LO donor 
SUppXl. 

*Establish oneslop in~vesuren~ 
cenlet aL lnvesLm3L P7umLlon 
CenLcr LO slrevnli~ invesl- 

mn~ approval procedures and 
to issue lnvesmnl 
gufdelines. 

*E&ahLlsh cleat ctlLeria for 
issuing and rem.lng wtk 
pemdts. 

*IkLendne enlerptises 117 
&wlormnL firuoce insliLe- 

tkm-' porLfollo5 LO b? 

testtwuxed ot divesled. 
Define ptIxedures for 
testmcturing and divestllure, 
taking inL0 accaux 
inbigenizatial. 

*&gin tmplemnLing Lhe agreed 
ClassiflcaLfcn. 

*Clarify and slremLlne lhe 
monirottng OF ln&sLtial 
plhlic enletpt-lses. 

Pepln LO wasare plhlic sector 
def !cLLs. 

June 19S9. 

Jme 1990-June 1993. 

CiXlLhWUS. 

Jme 1959. 

.Iuw L9%-June 1959. 

Jum 1959. 

lW9. 

.June 1989. 

.lune 19x9. 

GJnLinrous. 

1wwO. 
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Kenya: Smty and Tire Frame for ‘bcroeconwnlc and 
Sttuclural Pdjustwnt l’oLicies, 1989-91 (conLinued) 

Objectives and Strategies and 
targets rreasures 

Locrease the effecLiveness of 
expenditure in achieving its 
objectives, while Lwering the 
Level of cenLraL govetmwnL 
expendit- in term3 of Gw. 

Fleasure Lhe econunlc caxposi- 
tion of expenditure in the 
annual esttires and forward 
t&get processes, Ear omgraras 
(sub-totes), ndrd3trie.3, and 

the Central Gwemmnt as a 
whole. 

.luw 1989. 

FonruLale training, recruil- 
rent, and empLoywnL VLicies 
with the obJecLive of reducing 
the gtacth of govetnm?nL 
employrent, and gradually 
reducing the stuure of lhe 
tdgel claimd by pxsonnel 
expenditure. Fte&ce intake 
i”L0 civil service of pre 
service trairxzes and reorienl 
training tnslltution3 lo mxe 
h-service Lratning. Reeled 
presservice training allowance. 

Beginning In 1%9/90. 

tt3ve mtnislties plan sLaffing 
levels as pvt of forward 
Mget otocesse3. 

Stats in 1989. 

Increase real nor623ge 
operaring and ~~inlenance 
expendltutes in ptiotiLy 
S~CLO~S, tncluding road 

mainLenance, agrtcullural 
semices, educaLion, and 
health and walef supply. 

July of each yar. 

FomulaLe a Public %cLor 

Projecl Lisi, distinguishing 
ongoing fnlm ww projects, 
with ptopcis corresponding LO 

IxxigeLar~ subka& and costed 

OUL on the assunpLion LhaL 
they will lx fmplerienled 
expeditiousl;r. FonrulaLe A 

PubLic Fixed InvesLmnL 

program embracing the capital 
expenditures of tnth Lhe 
Cenltal GzwenarenL awl 
selected nonf lnancial 
paraStaLd.3. 

t!egidnp, in 1983/90. 

MsLtnguish Lrilnsfers lo 
palastatals in the IxdgeL 
docuwnts as to whelher Lky 

are gtanL3 01 1031X, Lo 
flrxance ocetaling losses, 
caplial folmLiln, of lending 
to Ein3nce capiLa1 fomLinn. 

Annually. 



Dbjectlves and S~raLegles and 
targets -3UeS 

Tltig 

4. Public enterprises 

increase revenue while 
reducing distncentive aspects 
and improving atinistratioo. 

Establtsh govemwnt 
objectives; iqxove flnmctal 
perfonmnce; reduce transfers 
fm central GJvetmTent. 

5. kmetaty and fimncial 

policy 
Move tward greater reliance 
cm mt-ket forces in mbillzing 
and allocating financial 
resources. 

ImplmmL tax nvdemlzaLlln, 
tich would trrlude ccm- 
pterizatim and other 
administrative frrprwmwnts ln 
Lhe revenue-collecting depart- 
n~nts, and Inqmxe poLicy 
fonmlatim caruhiUttes. 
(See also tax aswcts of 
itistrtal sector and 
firuncial sector adjusLrwnL 
pnJgrm). 

Lntrodwe/mise wr- ctmges 
for edwatlm and health. 

Fomula~e ,a policy frmrk 
for pblic enterorises. 

&yin LO mni~or the f lw of 
funds for seleclwl 
nonfirmci;ll mhlic 
enteprlses, and the 
consolidate plbllc sect01 
defidt. 

Cl;lrify the C>vemrrrn~‘s 
position as a credtLor of 
PhLic enw~prisrs by cake 
gorizirlg Lhe GrwtmoL’s 
pxLfoLi0 of lams LO 
pata.stataLs as prfotmlng ot 
nonpxfomlng and s~riccly 
enforcing collection of lams. 

lhintain wsltive real 
Interest rates. 

*Raise the muimm lending 
rate for ccmmrclal txmks Lo 
18 percent for lwms with 
wturities of fox years 01 
mr-e . 

*AlLcu interest rates to be 
mtket determired. 

19v-90. 

1959-90. 

19x9/9@-lW1/92. 

1989. 

.Juw lW9. 

1989. 

ADor 1989. 

.Jum 1991. 
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Kenya: Summy and Tim Fraw for ?kwxceconomdc ard 
SLtwlual M$stwnt PoLicles, 1989-91 (continued) 

Objecttves and StraLegles and 
targets Teasures 

6. pricing policy 

Inplerent mmetary orograming 
and active use of lndtrect 
rronetaty wlicy instmnts. 

*Intm&ce reserve mmey 
wrmgeuent and active use of 
amilable mmetaty p3Licy 
instnments through the 

Monetary Policy CmmlLtee. 

*Strengthen the tenrlrring 
mchdsm for treasury bills 
and bands. 

*Lmptove the Central Bank’s 

dlscwnt facility. 

*Refine the design of metar?, 

policy instmmLs. 

Remwe ioeffictencies in the 
fhmcial system. 

Zolplenent all the provIsions 

of the ammdrent to the 

Flankirrg Law. 

*Prepte tevlsed Ranking Rill. 

*Strengthen central tmk 
suprvistm OE lmking 
institutions, by dewlootng 
st&rdlzed f imncinl 
repming fomlla, WritLen 

examfnxim and inspection 
procedures, and appropriate 

provislo”lng guideliws. 

*Increw the Central Bank’s 
supen~sim staff and develop 
for it sutcable training 
pmgrars . 

“Prepsre tl?muxtig program 

for waker Lxmks. 

Fmcurage developwn~ of 
capital nmm+.eL. 

*Esubllsh a Goital Markets 
Developrent Authority. 

*bve the &pita1 Issues 
CamdLLee’S jurltiicLlo” over 
pricing of dcmstic equities. 

*Pmpxe masutes ~a reduce 
tax disInce”Llves LO holding 
and isarlng securi~les. 

*F&gin ilriplmentl”g Lhe 
proposed tax masutes. 

*hpIemnL appropriate 

investor proLecttm neasutes. 

*Revieu imrestmmt ,&dellnes 
for tnsurance cmwnies to 

incre3se the p,nLon of 

securtttes allwed in the 

kirobi Stock Fxhange. 

Strengthen lretke~ forces in 
the ptlcfTsetti”g llechsnism. 

*Adjust consurer orices of 
maize, wheat flolr, a”d rice 
in Line with oroducer prices 
with a vfew to avotdtng 

sutsidies. 

Am11 19nv. 

April 1989. 

April 1969. 

GJ”Li”WuS. 

19% and 1939. 

April 1989. 

4nr11 1989. 

mnLirpous. 

.April 1989-&xi1 lwl. 

1989. 

1989. 

Amil 19% 

June 1990. 

Aoril 1%. 

April 1990. 
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Kenya: Smry and Timfmm for :!xrwcmcndc and 
Structutal Adjmtmnt Policies, 198!+91 (concluded) 

Objectives and Strategies and 
targets masures 

Timing 

Start elimlnatfng subsidies m 
vegetable oil. 

*Fkimve temining price 
contmLs on item under the 
General Order, except for 
itells produced by lmno~lies 
as defined under the kxstric- 
tive Trade Practices, 
knopolies and Price Control 
Act, in tanden with import 
l.ibetalization. 

1989 -Juw 1991. 

*Refers to fmxmces already incorporated in agreemnts vfth the Mxld Bank. 
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Table 1. Kenya: External Financing Requirements, 1988-91 

(In millions of U.S. dollars) 

1988 1989 1990 1991 

Total financing requirement 
Curtent account, excluding 

official transfers 
Public MLT debt amortisation L/ 

Of which: World Bank/IDA 
IMF repurchases 
Change in reserves 

Disbursements from existing 
commitments 
Grants 
Public MLT loans 

Bilateral creditors 
Multilateral creditors 

Of which: World Bank/IDA 
Of which: adjustment lending 

Private creditors 
Other capital (net) 

Disbursements from expected new 
commitments 
Grants 
Public MLT loans (excluding IMF) 

Bilateral creditors 
Multilateral creditors 

Of which: World Bank/IDA?/ 
Private creditors 

IMF - ESAF 
Other capital (net) 

Subtotal 

Initial financing gap 

Disbursements from expected 
IDA adjustment lending 4/ - 

Cofinancing 

Residual financing gap 

1,086 

655 
314 
(88) 

90 
27 

1,081 1,070 

609 580 
282 314 
(97) (109) 
135 106 

55 70 

1,086 592 379 
274 160 60 
850 432 319 
228 115 85 
549 21 242 154 
w4- (98) (102) 
(90) (102) (--I 

73 75 80 
-38 -- -- 

-- 421 574 
99 191 
177 215 
117 132 

(2, (74;) 
25 10 

112 112 
33 56 

-- 
-- 
-- 
-- 

(--I 
-- 
-- 
-- 

1,086 

-- 

-- 

-- 

-- 

1,012 

69 

55 

14 

-- 

954 

116 

55 

16 

45 

1,038 

531 
360 

(113) 
41 

106 

212 
30 
182 

54 
108 
(73) 
(--I 

20 
-a 

781 
249 
347 
144 
123 
(91) 
80 

112 
73 

993 

45 

15 

10 

20 

Sources: Data provided by the Kenyan authorities; the World Bank; 
and staff estimates. 

l/ MLT, medium- and long-term. 
T/ Includes US$176 million in disbursements under stand-by and SAF 

arrangements as well as the compensatory window of the compensatory and 
contingency financing facility. 

3/ Project lending only. 
71 Financial sector adjustment credit and associated technical 

asyistance credit. 



- 30 - 

Table 2. Kenya: Key Indicators, 1985-9 

1985 1986 1987 1988 1989 1990 1991 
Actual -E-i- . . ProjecLions 

GDP at markeL ptices (growLh rake) 4.1 5.8 5.0 4.9 5.1 5.2 5.4 
GDY gtowLh raLe 1/ 0.6 8.2 2.0 5.7 4.9 4.8 5.h 
GDP/per capita growth rate 0.2 1.9 1.1 1.1 1.3 1.4 1.6 
CDY/per capita growth fake l/ 3.2 4.2 -1.8 1.9 1.1 1.0 L.9 
Consumption/per capita grovih raLe -0.9 -- 2.4 1.6 0.1 0.3 0.5 

Inflation rate (end period) 2/ 
Real effective exchange raLe- 

depreciation (end period) 

10.5 4.3 6.6 10.4 8.0 7.5 5.5 

-12.5 -4.0 -14.0 -2.6 . . . . . . . . . 

Total domesLic credit 
(growI.h faLe) 3/ 

NeL credit to Government 
(growth rate) 3/ 

Credit to other sectors 
(growth rate) 3/ 

Broad money (growth rate) A/ 

21.9 28.2 10.2 13.7 8.0 8.5 6.9 

32.3 59.5 0.1 12.8 5.6 3.9 -- 

17.6 13.9 16.7 14.2 9.3 11.0 10.2 
21.8 21.5 4.0 17 .n 12.3 11.0 10.7 

DebL setvice (in U.S. dollars) 477 573 608 61r4 658 665 669 
Debt service/Exports A/ 28.0 28.7 33.2 31.7 29.3 27.3 24.0 
DebL service/GDP 8.0 8.0 7.6 7.6 7.6 7.6 6.9 

Gross investment/GDP 20.7 22.4 25.0 24.3 24.3 24.7 24.R 
Domestic savings/GDP 19.6 22.5 19.9 19.2 20.1 20.9 21.9 
National savings/GDP 17.2 19.8 17.0 16.5 17.3 1R.l 19.1 
Marginal national savings rate 0.4 0.4 -0.1 0.1 0.3 0.3 0.4 
Public invesLment/CDP 5/ 7.0 8.1 7.6 7.6 7.5 7.4 7.3 
Government savings/GDP- -0.2 -0.7 -0.2 0.7 0.7 1.1 1.5 
Private investment/GDP 10.9 11.9 12.6 13.2 13.3 13.8 14.0 
Private savings/GDP 17.5 20.5 17.2 15.9 16.6 17.0 17.6 
Public/Private investment raLio 64.0 68.2 60.5 57.4 56.2 53.6 51.q 

Government revenue/GDP A/ 
Grants/GDP 3/ 
Governmen expenditure/GDP_2/ 
DeficiL/GDP 31 61 
DeficiL/GDP 7/ z/ ?/ --- 

Export growth rate A/ 
Exports/GDP 81 
Import growth rate &/ 
Imports/GDP z/ 
Current account (in millions 

of U.S. dollars) 7/ 
Current account/GDP-7/ 
Current account (in Zllions 

of U.S. dollars) 9/ 
Current accounL/GDP-z/ 

22.6 22.5 23.2 23.8 24.1 24.3 ‘4.5 
1.0 1.3 2.1 2.4 2.5 2.h 1.5 

29.7 31.9 29.6 30.7 30.8 ?0.6 30.2 
5.4 7.6 4.0 4.5 4.2 3.7 3.2 
6.4 8.9 6.1 6.9 6.7 6.3 5.7 

-3.5 4.1 -17.5 6.8 7.8 7.2 9.4 
26.3 27.1 25.8 22.3 23.9 25.7 26.7 
-4.3 1.4 1.3 4.5 3.1 4.7 6.0 

-25.6 -26.9 -25.9 -27.4 -28.1 -29.5 -29.7 

Cross official reserves 
(months of nongovernment 

imports) 

-200 
-3.3 

-90 
-1.5 

3.4 

-221 
-3.1 

-72 
-1.0 

3.7 

-642 -655 -609 -5R0 
-8.0 -7.8 -7.0 -6.6 

-483 -380 -350 -329 
-6.0 -4.5 -4.0 -3.7 

2.1 2.1 2.3 2.h 

-531 
-5.7 

-251 
-2.7 

3.0 

Sources : Data provided by the Kenyan authoriries; and sLaFF esLimaLes. 

1/ GDP at constant prices adjusLed by gains and losses Ftom changes in Lerms of Lrade. 
T/ Nairobi consumer price index. 
T/ Year beginning July 1. 
T/ Rario of public debL LO exports of goods, all services, and privale rransfer receipts. 
T/ Public includes cenlral government, municipalities, councils, and parasLaLals. 
x/ Figures do not add up because of adjustmenL to cash basis. 
i/ Excludes grants. 
x/ Exports and imporLs defined as tncludlng nonfactor setvices. Growth rakes ln telms of 

SD%. 
91 Includes granLs. 


