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18. SUMMARY OESCRIPTYION

The purpose of this Structural Adjustment Program Grant Amendment is to

provide additional balance of payments and budget support required by the
Government of Kenya while it continues to promote the structural changes

needed to redress the underlying problems of the economy. The Grant consists
of a commodity import program and consultant services. Counterpart shillings
resulting from the program will be used for mutually agreed development
activities in the public and private sectors. (Cont'd.)
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The proposed grant will provide $34 million of balance of
payments support to enable Kenya to continue its structural
adjustment program. This program level will contribute
approximately 7 percent of the §520 million of annual gross ;
commitments of total donor assistance requlred during 1984-85.u
§6 million will be utilized for technical assistance and L
supporting coumodities to help implement announced structural
adjustment policies. Shilling proceeds generated by the §34 .
million Commod1ty Import Program will be applied in part to the;
budget , and in part to private 1nst1tut1ons, for mutually "
agreed upon development purposes in the areas of rural
development, agricul tural development, rural private
enterprise, housing, health, and family planning.

A comuodity import program grant in the amount of 334
million and a technical assistance grant in the amount of $6
million to the Government of Kenya are hereby authorized = :ii .
sub ject to the following terms and conditions to be 1nc1udedy1n
substance in the Grant Agrec:ment. These conditions and -
covenants are in futherance of the conditions and covenants
agreed to in, the FY 1983 Structural Ad justment Grant.

Conditions Precedent to Disbursement: Prior to
disbursement of funds under the Grant, or to the issuance of v
documentation by A.I.D. pursuant to which disbursement will: be';
made, the Grantee will furnish to A.I.D., in form and substancei
satis factory to A.I.D., except as A.I.D. may otherwise agree in!
writing, the follow1ng

Agriculture

(1.) 1In order to promote increased rural incomes and
investment , the controls on the distribution and sale of. ma1z
between districts shall be reduced. Specifically, the

Government shall increase the limit on the number of bags o:
maize that can be shipped by private traders between d1str1 t
without need of permits, from three to ten bags. The .
Government shall make a public announcement of this action.

Fam11y Plannlng

(2 ) In order to lower costs to consumers and promote the f
d13tr1but1on, sale and use of fam11y plannlng commod1t1es, the i

‘Renya Government shall waive all import duties and e11m1nat” v
taxes on commodities used for family planning serv1ces{‘;A_"‘M
’pub11c announcement to this effect w111 be made 1n Juneeo




dif

Tradexf

(3 ) In order to promote private investment and trade,
the Kenya Government will direct that all applications for
licenses to import goods on Schedule IA will no longer be
reviewed by the Import Management Committee for overstocking.
A public announcement of this action will be made by the end of
July 1984, :

(4.) 1In order to speed import approvals, the Kenya
Government will direct that a schedule for the 1mplementat1on
of the system for annual allocation for imports listed on ,
Schedule IB will be established, and will provide USAID a copy
of the implementing instructions.

(5.) In order to speed export procedures, the Kenyan o
Government will implement the "Green channel” documentation
procedure for exporters by which exporters can. obta1n complete
documentation for export approvals from Government in: one
office. The Government will anrounce this actlon, rnclud, ey
advice to exporters ‘on where to submit applications. for export

approvals.

The Sh1111ng Counterpart Program

(6 ) The Kenya Government w111 open a spec1
into whxch sh1111ng deposlts as agreed w111 be depoammj_

Commodlty Import Program

The Government W111'prov1dew

(7a.‘ ;Aillst of a11 1mponters;reglster d with:
and Exczse Department-f '

(7b ) Coples of the Letter of@Inv1tat1on to part1
the program to each reglstered commerc1a1 bank 1n Kenya'

(7c.)f Coples of,l tters)tomreglstered commerclal“‘
notifying them of: the1r ‘gelection to participate 1n’th‘

pr ogr am; and

(7d4.) Copy of a nntlce to 1mporters that, 81nce no Soc1et=¢
General Surve111ance 1nspect1on will be required: for CIP ‘
commodltles, the uaualnone ‘percent 1mport 11cense fee pald to ,
the Central Bank w111 be reduced to one half of one percent for7
CIP commodlty 1mport 11cense app11cat10ns._;’ S , ;




nAgrzculture

To ensure that Kenyan producers can obtaln remuneratlvjffw
tlmely cash payments for their crops'

(1 ,)  The Kenya Government covenants that it wil
to USAID a report specifying how the problem. of t1mel ) ‘
payments by parastatal and cooperative bodies to producers,“‘
the prlnczpal food crops is being resolved, and

(2.) fThe Kenya Government covenants that. it will consider
the proposal that the Kenya Farmers Assoclatlon, cooperatlvesf
and maize processing firms may purchase maize from producers™;
and traders directly.

The Domestic Budget and Public Investment Priorities

(3.) 1In order to strengthen and coordinate the
Government's annual budget process, the Government covenanta
that it shall submit a report to USAID by the end of 1984 .
assessing progress towards improved interministerial budget
coordination and requirements for staff strengthening and
equ1pment.

(4.) In order to foster an expansion of private. sector‘*
credit, the Kenya Government covenants that it will: restrlct
‘the level of the. publlc deficit during its FY. 1984/85 to not
more than 4 2% of .GDP as stated in the new Plan..

(5 ) - The Kenya vernment covenants thatklt shallincluc

the recurrent . .and'- development budgets of a11f25 maJor
'parastatal oodzes in the Budget Estimates for' 1985786

Forelgn Trade

e (6 ) The Kenya. Government covenants:that' .
an’ actlve review of. exchange regulat;o “and: exc ange“rates
“with the object of strengthenlng the‘COmpetltlve .positioniof”
QKenyan}exporters 1n world markets.




“Commodlty Imports

: , ) The Kenya Government agrees that all dstursements
jfrom the spec1a1 account will be made subJect to AID approval

N (8 ) 'he Kenya Government agrees that w1th respect to
Exchange Control Notice No. 19, guarantees issued to :
‘Kenya-registered companies, regardless of owner- natronallty
will not be considered as local borrowing under the Commosty

Import Program (c1p). SR

. (9.)‘ The Kenya Government covenants that it w111 Lntorm

importers that funds from the Grant are available for marine
insurance to cover goods financed herein, provided that the
insurance is placed in the U.S. ,

(10.) The‘Kenya Government covenants that the Import'

Management Committee will not review any Import License -
application for goods financed under this program, except those

goods included on Schedule IIB.

(11.) 'The Kenya Governmeut covenants that it will provide

USAID a copy of: (a) each approved Import License Application. }

for goods financed under this program, (b) a copy of the
"Import Entfy" form for each consignment of goods financed
under this program, and (c) a copy of the "Out-Turn" report for .

each ocean vessel carrying goods financed under thls prrgram..r;

(L2.) The Kenya Government covenants_that the Mlnlstronffﬁ

Commerce and Industry will review and process all Import
License applications under the Grant within® a maximum of ten
working days after receipt from importers..

(13.) The Kenya Government covenants that the Central Bank

of Kenya will process all applications for Forelgn Exchange
kAllocatlon Licenses under the Grant within a maximum of two
working days after receipt from the Ministry of Commerce and
Industry. -

(14.) The Ken;a Government covenants that the sh1111ng

- deposits shall be placed into the special account no later than
90 days (or such other period as USAID may subsequently agree
h-to in writing) after the U.S. dollar payment is made by the

“ U.8. Government to the bank holding the Letter of Commitment
for goods financed under this program. A monthly statement
wahow1ng all deposits into and withdrawn from this account shall
- be supplied to USAID no later than 30 days after each monthly’

perlod ends . -

K
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I. . 'Summaty of’the:FY 1984 Program

" The purpose of this Structural Adjustment Program Grant
Amendment is to provide additional balance of payments and
- budget support required by the Government of Kenya while it
continues to promote the structural changes needed to address
the underlying development problems facing the economy.

The Grant contains three basic components: a $34 million
commodity import program (CIP) for the Kenyan private sector
tied to U.S. procurement, $6 million for consultant services t
help the Government implement structural adjustment policies
(and to administer the CIP), and a program of shilling
generatlons from the $34 mllllon CIF for mutually agreed upon'
development activities in the public and private sa ctors. '

. The conditions precedent to disbursement, covenants,;f
consultant requirements, and agreed use for the shilling
generatlons are covtained in the body of this Amendment.

Thls second increment of the Structural Adjustment Programf,
Grant 1is Justltled on the basis of U.S. interests that include
support for Kenya's stability and growth. The immediate
justification continues to be Kenya's foreign exchange and
budgeting requirements. Given recent Government performance
under an IMF stand-by, these requirements, though still large,
have lessened in magnitude. Assuming that the Government
continues to curtail public expenditures sharply, as it has in
the last two years, the budgetary picture during 1984/85 will
be somewhat brighter than it has been in recent years.

Howevezr, the country continues to require large levels of
concessional assistance to finance the balance of payments
deficit om current account. Export earnings have yet to )
recover sufficiently to finance projected import levels. The "
budget and balance of payments analyses justifying the proposedﬁg
level of program aid are contained in Section II B. :

Governmental demand management has been termed success ful
by the IMF and is so regarded by the donor community. The
Government has not yet acted vigorously, however, to implement

- structural reform measures which it has adopted in principle.

‘Certain decisions taken over the last three years, largely for
budgetary reasons, which are central to the restructuring
process, are not in themselves sufficient to mobilize the
economy to effect growth and employment expansion. The
macromanagement reforms which have been implemented and whlch
lay the groundwork for structural adJustment, include «‘
devaluations of .the shilling and sharp increases in the prlces i
of food and fuel and cost of credit. Additional policies still .




needlng to be 1mp1emented are liberalization of price and
marketing controls, reorganization of the roles of parastatal
_bodies and possible divestiture of Government interests in
them, and enhancement of private sector investment and trade.

‘ Government implementation of announced policy decisions
has been less than expected because of their complexity,
because of the crisis atmosphere surrounding macro-management
during 1981, 1982 and 1983, and because it is now evident that
there has been less political support for the policy
announcements and less management capacity, than had been
originally indicated.

The Structural Adjustment Program Grant of 1983 was
provided at a time when the budgetary crisis was most severe.
U.S. material support was a contributing fzctor in ensuring
compliance with a hard won IMF agreement. With the easing of
the budgetary crisis, the restructurlng purpose of the FY 1983
Grant can be seen more clearly, and in light of the Mission's
FY 1986 CDSS analysis, must bpe given greater weight than was
formerly possible.

In the absence of significant Governmental performance on
structural adjustments during the last year, the U.S. proposes
an FY 1984 Amendment that contains a somewhat reduced degree of.
flexibility. Although the total progr2m amount is larger, by
$10 million, reflecting continued U.S. support for Kenya, the
foreign exchange is now to be tied to U.S. procurement. To
help strengthen and possibly speed policy implementation, the
consultancy component is enlarged. To ensure more effective
use of shillings generated, the Amendment proposes greater
"USAID control over the counterpart shillings and a proportional
‘allocation to private sector uses.

. Having achleved macro-managemeut targets and a renewed
sense of confidence within Government and in” the private

sector, the Government is in a- p031t10n to move aggressively
during the remainder of 1984 and in 1985 to ‘effect the policies
discussed and supported in thls Amendment. Such actions would
enable the U.S. to continue’ to support Kenya s development Wltht

aioni fFirant raaanrra lawvala.'’



(11. Statemeént of the Problem and Government Response.

A.  ‘Introduction

- .1t is important to distinguish the immediate from the
‘longer term problems facing Kenya. It is necessary to address
financial crises in order to create a foundation for more o
significant, structural change. Yet, unless the tougher
structural adjustment decisions are taken, there is little .
likelihood that Kenya can lessen its dependence omn SLgnlflcant
levels of concessional assistance in the longer term. .

The longer term challenge Kenya faces is described in the“
USAID/Kenya FY 86 Country Development Strategy Statement:

The relatlonshlp between the ability of the Kenyan economy
B 1 respond adequately to the demands of its people and the
" rate of increase in the numbers of people making those ‘
ﬂdemands ig seriously out of balance and becoming more so..’
'The overall objective of the AID program over the next
.'several years will be to help reestablish a more
'-sustainable balance and relationship between overall

supply of goods, services, employment and income on the .

one hand, and the numbers of people making demands on the

economic, social and political systems, on the other. The

AID program will be characterized by its orientation to

growth in productlon of goods and services by people and

by more aggressive involvement in programs to help reducej
the rate of population increase.

As explained in the FY 86 CDSS, and as restated 1n greater}
.+ detail in later sectlons, structural adJustment is . the key
‘"~;to growth. - - . L :

. ‘Io promote the well belng of‘1ts people,‘the Government of
. "Kenya must improve ways in: wh1ch the economy utilizes
domestic and foreign. resources to support the production
of goods and services and prov1de additional employment
opportunities. This will’ requlre improved implementation
of policy reforms already ‘announced but not forcefully
implemented. hqually, 1f not more imporcant, will be
decisions by the - prlvate sector to begin employing
resources in act1v1t1es that increase productive cepaCLty,wﬁ
and total output.’i B




As the Kenyan Government recognlzes, thls challenge
requlres the restructuring of Government's role in the. economy
and the encouragement of private investment. . The Government ke
also acknowledges that the challenge is exacerbated by the -
rapid growth in the population and that the birth rate mustkbe
reduced through family planning. : -

“Since the budget crises of 1979 and the early 1980 8, the
Government has come to recognize the seriousness of mountlng
structural imbalarnces between present resource avallabxlltlea
and the resource levels required to sustain further growth.v Az
important as the overall resource imbalance is its
composition. One imbalance arises between the foreign exchange,
requirements for economic growth and the actual availability of
foreign exchange earnings at present, an imbalance caused Ln;ix}?
part by the present structure of domestic production and demandg}

A second structural imbalance was created in the l96b s
and 1970's by the many economic tasks the public sector. B
assumed ar.d the subsequent realization that the public sector
canaot continue to carry out these tasks effectively, nor. f
expand them to a growing population. Related to this secondlf
imbalance is a corresponding under-utilization of prlvate ‘
investment and of private installed capaclty.

A third fundamental imbalance stems from the effects of
rapid population growth on the gap between available resources
and the resources required for employment, ‘income, and the“‘”
satlsfactlon of basic needs.

One objective of this Amendmen: is to promote increased
Government commitment to structural reform through conditions
and covenants and to help the Government tc correct structural
imbalances by providing financial and technical support for
policy necxslons taken to redress these imbalances. The state
of Government efforts to date is described in the follow1ng
section. ‘

Bs MacrofEconomic1Update

~During 1982 and 1983, Government management of the economy'
showed definite improvement. Since the attempted coup of :
August 1982, the Government has achieved a period of stablllty.
and a return of business confidence. Public expenditures have
been curtailed, foreign exchange reserves are up, imports flow:
more smoothly, and price inflation has subsided. Underlying -



these trends have been sharp ad justments in the prices of
foreign exchange, food and imported oil. The Government has
been given high marks by the IMF in early 1984 for meeting
agreed-upon expenditure, domestic credit, and borrowing targets

Fur ther steps are required. The sharp curtailment of
effective demand in the economy has compressed the level of
economic activity in Kenya, and has brought the disadvantages
of reduced employment and living standards, and even of a stall
in the development process. The preferable alternative, to
which the Government subscribes, is to encourage economic
growth by changing patterns of production and demand along
lines that will reduce Government's role and expand private
investment , and at the same time reduce the requirement for
imports and increase the level of exports produced from Kenyan
resources .

Successful demand management is not sufficient in itself
because of the limited natural resources at Kenya's disposal in
comparison tc its population. Kenya does not have sufficient
arable land or mineral wealth to allow its population to find
employment opportunities within the economy's present policy
structure. Both domestic and foreign private investment are
required to effect prosperity.

The Government laid the foundation for its structural
adjustment program in the Report and Recommendations of the
Working Party (the "Ndegwa Report'") of July 1982, in the KANU
political manifesto of August 1983, in the new fifth
Development Plan released in December of 1983, and in
Consultative Group statements. However, Government has
announced, but not implemeited, policies to further decontrol
selected domestic retail prices, to liberalize domestic market
and trade controls, to divest interests in some public
parastatal bodies and to expand credit for private investment.
These are the underpinnings for a more active development role
for the private sector. '

1. The Balance Between the Public and Private Sector
a. Government Expenditure

Kenya's chief structural adjustment success to date has
been a large scale shift of resources from the public to the
private sector over a brief period of three fiscal years.
Government expenditures were reduced from 35 percent of GDP in
1980/81 to 27 percent of GDP in 1982/83, sharply reversing an
upward trend that had lasted for more than a decade. The
Government has taken a substantial risk in reducing its



‘relative share in the economy by more than a fifth in such a
brief period of time. Between FY 1980/8l and FY 1982/83, total
Government expenditures decreased by approximately 19 percent
in real terms, and real development expenditures fell by some
29 percent. In the meantime, population has ¢continued to grow
by 4 percent per annum, along with the demand for jobs,
services, and development activities.

Government's investment program has borne the brunt of the
financial cutbacks of the past two years. Although an attempt
was made to give priority to completing on-going development
projects, implementation of projects inevitably suffered.
During the course of FY 1982/83, the Government had to revise
its budget three times as revenue estimates declined in line
with faltering economic growth. Shortfalls in local matching
funds caused donors and Government to reconsider priorities and
to revise or reschedule individual projects. As a result
development project disbursements, which should have been up in
a time of crisis, instead declined. Since most externally
financed development projects contribute more foreign exchange
to the Kenyan economy than they absorb, budget austerity
indirectly contributed to an increased need for austerity in
the external accounts as well.

Despite the painful nature of recent budget cutbacks,
Government intends to consolidate the gains of the past two
years. Government will limit expenditure during the 1984- 1988
Development Plan to an average of 28.6 percent of GDP =-- below
the 31.7 percent average of the previous five-year plan, and
well below the level of 35 percent reached in 1980-81l.

Table 1
;gGo&ernméﬁEfﬁiﬁeﬁditufés ;g a‘Shate of GDP at Market‘Priéggg

Actual Projected

;1978/79‘”' {»':32 3% - . 1083/84
71979/80 32.2% 1984/85
'1980/81 35,04 1985/86
1981/82 0 32.2% 1986/87

1982/83 - 27.0% 1987/88



Recovering somewhat from the severe cutbacks of 1982/83,
total budget expenditures during the 1934-1988 Development Plan
will grow by 6 percent annually in real terms, with the real
development budget growing by 8 percent. This relatively
faster growth rate for development expenditures results in B
large part from the low base establishad for such expenditures -
during the substantial cutbacks of 1982/83 and 1983/84. During-
the Plan period, development expenditures will account for 7.3
percent of GDP at market prices, and for 25 percent of total - .
Government expenditure.

Projected Government expenditures during the period of the
new Five Year Plan are conservative in scope, and generally
consistent with overall macroeconomic targets. However,
Government's investment plan has significant sectoral
distortions and lacks a system of priority ranking that would
indicate which projects would be climinated if foreign and .
domestic financing fails to reach target levels. Moreover, the‘i
proportion of expanditures going to parastatal activities ‘
during the plan period cannot be estimated from the planning ;
documents submitted by Government to date. The IMF, the World
Bank, USAID and other donors will have an important role to
play in encouraging Government to meet its own expenditure ‘
targets, and in helping Government to adjust its development.
pr1or1t1es within acceptable spending 11m1ts. '

b;f Revenue and the Deficit

Expend1ture cutbacks were comblned with tax increases to
produce slgn1f1cant reductions in the overall budget def1c1t
from 9.6 percent of GDP in 1980/81 to 3.3 percent of GDP in-
1982/83 (well below the IMF target of 4 7 percent)

Table

.. Government. ﬁBudget Def1c1t as‘a Share of GDP at Market Prlce §

Actual ifjl 'Prolected,
1978/79 7:4% :1983/84.:
1979/80 5.7% 1984/ 85
1980/ 81 9.6% 1985/86
1981/ 82 6.5% +1986/37"
1982/83 3.3% 1987/ 88



- . Fluctuations in Kenya's budget deficit have been cauged
more by variations in expenditures, however, than by variations
in recurrent revenues. In fact, recurrent revenues rose from:v‘
23 percent of GDP in 1978/79 to a peak of 25.3 perceant in
1980/81 (just when the budget deficit was at its highest).
Similarly, although recurrent revenues fell to 21.9 percent of -
GDP in 1982/83, expenditure cuts were sufficiently large to :
produce the lowest budget deficit during the last Five Year
Plan. During the 1984-1988 Development Plan, Government plans
to limit the average budget deficit to no more than 4.0 percent
of GDP, declining from 4.4 percent in 1983/84 to 3.6 percent in_

1987/88.

c.4fFihancing,the Budget Deficit

~The fall in the budget deficit will lead to substantially
reduced requirements for domestic financing. As a result, the
crowding out of private sector borrowing, which has been o
evident in recent years, can be reversed. Although the private
sector is responsible for over 70 percent of Kenya's G6DP, it ~
accounted ror only 57 percent of total domestic credit .
outstanding at the end of calendar year 1982 compared with 75
percent only two years earlier. C



oo  Private S
As at Money Net Forelgg - Domestic Credlt  ”“~“’fSector Commer cial Bank
End of Supply Assets,*;ngotaI Publicd/Private  Share Liquidity Ratio
June 1979 14 ,445 2,868 '12,430 3,123 9,308 . 74.9X% 23.0
Dec. 1979 16,396 3,588 13,835 4,061 9,774 70.6% 23,4
June 1980 15,890 3,464 14,284 3,301 10,982 76,92 .18 .4
Dec . 1980 16,208 2,264 15,599 3,840 11,759 75.42% - 18.2
June 1981 16 ,479 1,360 16 ,922 4,897 12,025 71.1% 19.3
Dec. 1981 18 ,364 300 19,378 6,352 13,025 67.2% 20,1
June 1982 18,323 - -803 21,481 7,535 13,946 64.92 17+ 2:,
Dec. 1982 21,324 22,019 25,047 10,691 14 ,357 :57.3% “ :
June 1983 20,166 =0 22,838 8,016 14,822 64.9%

Nov. 1983 21,790 =45 25 ,530 10,282 15,248 59}72
Note: 2a/Includes Parastatal.
fSource: Central Bank of Kenya. Annual Report, Jume 1983,

Central Bureau of Statistics. Monthly Stat1st1ca1 ﬁﬁllet1n,3
July-December, 1983, ,
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As Table 3 indicates, recent fiscal restraint has in fact
reduced total outstanding domestic credit to Government £rom 10.7
billion shillings at the end of 1982 to 10.3 billion shillings at
the end of 1983, a decline of nearly 20 percent in real terms (based
on a 1983 GDP deflator of 15.8 percent). The relative share of the
private scctor in total lomestic credit has also begun to recover,
although the depressed state of the economy at the end of calendar
year 1983 was still limiting private demand for credit, despite
improvement in overall commercial bank liquidity. It is the
intention of Government to ensure that the private sector has access
to a share of bank credit during the Plan period at least equal to
its share in national output.

Table 4 provides a summary of Central Government revenues,
expenditures, and deficits for FY 1982/83, and for the Development
Plan, FY 1983/84-1987/88. The budget deficit to be financed during
the Plan period totals some 1.5 billion U.S. dollars (equivalent to
nearly 55 percent of the total development expenditure of 2.8
billion). Net external long-term borrowing by the public sector
will amount to 727 millionm dollars. This will finance 48 percent of
the total deficit, with the annual share rising from 32.4 percent of
the total in 1983/84 to 54 percent in 1987/88. Such borrowing is in
addition to an expected $490 million in foreign grants during the
Plan period. As a result, net domestic borrowing is expected to
fall in relative and absolute terms, from $185 million in 1983/84 to
$151 million in 1987/88.



Kenya.,ngtral " Gov ernment Flnances,
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Table 4

AOp2/83:1981/88:

(M1111ons of ‘U.S.dollars &

Year '1982/8325

Total Revenue and Grants 1!324, 
Recurrent Revenue 1,224
Foreign Grants 101

Total Expenditure fiiSll"
Recurrent C/ 1,126

Development

Overail Deficit

Financing (net)

Domestic Long-Term
Domestic Short-Term
Foreign Long-Term -

Meawocrandum Items: ~

GDP at Market Prices o
Deficit as Z of Revenue’
Deficit as Z of GDP

a/Based on Government sfestlmated exchange rate of:1:U.,,S.:dollar::

b Provisional.

€ Includes 00n8011dated Eund‘Serv1ce.

Source: Republic of Kenya.

“385 -

5,578

Development Plan 1984-1988,

Total
e o 1983/ 84-
(983/84 1984/85 1985/86 1986/87 1987/88 1987/88
¥1,455 . 1,658 1,845 2,074 2,363
1,350... . 1,570 1,753 1,975 8,873
3 87 93 99 490
1,945 2,144 = 2,396 10,877

1,439 1,600 1,787 78,111

507 544 609 12,766

13¢5 Kenyaishillings

Nairobi; December 1983 p.83:
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At the Consultacive Group Meetings held in Paris in January
"and’ February, 1984, Government provided additional data
required to define gross external resources required for the
budget to finance the 1984-88 Development Plan ($1584 million,
or approximately $317 million per annum).

Table 5
Kenya: Central Government Budget"
Gross External Resource Requirements, 1983/84 1987/88
' ~(Millions of U.S. Dollars)

Total Expendiﬁure ’ 10 877?

'Less: Recurrent Expenditure -8 111}
Equals: Development Expenditure 1 ;2 766

Lesg: Current Surplus
Less: Domestic Borrowing
Equals: Net External Resources
e Required
- Plus: Estimated External o
: Repayments and Start-up
Funding for PrOJects

at End of Plan S 366

vKuals. Gross External Resources G
e f Required 5 1,584
‘;*Less' - External Commitments ST
P Outstanding S . 840

oEquals:’ Additional Gross External

Resources Required N oo 144
Of Which: Additional Gross ProJect '
Assistance Required e ' 388
Additional Gross Program. .
A831stance Requ1red o 356

Source: Speech 5y Hon. Prof George Séitot1, M.P., Ministry for
Finance and Planning of the Republic of Kenya. Paris: Republic
of Kenya for the Consultative Group Meeting, January 31, 1984.

The proposed ESF Commodity Import Program of $34 million
for FY 1984 would account for 1l percent of the $317 million
annual gross external resources required. When the
Agricultural Development Loan of $15 million and the PL 480
Title I Loan of $5 million are included, the U.S. contr1butlon
rises to 17 percent.

By Government's calculations, some $840 m11110

outstanding commitments from donors will be" drawn
the Plan period. leavine some £744 millian af. addiFianal’
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external rvesources to be found (or approximately $149 million
per annum). According to Government estimates, new gross
projec’ assistance required is estimated at some 978 million
annually. New gross program assistance required is somewhat
less at an estimated 471 million annually. The proposed 934
million U.S. Commodity Import Program for FY 1984 would supply
approximately 48 percent of the additional average annual
program assistance required to support the five-year
Jevelopment Plan. U.S. program assistance in all forms would
contribute 76 percent of requirements. In this context it
should be noted that not all the assistance will result in
shilling generations, not all shilling generations will accrue
to budget, and that very little of it will accrue in Government
of Kenya FY 1984/85.

Other donor contributions to the Government of Kenya's
requirements are detailed in Table 6 below. Quick disbursing
program assistance in FY 1983/84 and FY 1984/85 will account
for more than one-third of the average 9317 million of gross
external resources required annually. The U.S8., the IBRD and
Saudi Arabia will provide the bulk of such assistance in
1983/84-1984/85, with the U.K., the Nether lands and other
donors providing the remainder. It should be noted that aven
at an overall average of $317 million of external financing per
annum during the Plan, external resources required to finance
budgetary shortfalls are significantly less than new
commitments of external resources which Kenya will need for
balance of payments support. These levels are estimated by
Government and World Bank at an average of 9520 million per
annum for the next two years (see Section IIB 2 c. below).
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Table 6
. .. . _Kenya: Central Government Budget | :
Estimated Receipts of Quick Disbursing Program Assistance,
1983/84~-1984/85
(Million U.S. Dollars)

o 1983/84  1934/85
U.S.% 45.9  44.4
IBRD 50.4 o=
Saudi Arabia Lo 51.1
U.K. ' b b 11.1
Netherlands 866 3.0
Norway 1.3 3.3
W. Germany 0.7 3.7
Sweden 1.3 1.3
France 2.5 __-

115.1 117 .9

Note: * Includes Government's current estimates of actual flows
to the .budget from all sources of U.S. program assistance
including cash grant, commodity import programs, and PL 480
Title I. U.S. commitments of program assistance in its FY 1984
will total 954 million (934 million Commodity Import Program
Grant; 915 million Agricultural Development Loan; §5 million PL

480 Title I).



2. 'External Balance '

u&éféil‘Trends

 QSince 1980, smaller Government deficits, higher interest
rates, and slower growth have contributed to a strong overall
trend toward improvement in Kenya's trade and current account
balances. In the past year, slower growth in the monetary
aggregates has contributed to the process as well. In
addition, there were devaluations of 5 percent in February
1981, 15 percent in September 1981, and 15 percent in December
1982. These had the effect of reversing the 7 percent
appreciation that had taken place in the real effective
exchange rate between 1976 and 1978. By the end of 1982, the
purchasing power parity of the Kenya shilling was back to its
1976 level. Government has now committed itself to periodic
exchange rate adjustments as necessary to maintain the
purchasing power parity of the shilling (exemplified by the 2.5
percent mini-devaluation of July 1983). A series of tariff
adjustments have also been made. However, controls in the form
of import and exchange licenses, which continue to be applied,
contribute artificially to improvements in the trade and
curreat account balance.

Kenya experienced a cumulative current account deficit of
some $3.2 billion during 1978-82. Financing of the deficit has
resulted in an increase in outstanding external debt from $1
billion at the beginning of 1978 to about $2.6 billion at the
end of 1982. The debt service ratio has risen from about 7
percent in 1977 to 25 percent in 1983 and is expected to remain
at this level for the next few years assuming continued high
levels of donor assistance, particularly assistance in program
form. ,

Table 7
\géﬁfaf Current Account and Iradé:Balances

vaade Balance Current Account Balance

PN . m. U.S5. $§. % of GDP m., U.S. $ %Z of GDP
979" - =801 13.2% -488 8.2%
51980 - =1390 19.6% -893 12.6%
1981 ~ =1093 © 16.3% -686 10.2%

© 1982 ; ~836 13.4% ; =512 8.2%
1983 -679. .  13.1% -290 5.6%
1984 -673 . 10.3% -293 4.5%
1985 -718 -~ 10.2% =311 UWobR
1986 -782 9.9% . =348 43l

1987 -831 9.5% -369.
1988 -913 9.4% -417
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Despite continued deterioration in Kenya's external terms
of trade, the country's merchandise trade deficit has been -
reduced by more than $700 million dollars in the past three
years, falling from minus $1,390 million in 1980, to minus $679
million in 1983 (a reduction from 19.6 percent of GDP to 13.1
percent). Such improvements, however, have been more than
accounted for by reductions in imports which fell by $987
million from $2632 million to $1645 million during the same
period. Such a reduction in imports reflects continued
application of import controls and significant improvements in
demand management (including devaluations). Howevzr, the o
effect of structural adjustment on export growth, and therefore
on the balance of payments account is, as yet, extremely ‘
limited.

Exports have fallen in dollar terms by $276 million from
$1242 million in 1980 to $966 million in 1983. Although
changes in the exchange rate make such comparisons somewhat
misleading, other measures essentially confirm the dollar
evidence. The volume of exports during the first half of 1983
was some 14 percent lower than it was three years earlier
during the first half of 1980. Part of this poor performance
is due to reduced exports of petroleum products, but other
sectors have performed poorly as well. 1Indices for 1983 are
not yet available, but the volume of manufactured exports fell
by 10 percent between 1980 and 1982 and the volume of machinery
and transport equipment fell by 35 percent during the same
period. More time may be required for Kenyan industry to
respond to changing exchange rate, price and credit signals.
Some positive response is already evident in exports of
non-traditional agricultural products. It is apparent, ,
however, that continued improvement in the merchandise balance
of trade in the future must come from reduced export regulation
and further improvements in exchange and price signals which
promote structural change.
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. As Table 7 above indicates, Kenya's current account balance -
has also shown strong improvement, falling from 12.6 percent of
GDP in 1980 to 5.6 percent of GDP in 1983. Reductions in the
current account deficit, however, have been partially offset
since 1980 by reductions in the surplus on capital account.

Net private long-term capital fell by some $90 million between
1980 and 1983, and net public long-term capital flows fell by
some $300 million (reflecting reduced willingness by Government
to borrow externally on commercial terms, as well as some shift
by external donors from loan to grant financing of development
activities). The current account deficit for 1984 is now
estimated at 4.5 percent of GDP, a level which would be
sustainable in the long term, and which Government plans to
maintain throughout the 1984-1988 Plan period. (See Table 8.)



Table 8

t. Balance of Payments Estlmates, 1982-88 -~
V(Mllllons of U. S.‘Dollarsil) A T

Year 19826/ 19838/ | 1984 1985 1986 1987 1988
Exports L "~§51 V 966 . 1»533 , 1,156 1,308 1,489 1,689
Imports s 1 788 1,645 1,705 1,874 2,090 - 2,320 2,602
Trade Balance '5-836 -679 ‘ -673 -718 -782 - -831 -913
Freight and Insur. ;: 51' 51 ‘ .53 57 62 - 68 78
Other Transport -+ 213 178 e 172 178 189 : 202 215
Foreign Travel ‘ 2216 221 . 237 257 277 296 316
Investment Income 3 -182 -194 ~-203 =223 -248 -277
Other Services -5 o -3 -12 -16 - -17 -19
Trans fer s 126 - 115 129 T 145‘, 160 184
Invisibles Balance (net) 389 ~ 380 407 434 461 496
Current Account Balance -290 ' ~293 311 -348 389 317
Change in Reserves (Minus =Increase) -26 - =28 -32 -3z =41 -6
Financing 316 321 343 380 410 423
Private, Long-Term (net)d/ . 66 .73 76 83 91 99
Public (net) ,,{“; 185 £ 194 208 © 232 248 245

(Central Government)\ifkﬁ 7_(84) (126) (254) " (171) (180) (200)

(Central Bank) (63). -(18) (0) Lo (0) (o) (-29)

(Guar anteed®/): e ~(38) “(50) (55) .. (61) (67) (75)
Other incl. Short- Term. (net .65 5 53 ; : 59 65 72 s 79

Memor andum Item: : S
Current Account Balance o

as % of GDP at
Market Prices

Notes: 2/1982 exchange rate =
1983 exchange rate =
1984-88 exchange rate r olla:‘(Government est1mate)wi
Provisional. - o R o
c/Estlmated : :
d/1ncludes parastatal boxrow1ng not guaranteed by Government.
e/Mostly parastatal.
Source: Republic of Kenya. Kenya's Development Progr amme, Nairobi, Government Printer,
1983, p.13.
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At the Consultative Group meetings in January and February,
1984, the Government for the most part held to its lower level
projection of the current zccount deficit for calendar years
1984-88 ($1738 million U.S. dollars, or an average 4.4 percent
of GDP). Given such a net curreant account deficit (plus
required amortization payments and necessary reserve
increases), gross donor and IMF balance of payments financing
during calendar years 1984-88 would total $2413 million U.S.
dollars. This iz some 50 percent greater than the $1584
million U.S. dollars of budgetary assistance discussed in Part
l.a. above. Moreover, at higher levels of current account
deficits, additional financing would ' * required from the IMF,
the commercial banks, and donor sourc:s. At the Consultative
Group meetings, the World Bank reiterated its belief that the
Government's upper level (or more pessiwistic) projection of
the balance of payments deficit ($3392 miliion U.S. dollars) is
more likely to be realized. This would imply the need to find
additional concessional financing of $1652 million U.S. dollars.

USAID believes that Government export projections for
coffee, tea, and other non-petroleum export volumes are unduly
high. 1In the case of coffee and tea, growth rates projected by
Government would represent a widening of Kenya's overall share
of world markets. An expansion of other non-petroleum exports
by nearly 10 percent per annum also seems unlikely given the
actual declines in total export volumes recorded over the past
decade. In a similar fashion, a 10 percent annual increase in
net travel receipts may also be too high without extraordinary
efforts on the part of Government to promote tourism.

Given the large uncertainties regarding balance of paymepnts
projections for the entire period 1984-88, the World Bank
presented its calculations of required gross balance of
payments financing for the two calendar years 1984 and 1985 at
$910 million U.S. dollars per annum (see Table 9). This figure
includes capital required to finance the current account
deficit, amortizazion, and increases in rescerves. The Bank's
financing projections for 1984-85 are copsistent with its
overall current account deficit projections for 1984-88 of 3.5
billion U.S. dollars. Of the $910 million U.S. dollars
required annually during 198« and 1985, private non-guaranteed
loans would account for $100 million. Of the remaining $810
million, the IMF could provide $100 million, and commercial
loans to government and parastatal bodies would provide another’
$250 million. Gross financing required from donor sources,
therefore, would amount to $460 million annually. ”



The Bank estimates that in order to provide disbursements
of $460 million annually, new commitments of donor assistance
will have to average about §520 million each year in 1984 and
1985. This would imply an increase of about 20 percent over
the average level of donor commitments in 1981-83. The Bank
estimates rhat approximately 25 percent of these new
commitments (some $130 million annually in 1984 and 1985) would
have to be in the form of quick-disbursing agsistance. The
proposed U.S. Commodity Import Program of 934 million for FY
1984 would supply approximately 26 percent of the average
annual quick-disbursing assistance required during 1984-85 or 7
percent of the $520 million of annual gross commitments
required from donors. In addition, the proposed $15 milliom
Agricultural Development Loan (615-0230) and the proposed §5
million of PL 480 Title I assistance would raise U.S. program
assistance in FY 1984 to $54 million, and would supply 41 -
percent of required yuick-disbursing assistance or iC percent
of the annual gross commitments required from donors.

Table 9

O B . ‘Kenya: Balance of Payments o
Avéfhge-Ahﬁ#algctoss External Financing Requirements,
. CY 1984 and 1985 " o
(Million U.S. Dollars)

Gross Financing Requirements
- 'Less: : Private Non-Guaranteed Lcans
Equals: Public and Publicly
... Guaranteed Loans and Grants
‘Less: Commer cial Loans

Less: IMF Loans
 Equals: Gross Donor Financing required.
0f Which: Quick-Disbursing
R YO Other

Soutééﬁ}ﬁaied on Statemeht.on_ExﬁefnaI;AidvRéﬁﬂiiéméﬁf§ Hy
World Bank Delegationm, Paris, February 1, 1984. . . .. .. "

3. Structural Adjustment

" Progress toward structural adjuztment in Kenya has been
incremental, rather than dramatic, in the ten months since the '
Structural Ad justment Program Grant Agreement was signed on
June 25, 1983. Macroeconomic management has continued to show:
substantial improvement, and realignment of key prices has .
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continued (exchange rate, real interest rates, real wage rates,
agricultural pricing, energy pricing). Structural adjustment
in Kenya, however, will require more than improved
macroeconomic management and '"getting prices right," although
both these approaches are important and necessary. A number of
key institutional changes required are in areas where political
consensus is weak, alternative solutions are not always clear
to the Kenyans or donors, and required managerial and technical
skills must be strengthened or developed. Such areas include
Government planning, budgeting and accounting; management of
internal and external debt; coordination of aid commitments;
divestiture of Government interests in parastatal bodies;
mobilization of domestic resources; decontrol of pricing and
marketing for agricultural inputs and outputs; incentives to
industry and trade; and population growth and family planning.
The current situation is summarized below.

a. Fiscal Policy and Budget

Improved balance in resource use between the public and
private sectors is a key element of structural adjustment in
Kenya. The digtinction between demand management and
structural adjustment is not clear cut, and will become less so
as the processes which have led to reduced Government budgets
and deficits become institutionalized. Despite the improvement
since 1980/81 in keeping to budgetary targets, complete
institutionalization of the process has far to go. Improved
budgeting in line ministries has been limited (mure progress
has been made in the Ministry for Agriculture and Livestock
Development with the help of the "Technical Assistance Pool" of
advisers which is partly ESF-funded). Treasury review and
control of line ministry budgets has improved, and the practice
- of providing annual supplementary budgets to cover unbudgeted
shortfalls has been sharply curtailed. Decisions regarding the
budget deficit and its financing are being facilitated by
improvements in the computerized Kenya Internal Debt Reporting
System (KIDRES), in part financed through ESF-funded technical
assistance.

In spite of a period of continually falling revenue
estimates, which digsrupted planning efforts, a forward budget
and investment program was prepared with World Bank assistance
in 1983. 1Integration of Development Plan objectives with the
realities of the forward budgeting process is still far from
ideal, however, and there are significant distortions in the
sectoral priorities of the Plan itself. Nevertheless, planned
levels of expenditure do not imply excesgive demands on
national resources or absorptive capacity.



./ The extent and direction of divestiture of Government .
interests in parastatals is an issue receiving serious study by
a presidentially appointed Task Force, yet it is too early to
~expect results. The process of incorporating parastatals in
the forward budgeting process has begun with an initial focus
on 25 parastatals accounting for 70 percent of parastatal
investments. Proposed parastatal investment and financing
programs have now been prepared in an intermally consistent
form. Government has established sectoral ceilings for
budgeted outlays on parastatals and global ceilings for
guaranteed borrowing. More complete forward budgeting of the
selected 25 parastatals is planned for the upcoming FY 1984/85
budget. With ESF-funded technical assistance, estimates of
parastatal borrowing guaranteed by Government are being )
incorporated into the Kenya Internal Debt Reporting System.

b. External Balance

~ An important determinant of balance in the external
accounts has been the adoption by Government of a more active
exchange rate policy. Devaluation of the shilling against the
SDR by 45.6 percent between January 1981 and July 1983 has been
supplemented by a depreciation in the exchange rate between the
SDR and the U.S. dollar. Partly as a result, the shilling
depreciated against the dollar by 77.5 percent between January
1981 and mid-April 1984. Government has up to now placed too
much reliance on depreciation in the SDR/U.S. dollar ratio. It
is now time to consider additional ad justments directly in the
shilling/SDR ratio in order to stimulate exports (which have
~ been stagnant) and to further ration and allocate imports.

, Government has continued to permit the full cost of O
. imported energy (which is normally denominated in U.S. dollars
in international markets) to be passed on directly to LA
~consumers. As a result, domestic consumption of petroleum”
- products was only 1 percent higher in 1982 than in 1976 despite.’
a 34 percent increase in GDP during the same period. SR

Government has also improved administration of its 10
percent export compensation scheme during the past year,
although the proposal to pay an additional 15 percent
compensation on new or incremental exports has to date proved
administratively infeasible. Over the past year Kenya has made
a series of tariff reforms and with technical assistance funded
by the ESF program is preparing legislation on anti-dumping
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procedures as a prerequisite to implementing a tariff-based
import regime. Government has also begun to implement a new
system of import licenses and schedules which gives preference
to agricultural inputs, essential goods, spare parts, and
imports needed to produce export goods. ESF-funded technical
assistance is helping establish administrative procedures. An
automatic mechanism to move more items to the "free'" list as
reserves increase has not yet been implemented, however, and
the "free'" list is still subject to scrutiny for "overstocking"
and for goods competing with local production. Nonetheless,
import licenses are in fact flowing more freely.

The Government of Kenya has, in addition, made a major
effort in the past year to settle the question of distribution
of the assets of the former East African Community. As
relations improve, Kenya expects to regain a portion of its
markets in the former Community states, as well as to improve
access to additional African markets to the west and south.
Decisions regarding the level, timing, and costs of foreign
borrowing are now being facilitated by improvements in the
computerized Kenya External Debt Reporting System (KEDRES)
which were in part financed through ESF technical assistance.
The system is now being extended to cover grant as well as
loan-financed development projects, and will provide valuable
information for budgeting and donor coordination as well.

¢. Productive Employment

Structural adjustment has lagged in matters that would

. encourage productive employment of Kenya's rapidly growing
labor force through a more rapid and efficient pattern of
agricultural and industrial growth. The population problem
itself has been only partially addressed during the past year
through improved staffing of the secretariat of the National
Council on Population and Development, and through an upgrading
of its Director's position to Deputy Secretary level. In
addition, as a matter of practice, oral contraceptives are now
being supplied to first time users in selected trial areas
without physician screening and prescription.

Expanded employment in the modern sector continues to be
promoted by a gradual reordering of relative factor prices. In
order to promote employment, it has been Government policy to
permit increases in modern sector wages at a rate that only
partially reflects increases in consumer prices. As a result,
real modern sector wages have decreased over the past decade.
A particularly tight domestic wage policy has been followed
recently, with no overall increase in wages in the economy in
the past two years.
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Al though credit policies have been tight, Government has
attempted to allocate an increasing proportion of credit to
productive purposes. Since 1981, nominal interest rates have
been increased sharply, in part at IMF urging, while inflation
has fallen. As a result there has been a significant
improvement in the pattern of real interest rates. Most major
deposit and lending rates were positive by the end of CY 1933
(see Table 10).

In the industrial sector, attempts to improve efficiency
and competitiveness have been largely confined to reordering of
the credit and trade regimes as discussed above. Procedures
for approval of Government investment in commercial enterprises
have been strengthened, however, and only 3 percent of
Government 's development expenditures during the 198%4-1988 Plan
are allocated to the manufacturing sector. With ESF-funded
technical assistance, draft legislation has been prepared to
establish a Monopolies and Prices Commission for the ultimate
purpose of reducing anti-competitive practices and for ensuring
reasonable prices for goods and services whose production or
digtribution are not freely subject to competition in Kenya's

limited market.

In the agricultural sector, reforms to date have been
insufficient to prevent a continued fail in the agricul tural
terms of trade which declined by nearly one-quarter during
1979-83. Nonetheless, Government has permitted increased
prices for export crops on world markets to be passed on to
farmers. Based on advice provided by Ministry of Agriculture
planners, and the Technical Assistance Pool, Government has
also raigsed internal producer prices for maize and wheat, the
major food grains, to levels prevailing in world markets.

Price increases have been more than offset by increases in the
price of durchased inputs and consumer goods, however, evidence
of the extent to which high costs and inefficiencies elsevhere
in the economy act as an effective tax on the agricultural
sector. In accordance with the conditions and covenants of the
FY 1983 Grant, Government has now placed most agricultural
inputs on the "free" list of scheduled imports, and continues
to broaden the role of the private sector in the import and
digtribution of fertilizers. Reform of the marketing system
for key agricultural outputs remains a major policy failure to
date. Lack of payment, late payment, excessive deductions, and
corruption continue to characterize the system of parastatal
and cooperative marketing for nearly every major agricul tural
product in Kenya. To the extent that such features of the
marketing system are not reflected in official price data, the
agricultural terms of trade data cited above, although
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discouraging enough, are an incomplete picture of the current
state of the agricultural sector. Improvements in the grain
marketing system, to which Government has committed itself,
would be an important first step toward improving returmns to
employment in agriculture. Liberalization of the marketing
process for grains by encouraging competition between the
private and public sectors, by easing restrictions on maize
transport, by increasing the use of licenged agents, by
limiting price regulation, and by limiting the role of the
National Cereals and Produce Board to maintenance of a security
food reserve, are steps which have yet to be taken. Such steps
are not only the key to the rural incentive structure, but to
the success ful utilization of agricultural research and to the
expansion of private investment in input delivery, in
processing, and in trade. Government action in this area will
figure prominently in this year's policy conditionality.
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COmmerc1a1 Banks

1 Year T1me Dep031t a/

Commer cial Bank B/
Savings Deposit ..

Commerc1a1 Bank
Loans and Advances

Hire Purchase‘and‘w

Notes:

December over December
Medium (18.9),

a/Max:.mum,

b/ Minimum.
/Begznnlng of calendar year.

and Low (3.3) income groups. =
e/Computed as 100((1+i))/(1+p)-1) where 1 1sn

—~/Percentage increase in Nairobi consumer prlwe*"dex,

» based on weighted average of ngh,(77 8)

- Table 10 .
‘Kenya: Trends in Selected Interest Rates, 1979~1983
Consumer Real
Nominal Price Interest
Year Interest S/ Index 4/ Rate &/

1979 5.63 12. 3 -5.9
1980 5.63 12.8 -6.4
1981 6035 2000 -1104
1982 12. 25 17 .4 -4.4
1983 13.79 10.3 3.2
1979 5.00 12. 2 -6.5
1980 5.00 12.¢ -6.9
1981 6 .00 20 .( =11.7
1982 10 .00 17.¢ -6.3
1983 12.50 10.: 2.0
1979 10 .00 b/ 12.: -2.0
1980 10.00b 12.¢ -2.5

' 1981 11.00b/ 20 . ( -7.5
1982 14.00 8/ 17. 4 -2.9
1983 16 .00a/£/ 10. 3 5.2
-1979 8.75 12. 3 -3.2
1980 8.75 ‘ 12.8 -3.6
1981 11.00 = 20.0 ‘7.5
1983 16.25 10. 3 - 5.4
1979 12.00 12.3 _7on3'
1980 12.00 - 12.8 f40i7
1981 14.00 2040 =5.0

19 82 14.00 17 -2.9

1983 16 .00 'r:gazlo 3 5.

unom1na1

interest rate and p is the percentage change in the welghted average
consumer price index for Nairobi.

~’End of year rate = 15 percent.

to 1end at up to 20 percent.

Sour ce:

April-June,

Bulletin,

1983.

Central Bank of Kenya:
Central Bureau of Statistics:
July - December, 1983.

Economic and Financial Review,

Finance companles permitted

Mon thly Statistical
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III;, A;Séﬁﬁéﬁt¥df?bSda;fS§§ﬁsftﬁfpfJStructural Adjustment

A. Introduction

The international domor community became more heavily involved
in supporting the recovery of the Kenyan economy at the time of the
Covernment budget crises of 1980 and 1981. Measured in
macroeconomic terms, a combination of support, advice, and action
has been successful so far. With the support of significantly
larger levels of program aid, the Governmenrt has been able to make
sharp fiscal, monetary, trade and other policy adjustments.
However, judged in the context of the rate and composition of
development needed to ensure prosperity for Kenya's people in the
year 2000, Government policymakers face the need for additional
changes. There is general agreement that the Government and the
donor community are dealing with the right policy issues, and that
the right priorities are being established, but much greater
attention needs to be given to. the complicated details of

implementation.

B. The IMF

, Throughout the difficulties of recent years, Kenya has received
: considerable advice and support from the International Monetary
‘Fund. Kenya's attempts to deal with deteriorating internal and
external situations were not initially successful. A ome-year IMF
 gtabilization program in 1979 and a two-year Stand-By arrangement in
1980 were not completed. Some performance criteria were not met,
nor were all of the contemplated SDR purchases carried out. A new
IMF program approved in January 1982 was interrupted by failure to
. meet credit ceilings in June 1982 and by an abortive coup attempt in

August of the same year.

Kenya's failure to meet individual quarterly per formance
criteria has marred a general pattern of improved macroeconomic
management during the past three years. Given such progress, the
IMF has continued its close cooperation with Kenya. The Fund has
gupported Kenya's adjustment efforts in 1982 and 1983 in the form of
two Stand-By arraugements. During this period, Kenya has made
purchases from the Fund totaling SDR 215.8 million (c. $235
million), the most recent purchase taking place in November 1983.
The amount of Fund support is sizeable in view of Kenya's present
quota in the Fund of SDR 142.0 million (e¢. $152 million). The
current Stand-By arraangement which totals SDR 152.8 million (c. $163
million) includes two further purchases to be made be fore September
1984. Following the last purchase under the current Stand-By, the
Fund's holdings of Kenya shillings under tranche policies will
amount to SDR 332.8 million or 234.4 percent of quota.
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Under the current Stand-By arrangement, Keaya has successfully
met its fiscal, monetary, and credit targets for March, June,
September and December 1983. All targets for March 1984 have also
been met although the March performance criterion for total domestic
credit was revised upward to accommodate higher than expected demand
for credit by the National Cereals and Produce Board. It now
appears that June 1984 targets will also be met. The Government
proposes to negotiate an Extended Fund Facility with the IMF under
which public expenditure and foreign exchange policies will continue
to be met. Kenyan repayments to the Fund during the period of the
1984-1988 Development Plan are estimated at some $300 million. Most
of this will fall due during the next three years, suggesting a
likely request for an Extended Fund Facility at annual levels
approaching Kenya's present quota with the Fund. This reliance on
and dialogue with the Fund should ensure that Government remains
committed to the demand management policies needed for further
progress on structural adjustment. .

C. The World Bank

The two-year Stand-B8y arrangement, approved by the IMF in
October of 1980, was supported by a World Bank Structural Adjustment
Credit and an EEC Special Action Credit totaling $70 million which
was approved in March 1980. A second World Bank Structural
Adjustment Loan ($60.9 million) and Credit ($70 million) were
approved in July 1983. The first tranche of $80 million was made
available upon effectiveness of the Agreement. Release of the
second tranche was delayed from March, 1983 until January, 1984 due
to slower than anticipated progress in a number of critical areas.

By the time of the first performance review in March 1983, the
Bank concluded that conditions had been satisfactorily fulfilled
regarding: (1) revised investment incentives for industry; (2)
improved functioning of the Population Council; (3) an acceptable
external borrowing program; {(4) improved. agricultural pricing; (5)
improved management and budgeting of agricultural programs; and (6)
establishment of new guidelines for project evaluation and
Government investment in parastatals. Performance was found to be
lagging in: (1) preparation of a forward budget and public
investment program; (2) preparation of a new tariff structure; (3)
carrying out of associated industrial transitional strategy studies
meant to chart policy for amelioration of adverse effects of reduced
protection; (4) developing an export promotion program; (5)
reviewing large farm subdivisions and other land issues; and (§)
taking action on the future structure of grain marketing.



By January 1984, the Bank had assisted the Government in
prepariug a forward budget and public investment program which was
generally, if not entirely, consistent with the objectives of
structural adjustment. A gtart had been made on tariff adjustment
ir the June 1983 budget which lowered most import duties above 30
percent by 14.7 percent. Work on industrial strategies was limited
to one important sector (although a methodology was established for
further studies). With regard to promoting exports, devaluations
and export compensation were deemed to have provided the basis for
disbursement of the second tranche. Improvements in import
administration (which favored importation of inputs needed by
exporters) and in the tariff structure (which improved the
competitive position of exporters) were also made. The land issue
remained intractable, but a Land Use Committee had completed the
required comprehensive repnrt covering subdivision problems on
group farms and a wide range of other issues affecting land use.
The consultant's study on grain marketing, which skould have been
completed by the end of 1982 was received in June 1983. Government
has informed the Bank that it has decided to implement a grain
marketing policy encouraging competition between the public and
private gsectors, changing the role of the National Cereals and
Produce Board to a buyer and seller of last resort responsible for
price stabilization, maintaining reserve stocks and conducting
external trade in grain. Implementation of this policy has yet to
begin, however. Based on these steps the Bank disbursed the second
tranche in January 1984.

In retrospect, the Bank's list of conditions for the Second
Structural Adjustment operacion were too ambitious, too complex, and
too politically charged to receive full and timely implementation by
the Government of Kenya. Moreover, Government for the most part was
‘unwilling to accept loan-funded consultants, even on IDA terms, who
might have facilitated analysis and implementation of key features
of the Structural Adjustment Loan. In considering a third
Structural Adjustment operation, a shorter list of more specific
adjustment steps may be desirable with more initiative being
required on the Kenyan side. In light of such considerationms,
negotiations during mid-1984 are likely to be protracted,
particularly if further steps are required in grain marketing, and
in population, as logically they should.

D. The U.S. Program

In the several years the U.S. Mission has been supporting policy
Jdialogue with program assistance and consultants, in coordination
.“with the World Bank, IMF, and other donors, it has become apparent

- that Government implementation of policies, even of announced
policies, is a lengthy, complicated and difficult process. The



.S.-Kenyan dialogue continues to focus on implementation issues of
emand management and structural ad justment, and in effect serves as
n implementation arm for selected Fund and Bank covenants as well.

Under the technical agsistance portion of the ESF Grant for FY
983, the USAID is providing consultant services to assist the
overnment in policy analysis and implementation. This grant
ssistance is designed to help the Government implement the steps
greed to in FY 1983 covenants and more fully implement actions
aken as conditions precedent to disbursement.

The Mission believes U.S. technical assistance i3 being well
eceived. The Government has had clear objectives and needs and has
repared the scopes of work for consultants, the consultants have
ad qualifications and experience known to Govermnment, the quality
f consultant productivity has been high, and Gecvernment has
rovided counterparts and support for consultant: activities. These
onditions, as the Permanent Secretary for the Ministry of Finance
nd Planning has stressed, have increased the likelihood that
onsul tants' analyses and recommendations are utilized.

The U.S. Mission recognizes that its dialogue with the Kenya
overnment on policy issues is not one based solely or even mainly
n "leverage'" or one that allows the U.S. to force the pace or
irection of Government policy pronouncements or implementationm.
owever, the supportive U.S. relationship enables the Government to
nalyze options more fully and to implement some policies more
apidly than it would otherwise. Many procedural steps have been
aken under the FY 1983 Grant, signed less the&n a year ago, but a
angthier time frame is required to judge the effacts of decisions
ade, or implemented, to restructure aspects of the economy.

+ Progress Made on the FY 1983 ESF Structural Adjustment Program
Grant '

The FY 1983 Program Grant Agreement contained seven conditions
recedent and eight covenants. USAID's review of progress achieved
ider these conditions and covenants as defined in the context of
1e priorities set in the FY 1986-1990 CDSS, sets the stage for
yvenants and conditions contained in this ESF Amendment. The
>llowing are keyed to the FY 1983 conditions. The covenants are
Lso identified.

(1) Export promotion has been encouraéed by two significant and
averal minor devaluations during 1982-1984 and by some
implification of export procedures. An export incentive scheme
rovides a 104 bonus on selected export products. Promotional
rograms, including an additional 15% bonus, have been proposed or
tudied, but no new ones have been implemented.
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Despite 1984 being the Government's "Year of Exports", and the
significant but short~lived tea boom in early 1984, there is little
sign as yet that traditional exports have picked up following the
world economic recovery, or that new markets and products are being
developed.

The U.S. Mission believes that further steps to promote exports
will continue to depend primarily upon shilling adjustments, und
less upon promotional procedures (contrary to the emphasis omn
promotion given in the second covenant). Maintaining a
realistically valued shilling ic the cormerstone to structural
adjustment. The policy approach supported by the Amendment
therefore deemphasizes promotional approaches to increasing exports
and fosters analyses of pnroducts and markets and associated
conditions and constraints.

(2) Budget and Credit Targets. The Government met all IMF and
USAID targets in 1983, and in 1984 to date. In coming years it will
be necessary for the Government to ensure that public expenditure
does not once again rise as a share of GDP and that private credit
continues to expand in relative terms. Such an expansion in private
credit will provide direct evidence that production and employment
are recovering.

(3) Import administration is improving slowly following
establishment of new import schedules for 1983/84. Further steps to
eliminate controls, to implement expansion of the Schedule IA "free
1ist", as foreign exchange reserves rise, and to liberalize import
procedures, require immediate attention. The first covenant gives
emphasis to further reform of import proceedures and to movement
towards a more uniform tariff structure.

(4) Agricultural inputs were shifted to Schedule IA, except for
fertilizers and pesticides, which require quality control and were
placed on Schedule IIA Special where they require ministerial review
and foreign exchange approval. Fertilizer importation has not been

constrained by limitations on foreign exchange.

(5) Improved administration of fertilizer importation and
distribution and private sector participation. The Government
established a Fertilizer Advisory Committee with public and private
members in late 1983. The Committee has met to confirm public
sector estimates of the types and amounts of required fertilizer
imports, to establish prices and to approve private sector
distributors. The agreement giving monopoly control of distribution
of donor fertilizers to a single organization has been terminated
and substantial progress has been made in insuring private sector
participation in distribution of imports. A system whereby
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importation is privately determined and managed will not;b@}fﬁﬁly;'
operational until later this year. The gixth covenant calls for
evaluations of the Committee, one of which has taken place to dq;e

Private investment inm agricultural inputs, such as in
fertilizers, and associated transportation and stcrage facilities,
will depend primarily on marketing margins, and on the decontrol of.
prices and marketing regulations for agricultural outputs. Relevant
studies have been completed, but no significant decisions have been
announced to date.

(6) Public investment plarning and establishment of
priorities. Assistance from the World Bank was required before
Kenya could fulfill its commitment under Structural Adjustment Loan
II to complete a forward public investment plan. The Development
Plan 1983/84-1988/89 does not reflect curtailment or deletion of
projects for which commitments have already been made, nor does it
~clearly delineate the criteria used to select neuv investment

projects proposed for the Plan period. The Government has
established and announced to the donors, however, the criteria for
funding projects in annual budgets: that a project must be included
in the Plan and Forward Budget, that it must yield economic and
social benefit, that it must be adequately funded, with sufficient
foreign exchange to cover all importe needed, and that funds for
recurrent and local costs must be available. Following completion
of a donor project compendium by the UNDP and AID, the Government is
beginning to strengthen its capacity to analyze these data in
conjunction with data on domestic and foreign debt and the forward
budget planning process. In accordance with the third covenant, the
Government is now giving high priority to strengthening its budget
procesa. Government is also developing special mechanisms,
according to the first covenant, to manage externally financed
programs.

(7) Food secvrity policy. Following completion of internal and
external food policy studies, the Government is taking steps to
strengthen emergency food reserves, and, with great reluctance and
misgivings, to reduce its role in grain marketing and in food
imports. Because of the current drought threat, food security is
being addressed in a crisis atmosphere without adequate attention
being given to strengthening information and response mechanisms.
Food marketing controls are seen as a public responsibility ensuring
urban price stability, preventing exploitation by private interests,
and hindering unofficial exports. Steps to eliminate present
controls on prices, assemblage and shipment are not readily adopted
by Government, even though the development penalty of rural growth
foregone may be high. USAID and other donors continue to believe
that significant decontrol is a precondition to increasing rural
incomes, investment and growth.




233-

The establishment of a Monopolies and Prices Commission is the
fifth covenant of the FY 1983 agreement. The Government has
prepared a draft law to ensure orderly marketing practices, to
secure fair prices for consumers, and possibly to help Government
determine which basic commodity prices to decontrel. Price
decontrol, should it take place, has obvious positive implications
for private investment and the ability of the Covernment to
undertake parastatal divestiture.

The preparation of strategies for Parastatal Body divistiture is
the seventh covenant. Although Government has yet to actually
divest itself of any parastatal body, a Task Force studying the
legal and budgetary implications of parastatal reorganizationm,
strengthening, and possible divestiture is to report its findings
and recommendations to Cabinet.

In ssummary, the Kenya Government is begznnlng to lay the
organizational and analytical groundwork needed in several
ministries to improve Government efficiency and to undertake’
structural adJustment.v

u2Q ;$hpporting Technical Assistance in FY 1983

N Technical assistance provided under the FY 1983 agreement has
been the principal instrument for policy discussion and
implementation and has thereby kept the Structural Adjustment
Program Grant alive as a basis for dialogue between the Kenyan and
United States governments. In the absence of this $2 million for
consultants, the impact of the $28 million in foreign exchange and
budgetary support for Kenyan stability would have been substantially
reduced.

USAID has commztted approxzmately one-half of the two million

dollars in the ten-mOnth_perzod since. the ‘signing of the grant .
.agreement, and plans,bojcommzt the remaznlng portzon before the: end

of 1984..

The FY 1983 agreeme'tfcovered fzve kznds of technzcal asszstance
support.;wp '

(a) Technzcal Asszstance Pool.vv

35 ;_ In May 1984 USAID w111 commzt $9OU,UUU 1n support oL the
jTechnLcal AsszstaneefPool 1n the Ministry of" Agrzculture and
"Livestock Developments . Thls long- standlng ‘source of advisory
"support has not been successful as yet in institutionalizing a
policy planning capacity 1n the Ministry. However, consultants fznd



that ‘their advice is accepted omn specific policy issues such as food
pricing and grain reserve levels and in areas of budgetary and
organizational reform. Under a revised plan for further support in
FY 1985, USAID will support progress towards institutionalization of
a policy-planning capacity.

(b) The Ministry of Finance and Planning has yet to request
assistance for improved analysis, budgeting, and administration of
donor and Government financed projects. Nonetheless, short term
consultancies have been provided to improve implementation of a
computerized reporting system for domestic and foreign debt (and
such assistance is continuing). The AID/UNDP project compendium of
donor assistance has been well received by the Ministry of Finance
and Planning and should serve as the basis for increased
rationalization of the donor coordination process. USAID
anticipates that the Directors of External Affairs and of Budget in
the Ministry of Finance and Planning will request a range of A
assistance to help Government strengthen its budgetary procedures.
This strengthened capacity is needed to assess Government,

parastatal and donor investments; and to underpin coordinationlof
donor aid. ' S

(e) Studies;4

, In order to facilitate policy implementatioa, the Government has
“called on consultants to help define and draft policy options in
several areas. These include preparatory work for parastatal body
divestiture, drafting of the terms of reference for legislation for
a Monopolies and Prices Commission, improvements in import
administration, and use of micro-computers in various parts of
Government. In late 1983 the Central Bank requested two consultants
to improve Central Bank management, improve inspection and
management of commercial banks and establish a saver deposit
protection scheme. The primary goal of these consultancies is to
increase domestic resource mobilization by improving the efficiency
and soundness of financial markets. Although it is unrealistic to
expect the studies component of U.S. program assistance to lead
directly to policy impact as early as 1984, the use of grant money
for studies is contributing to the formulatiom, direction and
possibly to the rate of pnlicy implementation by the Government.

(d) A Government request for U.S. micro-computers was
temporarily stalled in late 1983 by policy deliberations on the use
in Kenya of sophisticated technology which is sometimes thought to
have negative implications for employment. Nonetheless, by mid-1984
USAID expects a Government proposal to enable further work ‘in donor
coordination, budgeting, import administration, and CentralyBahk
operations and management. L R R



USAID has observed that a precondition to public sector
decontrol, deregulation, and restructuring is often a greater degree
of Government understanding and sense of control. Although
increased confidence may not always lead to deregulation, there is
no doubt that USAID consultants are playing a useful role. It is
also apparent that micro-computers are a low-cost, easily utilized
technology that are giving Government analysts and budgeters an
informational, analytical and managerial capacity they have not had.

(e) Evaluation
The original schedule for an evaluation in January 1984 was
unrealistically optimistic in its expectation that there would be

concrete actions to examine. An outside team will conduct an
evaluation in January 1985.

3. Counterpart Shilling\Utiliiation in FY 1983

In the FY 1983 PAAD, the Mission had proposed. that "The local
currency made available under the grogram be applied to three -
purpogses: financing of costs of policy reforms; . :
support for jointly agreed upon high priority agricultural and rural
'development projects; and funding through the commercial banking
system of major foreign exchange saving or foreign exchange earning
private enterprise investments." Because of the Government's severe
budget constraint at the end of FY 1982/83 and the importance of not
exceeding IMF domestic borrowing limits in FY 1983, shilling
generations in FY 1983 were directed to budget support.

Shillings were utilized to fund developmental activities
mutually agreed upon by AID and the Government in the areas of rural
development and agricultural production, rural Private enterprise,
and family planning in the Fiscal Year 1982/83 budget. Shillings
were programmed for agreed upon uses by an exchange of letters
between the Ministry of Finance and USAID dated August 1 and Au gust

» 1983, respectively. The Ministry of Finance letter itemizes the
shillings released to six ministries for twenty-one project
activities.

V The counterpart funds represented 35% of the shilling budgets
.~ for these development programs. Without this allocation, the

- programs would have been under-financed and seriously impaired. As
stated in the following section, the Mission proposes similar uses
for FY 1984 generations, but with the addition of a number of
activities in the private sector.
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IV. FY 1984 ESF Structural Adjustment Program Grant Amendment -

A. The FY 1984 Program

Following the FY 1984 Amendment adding $40 million to the -
FY 1983 Structural Adjustment Program Grant, the total Economlc
Support Fund program will be $70 million. A 934 millien &
Commodity Import Program (CIP) will follow the FY 1983 cash
grant of $28 million, and the technical assistance component
will be increased by 46 million. The proposed technical
assistance program is described in Section V; the CIP, in
Section VI.

The shillings generated by commodities sold by private
importers shall be deposited in a Special Account and shall
allocated in part to the development budget amd in part to =
agreed upon private sector activities. The shillings will be"
programmed as described in Section VII, for mutually agreed
upon activities.

The conditions precedent to disbursement and the covenants
of this Amendment. re flect assessment of structural adJustment
requlrements and support similar conditions expected to be
under negotiation between Government and the IMF and the World
Bank. A number of conditions and covenants will also be -
requlred to expedite implementation of the CIP.

Although the conditions and covenants of the FY 1983
Agreement are not explicitly linked to those in this Amendment,
the FY 1984 conditions and covenants are analytically related
to and serve to further implement those agreed to in FY 1983.
USAID monitors the substantive and procedural progress of the
bilateral dialogue, however funded, very closely The results
of the January 1985 evaluation will also be utilized by USAID
and Government to help shape the dialogue.

USAID support for structural adjustment i3 complicated by a
basic dilemma: short-term program assistance in response to the‘
Government's budget and balance of payments needs is a
prerequisite to longer term structural change; yet the
provision of such short-term assistance in the absence of
significant policy or institutional reforms may help undermine
prospects for the desired structural adjustment. Each program
grant must therefore be based on a careful weighing of actual
and projected progress towards structural adjustment.



While recognizing significant Government progress on
macromanagement, it is USAID's view that overall Government

progress on structural adjustment has been less than expected.
The lack of progress reflects political difficulties, the
complexity of relevant economic issues, the unrealistically
short amount of time allowed for policy implementation, and
what appears to be a lack of consensus within the Kenyan
Government needed to support the structural adjustment that
must be the key to development in a country for which

population will double in less than twenty years.

Because actions identified in the original Grant Agreement
have not been fully implemented this Amendment provides
assistance in the less attractive, less fungible form of a
commodity import program. It also provides a higher level of
grant -financed technical assistance to support the adjustment
process which Government requires and can effectively absorb.

The policy conditions address basic development problems
and policy constraints identified in the CDSS. As in the CDSS,
the principal focus is upon the kinds of policy change and
public investments that enhance opportunities for private
sector growth and employment expansion. The selection of
conditions and covenants is determined by a careful weighing of
the prospects for implementation in the near term and the
relative importance of each covenant or condition in
contributing to broad-based growth over the longer term. Given
the urgency created by Kenya's population growth rate, finding
avenues to increase income must be a near term priority. It is
for this reason that such great importance is given to prices
and other factors governing the market investment environment.
Recognition of the political complexities of policy decisions,
and they are complex, does not mean that Government or the
donor community can remove fundamental issues from the
development agenda.

B.f Condltlons Precedent to Disbur sement

AAgglculture

i (1.) In order to promote increased rural incomes and:

‘investment , the controls on the distribution and sale" of: malz
between disi{ricts shall be reduced. Specifically, the f”,..
Government shall increase the limit on the number of bags of
maize that can be shlpped by private traders between dlstrlcts,
without need of permits, from three to ten bags. The - -0

Government shall make a public announcement of thls actlon.
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Family Planning

(2.) In order to lower costs to consumers and promote the
distr ibution, sale and use of'family planning commodities,vthewﬂ
Kenya Government shall waive all import duties and e11m1nate;45
taxes on commodities used for family planning services. A
public announcement to this effect will be made in June of 1984.

Trade

(3.) 1In order to promote private investment and trade,
the Kenya Government will direct that all applications for
licenses to import goods omn Schedule IA will no longer be
reviewed by the Import Management Committee for overstocking.
A public announcement of this action will be made by the end of

July 1984. .

(4.) 1In order to speed import approvals, the Kenya
Government will direct that a schedule for the implementation
of the system for annual allocation for imports listed on
Schedule IB will be established, and will provide USAID a copy
of the implementing instructions.

(5.) In order to speed export procedures, the Kenyan
Government will implement the "Green channel" documentation
procedure for exporters by which exporters can obtain complete

documentation for export approvals from Government in one
office. The Government will announce this action, including .

advice to exporters on where to submit applications for export
approvals. etk

The Shilling Counterpart Program

(6. ) The Kenya Government w111 open e spec1a1 account

Commodity Import Pfogram

(7.) The Government Wlll prov1de'

(7a.) A list of a11 1mpcrtets reglstered w1th the Customs
and Exclse Department°»

(7b ) Coples of the Letter iof Invitat’onfto

aticipate
the- ptogram o each reglstered commeryf“_‘.uw( e i
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d(7c') Coples of letters to reglstered commerc1a1 banks
not;fylng them of thelr selectlon to partlclpate 1n the
progvam- and v

(7d.,‘ Copy of a notice to importers that, since no Societe
General Surveillance inspection will be required for CIP :
commodities, the usual one percent import license fee pai :
the Central Bank will be reduced to one half of one percent: for:
CIP commodity import license applications.

C. COvenants
,Agrlculture ,

‘ To ensure that Kenyan producers can obtaln zemunm
gtlmely cash payments for thelr crops. C

, (1 ) The Kenya Government covenants that it w111 prov L
to USAID a report specifying how the problem of timely: cash'-»,
payments by parastatal and cooperative bodies to producers fori
the principal food crops is being resclved, and T :

(2.) The Kenya Government covenants that it will consider
the proposal that the Kenya Farmers Association, cooperatives;.
and maize processing firms may purchase maize from producers
and traders directly.

The Domestic Budget and Public Investment Priorities

(3.) 1In order to strengthen and coordinate the
Government's annual budget process, the Government covenants
that it shall submit a report to USAID by the end of 1984 . :
assessing progress towards improved interministerial budget
coordination and requirements for staff strengthen1n8 and
equi pment.

(4.) 1In order to foster an expansion of private sector .f
credit, the Kenya Government covenants that it will restrict:
the level of the public deficit durlng its FY 1984/85 to not
»”more than 4.2% of GDP as gstated in the new Plan. R

L (5.) The Kenya Government covenants that it shall anlude;
\the recurrent and development budgets of all 25 major - ‘ o
5jparastata1 bodies in the Budget Estlmates for 1985/86.»'



Foteign'Trade‘

(6.) The Kenya Government covenants that it will maintain
an active review of exchange regulations and exchange rates
with the object of strengthening the competitive position of
Kenyan exporters in world markets.

'U.S. Commodity Imports

(7.) The lenya Government agrees ‘that all disbursements
from the speciazl account will be made subJect to AID approval.

(8.) The Kenya Government agrees that wzth respect to
Exchange Control Notice No. 19, guarantees issued to
Kenya-registered companies, regaraless of owner nationality,
will not be considered as local borrow1ng under the Commodity
Import Program (CIP). ~ ,

(9.) The Kenya Government'cobenants that it will inform
importers that funds from the Grant ‘are available for marine

insurance to cher gqQods flna%ced hereln, prov1ded that the
insurance 18 placed in th ‘Ue )

(10.) The Kenya Government covenants that the Import

Management Committee will not review ‘any ‘Import License

.ap tion for goods financed under this program, except those
,'gog 8 included oﬁ Schedule IIB. " prog ’ P

(11.) The Kenya Government covenants that it will provide
- USAID a copy of: (a) each approved Import License Application
for goods financed under this program, (b) a copy of the
- "Import Entry" form for each consignment of gocds financed
~-under this program, and (c) a copy of the "Out-Turn" report for
" each ocean vessel carrying goods financed under this program. - .

s (12.) The Kenya Government covenants that the Ministry of ".
. Commerce and Industry will review and process all Import o
.. License applications under the Grant within a maximum of ten
~working days after receipt from importers.

_ . (13.) The Kenya Government covenants that the Central Bank
L;of Kenya will process all applications for Forelgn Exchange

L-Allocatzon Licenses under the Grant within a maximum of two

*gworklng days after receipt from the Mlnlstry of Commerce and
, Industry.
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(14.) The Kenya Government covenants that the shilling
deposits shall be placed into the special account no later than
90 déys (or such other period as USAID may subsequently agree
to in writing) after the U.S. dollar payment is made by the
U.S. Government to the bank holding the Letter of Commitment
for goods financed under this program. A monthly statement
showing all deposits into and withdrawn from this account shall
be supplied to USAID no later than 30 days after each monthly’
period ends.

V. ‘Technical Assistance in:'Support of Structural "Adjustment

~-'The technical consultancies proposed for FY 1984 funding
reflect experience under the FY 1983 Agreement and the '
strategic. priorities of the FY 1986 CDSS. The FY 1983 PAAD
proposed to continue the same techmnical assistance agenda in FY
1984 but to doul.le the funding to $4 million. This Amendment
proposes that the technical assistance level be increased to $6
million, reflecting progress achieved in establishing a
bilateral policy dialogue during 1983 and 1984, the
incorporation of policy-oriented projects uander Program
assistance, the number and dollar cost of Government requests
for consultancies, and Commodity Import Program monitoring
requirements. :

The Technical Assistance Program and its implementation-
Procedures are described in Annex E of the FY 1983 Agreement.
Under the FY 1984 Amendment, USAID plans to maintain support
. for implementation of Government's macromanagement, sectoral
and structural adjustment priorities. ’

The bulk of the funds in FY 1984 will support three
relatively large policy-oriented efforts, two of which received
~funding under the FY 1983 Grant. The policy advice is offered
- throught the Technical Assistance Pool of advisors for the
- Ministry of Agriculture and Livestock (TAP IL); a new activity
~in the Ministry of Finance and Planring, Resources Management
for Rural Development, and technical implementation of import
administration. 1In addition, USAIL expects that assistance to
the Central Bank will increase, anu that support for the
strengthening of the budgeting procedures within the Ministry
of Finance and Planning will begin.

’ Under TAP II, USAID proposes to contribute to the pool of -
donor finance for the last year of the present agreement. With
-8 strengthened budgetary and analytical capacity now in place, :
USAID expects that the Ministry of Agriculture and Livestock
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Development will have the’ capaclty to. capture ‘a’ larger policy
role with regard to the many agrxculturally-related

1nst1tut10ns outslde 1ts dxrect control.~3;1**~

The new act1v1ty for the Mlnlstry of Flnance and Planning
signals USAID's and Government's concern that District Focus be
utilized as one vehicle for promoting private sector growth.

In addition to continued assistance to strengthen budgeting and
planning, the Resources Management Project will support
advisors on rural resources utilization and on the environment
for private sector growth in rural areas. USAID expects to
support District Focus primarily in ways that promote private
investment.

Government's efforts to implement its new import procedures
have depended upon U.S. Bureau of Census advisers provided with
FY 1983 funding. The work of the Bureau will continue co.¥*+4v
develop procedures to speed and simplify approvals of 1mport
licenses and train staff. Under the conditions of this ;
Amendment we expect Government to streamline meort procedures
further by reducing the number of license reviews.

Additional areas identified for policy implementation or
formulation are set forth below on an illustrative basis.
Current requests from Government to which USAID expects to
respond are indicated below by line item and tentative budget

level. The total funding proposed for each category may be
larger than the sum of the individual requests received to date.

As in FY 1983, the program will provide computers and
asaoclated support az well as training for individuals who have

irect and immediate responslblllty for effectlng
melementatlon of policies. :

A. Sectoral Policy and Plannlng Jﬁ,gcf“f,,'.; . $3 000 000

(1) Consultant asslstance for agrzcultural pollcy .
formation and planning, rural resource moblllzatlon, and;,

‘drOught management.,

(1) Techn1ca1 Asslstance Pool II

(11) Resource Mgmt':for Rural Development

(111) Drought Management_f
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B. Strengthening Policy Capacity of Central ‘$1,500;000v
Ministries n

(L) Strengthening of a unified budgeting system in the
Ministry of Finance and Planning. The system would provide
computerized accounting of domestic and foreign debt, and of
donor loans and grants, and would be operationally coordinated
with sectoral ministries throughout the budget cycle.

(2) Consultants, tralnlng and microcomputer support costs‘
for the Central Bank to improve internal management, and o
improve capital markets.

(i) Central Bank $ 400;QQQf

(3) Continued assist .nce is proposed to 1mprove and
liberalize import admxn:stratlon.gtj m

(i) U.S. Bureau of the Cené&éf‘ ??ﬁsbﬁibbdﬁj

(4) Assistance shall- cont1nue, wh.re requested L
: parastatal body dxvestlture, :and” to further’ 11berallzes eliance
-qqutqprrolled prices. .$200,000

Cstudies . ‘¥‘$7001000~“

(1) Export promociah‘iﬁciﬁaf“ caaéiaa::; o $1oo ooo’"

(2) Industr1a1 sector“and trade’ studles, analysls of
effective rates of protectlon, and 1nduatry~spec1f1c B

Eeaslblllty Studles. " *260;66bf
;DQ_QMichcomﬁdtéfsij i$466;066

7isvarﬁaEibﬁ€ $100,000

fT&tai’ $557 million

';ﬁNSté?' The proposed budget for: Commod1ty Import Program
~'mon1tor1ng is contained in Anne vffthe total consultancy
'~ budget is contained in Annex B. . i
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Vi. The Coumodity Import Program

To evaluate the feasibility of a Commodity Import Program
for Kenya, and to assess the appropriata magnitude of such a
program, in the fall of 1983 USAID comumissioned a study of U.S.
exports to Kenya over tuhe last 5 years. Mr. Tribble, the
study's author, reviewed U.S. exports to Kenya in commodity
categories totalling over $100,000 in any sample year during
the period 1978-1982, and analyzed those exports with reference
to commodity eligibility, size and sector.

The Principal salient facts to emerge from this study Qépef
that: ST

- The,United States exports an average of approximately -
$125 million of commodities to Kenya each year;

- Eliminating the high and low years for each product
category, approximately 946 million of this amount would
normally be eligible for AID CIP funding (excluding PL 480,
ineligible commodities, and categories for which there were
less than $100,000); and

- The sectoral distribution of eligible commodities is =: '
Industry and Business (31%); Construction and Infrastructure
(18%); Agriculture and Agricultural Industry (l4%); and Health
and Education (57%). - ' :

Based on these figures and hir own experience with CIP
programs, the study's author concluded that a CIP of
approximately $46 million annually would be feasible provided
that appropriate structures and incentives could be provided.

Given these factors, in part, USAID settled on a CIP of $34
million for FY 1984, - :



A. Géhéfal'Réépoﬁéiﬁilities'

Overall responsibility for carrying out the Kenyan side of
the Agreement rests with the Ministry of Finance and Planning.
However, the succoss of this program depends greatly on the
involvenent of the several Kenyan commercial banks through
which the CIP funds will be channelled. The Kenya commercial
cooperating banks will be provided with an incentive to make
quick use of these funds. The Central Bank's role is ome that
differs little from its role in ordinary foreign exchange

operations.

USAID/Kenya's role will generally be one of program
monitoring. For this purpose, contract help will be required,
particularly in the area of reviewing import license
application documents, arrival accounting, end-use accounting,
and auditing deposits into and withdrawals from the special
account. The Mission will also advertise the CIP through
AID/W's Office of Small Business.

AID/W's involvement will include issuance by FM/BFD of _
Letters of Commitment to the .U.S. correspondent banks. SER/COM
will be involved in approving Form 11 applications and in u
reviewing payment documents for compliance with AID Regulation
One. (Form 11 approval checks for commodity eligibility,
source/origin, and reasonableness of price). SER/COM/SE will
be responsible for performing post-payment audit of prices
(including review of Form 282 and follow-up with suppliers
concerning claims for over-pricing, as required). SER/COM/TS ,
will monitor compliance with cargo preference and grant ad hoc
transportation source waivers as needed. AID's certifying B
office in New York will process disbursements to correspondent

banks . '

B. Go?e:hiﬁg;Rek@iéﬁiéﬁSg}

t4 financing and procursasnt procsdures (AID.
on ‘One ,ggitﬁygntirety),ggillgﬁe‘applicabrektdwwrrrh&
xch'ange transactions under the’grant.. -

~.l.  Private Sector Procurement:’

. The'Kenya CIP program will be run through the private
sector.  In Kenya many parastatal enterprises function
essentially as private entities and are therefore to be .treated
as such under this program. Parastatals will be eligible to
access CIP funding provided their applications are submitted




‘;465

through commercial banks and are treated by the Ministry of-
Commerce and the Central Bank in the same way they would treat:
any other applications. Should Kenya law or regulation require::
that a particular procurement be reviewed by the Central Tender
Board that procurement will not be treated as a private sector:
procurement, and will not normally be considered for CIP
financing.

a) Negotiated procurement:

All procurement undertaken by the private sector: can'be
carried out using the negotlated procurement procedures ‘+”“~~,
described in AID Reg One, section 201.23. If a given. 1mporter,,
or group of imprrters, wish to use formal competxtlve bld ’
procedures, USA.D will assist.

b) Publicity requirementsﬁ

In order to proceed with negotiated procurement as’
described in AID Regulatlon One, USAID will first publlclze the;
‘CIP in the United States in the manner sometimes. referred to ‘a8’
the "Colombia Plan." The.work already done by Know-How - e
International in Ldentlfylng Kenyan importers will be of
sxgnltlcant help in carrying out this requirement.

All importers are registered with Customs. Each 1mporter€
- includes hin registration number on any import license ' . ..
application. PD&S funds will be used to hire a local prlvateﬂ
. firm to prepare a list of all these registered meorters w1th§
additional details including: name of firm, name of propr1et r
address (postal and actual), phone number, telex number, ‘type
of usual import, special relationships with U.,S. firms, and-if
possible, size of assets or size of imports or other : 6
appropriate size determinants. This llst, when publlclzedt
distributed in the U.S., will fulfill AID's Sectiom, 20l. 23(b)
requirements.

2. Public Sector Procurement

- At the present time, use by the public sector of CIP

- financing is not forseen. Nevertheless, should there arise in
" the course of this CIP a strong Government demand for an
eligible commodity or commodities, to be used to reinforce
viable development objectives, USAID/Kenya would consider a
request for a diversion of some CIP funds for this purpose. In:
this case, the relevant Government entity must deposit into the
USAID special account the local currency equivalent of the e
amount to be financed when the Finance Request is issued by the:
Ministry of Finance or its designee. All procurement will be



conducted accord1ng to'thetformal competxtxve bid’ procedure
described inisection 201,22 6f ‘Aid Kegulation One.:

3 : E1131b1e Source-CommodltLes and Frexght

Inasmuch as thzs is a grant, the only source ‘eligible for‘“
financing is USAID Geographlc Code 000, the United States.
Eligible shlppxng therefore is restricted to U.S. flag
vessels. Most imports under this program will be shipped om
liner vessels. Lykes Lines provides regularly scheduled linor
service from Gulf ports to Mombasa. U.S. Lines, through their
department which was formerly Moore-McCormack Lines, provides
regularly scheduled liner service from East Coast ports to
Mombasa. SER/COM/TS may find individual shipments ellg1b1e
for shipment on non-U.S. flag vessels and will issue
transportation surface waivers on an ad-hoc basis. Air frelght
will, howevar, also be e11gxb1e for AID fxnanclng, when such =
air frelght is performed in accordance with section i
201.13(bJ(2) of AID Regulation One. The decision whether to
use alr transportation will be made by the importer, in = - )
accordance with the usual commercial practice for the type of
commodity and depending upon the urgency with which it is
required.

Kenyan importers may finance transportation themselves on
Code 935 carriers rather than use CIP financing, providcd that
less than 50% of the total CIP cargo financed under this
agreement is shipped on non-U.S. flag vessels. SER/COM/TS will
monitor this requirement. Under no circumstances, however,
will AID finance commod1t1es shipped on a vessel of other than

code 935 flag. :

b Slze of Transactlons

The mlnlmum size ot transactlons under ‘the” grant will be
set at $10,000. This relatlvely low minimum transaction size
has been chosen since USAID's analysis (see Supplementary Annex
A) suggests that the volume of imports in the $10,000-$50,000
range is likely to be large and to exclude them would
unnecessarily delay disbursement. The maximum size will be
$1,500 000, except with USAID's written consent. USAID has
reserved the right to approve transactions above this amount in
order to be able to require formal procurment procedures, if
appropriate.
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Elzglbleﬁccmmodztles

‘fYAll 1tems in the "AID Commodzty Elzgzbzlzty Lzstzng - 1983
Edition" will be elzgzble for " financing under the grant,” u;A
subject to the special provisions appended to- that listing.
This listing excludes from flnanclng luxury goods, exploszves
items for police or mzlatary use, etc. This wide range of
eligible commodities w111 facllztate fast dlsbursement.wr*’

6. Eligible Commddityfgelated~Seryiceeﬁff
(a) Insurance';

The current Kenya practlce requzres importers. to- purch”sez
lnsurance only locally and in Kenya Shillings. ‘USAID will @ ..
require that 1mporters be 1nformed that CIP funds may: ‘b
to finance marine insurance for CIP-financed goods andfthat
such insurance must be placed 1n the U.S.

(b) Ocean and air frelght'

A.I.D. will finauce 1OOA of the ocean frelght or 311,

freight of eligible commodities if. lmporters so deslre, subJectiﬂ

to the source conditions contalned 1n sectzon 3 above.
(c) Commisgions:

‘A.I.V. will finance, in dollars, eligible commissions of
sales and service agents 1nc1ud1ng Kenya and third country
agunts. Commissions to importers' purchasing agents in L
connection with a sale by a supplier to his dealer, dlstrlbutorf
or established agent are not, however, eligible for financing.

(d) Inspection:

"The current Kenyan practice is that all lmports are checkedi
for price reasonableness and 1nspected on a sample basis by o
Societe General Surveilliance SA (SGS), a Swiss registered :
international inspection firm. This requirement will not be:LA”
applicable to CIP goods because the price chack function SRR
per formed by SGS will be performed by AID/W in its Form 11 andif
Form 282 reviews. If an importer desires to have CIP goods e
physically inspected then CIP funds will be avallable for the
importer to hire a U.S. inspection firm. BEREEE
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”Banklng charges°“

whzch Lgfters of Commltment pertaznlng to"thzs graﬂa
adclx:es’sed»'1"»1L '

£ Imp lementation:
1. Method of Flnanczng

Since it is planned that all funds under the grant will be-
allocated to private sector importers, the A.I.D. bank 1etter7f
of commitment/letter of credit method of financing will be used
because to use direct letters of commitment for the hundreds of
transactions likely to be involved would overwhelm
AID/Washington. Government will solicit applications from
commercial banks in Kenya which have financed more than $§3
million in imports from the United States in at least one of
the past three years. A committee of USAID and Government of
Kenya representatives will select between 5 and 10 banks to
participate in the program (based on financial soundness,
commercial reputation, past business in U. S., and banking
charges). Letters of commitment, initially in the amount of $§2
million, will be opened in favor of each participating
commercial bank. Further details concerning this process are
included in Annex K. In the event an allocation is made to a
public sector entity, the direct letter of commitment to
supplier method of financing will be used.

2. Incentives

Many of the peculiar features of AID program commodzty _
import assistance (AID marking requirements, requirement for .-
proof of competition or speCLal importer/supplier relatlonshlp.f
cargo preference rules, AID's right to audit or inspect S
commodities for end-use, AID's ability to only finance shlpment
on Code 000 flag vessels, longer delivery time from the U. S.
than from many traditional markets, etc.) serve as ;_:#f*
disincentives for importers and commercial banks to take o
advantage of this type of assistance. These disincentives:
would not be as serious if the Kenya economy were in a far.
worse condition than it is and the shilling was substantially
over valued. Presently, most importers can get import llcenses
approved and foreign exchange allocation from Government - o
reserves, or from other donor aid. The importers and banks
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agree that the main impediments to using the present system '

with Government-supplied foreign exchange is that it takes ‘too.
long for import license and foreign exchange approval, and -~
sometimes the approval is not forthcoming at all, especially =
for other than category lA goods. co

USAID plans to ameljorate these AID-imposed and Government’
of Kenya disincentives. First, USAID will covenant that impor|
license applications are reviewed and approved or rejected
within ten days and that none of them are reviewed by the
Import Management Committes and further that the Central Bank
issue a Foreign Exchange Allocation License number within two
days. Second, USAID will require that deposits of Kenya ‘
Shilling: will be made by the cooperating commercial banks to
the special account 90 days after the sight L/C is paid in the
U.S. In effect this provides use of the Kenya Shillings for 90
days interest free in lieu of credit through usual channels.
The benefits of the delayed payments will be shared between the
importers and the cooperating Kenya commer cial banks per their
mutual agreement. Competition between banks should ensure that
the importers receive an equitable share of the period. This
90 day interest free period incentive may be adjusted later, if
funds are not disbursed rapidly enough (vis a vis the expected
disbursement schedule provided in Annex G) but in no case will
the period be extended beyond 180 days. A further incentive
will be that since no SGS inspection will be performed, the
importer will pay only a .5% application fee to the Central
Bank, which is half of the usual charge of 1%. : R

3. Disbursement.Period ‘ _

Nineﬁy-five per centibf«the(proéeeds of the grant are
expected to be disbursed within a 24 month period after the
grant is signed. However, long delivery time for some capital
goods and some spare parts preclude full disbursement within 24

months. The terminal disbursement date will therefore be set i

36 months from the grant agreement date and the terminal date
for requesting disbursement authorizations will be set at 24
moaths from the grant agreement date. o

4.  Commodity Arrival and Utilization

" The Government's responsibilities with regard to cleéring
and accounting for CIP-financed commodities will be spelled out =

in -the Agreement. In brief, these requirements include Kenya's
regponsibility to maintain, for at least three years, a sys tem

of records documenting the arrival and disposition of



commodities financed byfAID,,ehsgti@g[¢le§?gﬁ¢§f5y{&§§ﬁpﬁ§; ’
within 90 days, ensuring effectivé_ntilizatibngwitbiﬁ;dnéﬂaddﬁa

half years from arrival in Kenya}jagd[eﬁsuring,thgtgfheﬁédbﬂéff
are not exported from,Kenya'inﬁthekaame form in which they were
importgd. oo - ‘

.The Ministry of Commerce keeps records for impb;;'licénségg
they approve. The records are kept inafile.folders;'dne;foldér
for each importer, filed alphabetically by importer's name. - |
Statistics are compiled by SITC code and by preference category
for applications approved monthly and yearly. - el

 fThe Central Bank keeps statistics only on the amount of -
foreign exchange that has been authorized and expended. Files
are kept only by foreign exchange allocation license number. . -

- The Customs and Excise Department of the Ministry of
Finance and Planning keeps statistics by SITC code of imports.
The "Import Entry" form which is Prepared in six copies has
full details including the Import License number, the Foreign
Exchange Allocation License number, the Bill of Lading or Air
Waybill number, and a full description of the goods. 5% to 10%
of all impo~-ts are physically inspected by Customs. A copy of
this form - 111 need to be obtained for preparation of the
arrival accounting reports. The form reflects short shipments,
short landings, and partial deliveries. The Government will
covenant supplying this form to USAID.

The Kenya Port Authority prepares ship out-turn reports,
usually within 14 days after a ship's departure. This report’
will also be ugeful in 'determining short shipments and short
landings. The Government will covenant supplying this form to -
USAID as well. ‘ : ‘

Under the existing system of Government record keeping,
there is no automatic way of determining which import licenses
or letters of credit (L/C) have actually resulted in imports o
into Kenya. This is due Primarily to the fact that the -~
Ministry of Commerce keeps track of imports by import license -
application approval numbers, and it does not know if these -: .
approved applications result in L/Cs. The Central Bank uses
Foreign Exchange Allocation License numbers for their records.
The commercial banks use their own letter of credit (L/C)
number, although on the L/C is noted the import license T
application approval number. The Customs and Excise Department '
tracks imports by vesgel's rotation number, and Bill of Lading
(B/L) nuuber for ocean shipments; and by flight number, date}f~;
and Air Waybill number for air shirments. Vi w
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- It is only rarely that goods remain in customs’ for ‘anywhere
near 90 days because port storage charges are substantial -
(presently 12 shillings per ton per day). 'No 'storage fee R
escalation charge is applied to imports. Instead, if clearance
documents are not submitted to the port within 21 days after
the vessel starts cischarge, then the goods are to be sent to
customs for auctioning. This provides sufficient incentive to
remove goods promptly from the port. The main reasons goods
are not removed expeditiously from the port is improper or
inadequate documentation, e.g., no original negotiable B/L has -
been presented, or the goods cannot be located in the port
perhaps because the goods were shipped and manifested "break
bulk" but are now in a container which has not yet been
stripped. A port inspection has shown that it has more than-
adequate equipment to physically handle the imports, and has
storage facilities reasonably secure from theft and weather..

- A contractor will be hired to provide prompt and complete
arrival accounting reports to AID because the Government's :
present arrival accounting system is not fully intergrated for
AID's need to ensure that all AID-financed commodities clear
the port within 90 days after arrival. USAID will require that
the Ministry of Commerce give a copy of each approved import
license to USAID, and will require each cooperating commercial
bank to give USAID a copy of each L/C issued under the program,
and further require that when payment documents are received by
the participating local commercial bank, that a copy of each
B/L is given to USAID. These records will be used by the
contractor to compare with ships out-turn reports to determine
when AID financed goods are landed and to compare to customs'
"Import Entry" forms to determine when the AID financed goods
have left each Kenyan port. The contractor will submit reports
every two weeks to USAID showing which goods have cleared the
ports, which ones have resulted in partial deliveries and ,
therefore insuranc: claims should result, and which ones have
been in the port fo. more than 30, 60, and 90 days. This
system will enable USAID to follow up with importers and the
Government to facilitate port clearance and to ensure that when
CIP funds were used to purchase marine insurance any marine
insurance proceeds are used tg pProcure other eligible CIP
commodities. '

The Government presently performsvno end?use utilization -
accounting, although the Ministry of Commerce does not issgue
licenses which in its opinion would result in imports of more

than an 18 monthsT §upply of goods by any one importer. The
purpose of such controls is primarilygtpfdigchrage hoarding.

AID's\policy1(HB 15;ﬁ§hapter IZ);requgﬁégﬁcppgumptlon or use by .
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the 1mporter or sale ‘or transfer by the 1mporter for
consumption or. use within one year from the date the
commodities are removed from customs, unless a longer period-
can be Just1fled to AID by reason of force majeure, special -
market situations, or other circumstances. USAID proposes a.
deviation from USAID's usual policy in this regard to co1nc1de =
with Government policy. Thus the one year period will be '
increased to 18 months for goods financed under this '
agreement. A contractor will also per form end-use checks on
imports to ensure that this requirement is being met. A
Twenty-five per cent of the imports financed under this ,
agreement will be checked for utilizatioa within the st1pulated
time period. The twenty-five per cent will be calculated. -
separately for the value of the goods, for the number of 3
transactions, and for the number of transactions outside of the[
metropolitan Nairobi area. ’

5. Technical Assistance for CIP Monitoring

"USAID will identify a firm that is able to provide timely
technical assistance for implementation, monitoring and
reporting. Given the need for speedy initiation of contractor
activity, USAID may hire a firm under the set aside prov1510n
of the Small Business Administration, following limited
competition among 8a firms. To do this, USAID/Kenya will
prepare a PIO/T authorizing REDSO/EA to negotiate the contract.

The first discrete task the contractor will perform is to -
assist importers, not fully familiar with the U.S. market, to
locate suppliers. It is assumed that many of the smaller
importers will be unable, without assistance, to locate
manu facturers or other suppliers in the U.S., and even if they
are used to doing business with a U.S. supplier, they will not"
easily be able to locate alternative suppliers to ful fill AID's
requirement for competition. The contractor would locate
supplier sources in the U.S. on the most commercially sound
basis, e.g., if a manufacturer could provide the goods less
expensively than retailers, the contractor will steer the

importer to manufacturers and, if only distributors can provide -

installation services which are required, then the contractor
will steer the importer to distributors. The contractor's role’

will be limized to matching potent1a1 suppliers and importers. f;f

The contractor will not assist importers to develop

spec1f1cat1ons, evaluate offers, or be involved in contract ;&:Wl
negotiations between potential suppliers and importers..



'The second dis'crete task is arrival accounting. . The. St
contractor will be requ1red to' prov1de the reports mentloned 1nﬁ¢

Section VI C4, for goods financed under this program (and N
possibly for AID-funded fertilizer' arrxvals). ' S

The th1rd dlscrete task W111 be to audlt cooperatlng Kenya
commer cial banks deposits into the CIP spec1a1 account. The

contractor will be required to audit the dep031ts of each
cooperating bank twice a year. o , S :

The fourth discrete task will be to perform the end-use
accounting. The contractor will be requlred to provide reports.
for 25% of the transactions as detailed: in Section VI C4, for
CIP goods and for fertilizer financed" under the Agrlculture

Development Loan (Project 615-0230).

D. CIP Monitoring and Evalua:ieafﬁ
1. CiP'Menitoring

The contractor hired to provide technical assistance under
this program will provide virtually all of the reports required
to monitor the CIP imports accurately. However, each of the
cooperating banks will be required to supply monthly statements
of import licenses issued and to secure from their U.S.
corres pondent bank a monthly statement showing dzsbursements
against the relevant bank letter of commitment.

Using grant program funds available under this agreement
USAID will rent a small office easily accessible to the
importing public. A senior Kenyan employee, a local
recept10n1st/computer oper ator and possibly a U.S. personal o
service contractor will be hired to answer importers' quest1onsf
and to preliminarily reV1ew import license applzcatlons

2. CIpP Evaluatlon

In keep1ng with Sectlon 125 of the FAA, an evaluat1en of
the CIP portion of this amendment will be held in early 1985,
depending on the rate of disbursements. The evaluation team
will consist, at a minimum, of a representative of M/SER/COM, a
u.s. banker involved with private importers from the U.S. who
is not associated with a correspondent bank part1c1pat1ng in
this program, and an economist with extensive experience in the
private import sector of Kenya or other developing countries. ‘
The CIP and the FY 1983 ESF evaluations will be combined 1if the
CIP rate of disbursement by January 1985 is sufficient to

warrant an assessment.
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VII. ' The FY 84 Snilling Counterpart Program

A/ " 'Proposed Program Procedures

‘Since 1980, Kenya shillings generated by U.S, program
assistance have been designated for the Government account. An
exception was §5.1 million, which was deposited to a special
account in the Central Bank to finance rehabilitation of
businesses adversely affected by the events surrounding the
August 1982 attempted coup. Between 1980 and 1982 the amounts
disbursed for Government development expenditures (net of
freight and other costs) averaged around $15 million annually
from fertilizer and PL 480 Title I commitments averaging $26
million per annum during the same period. In FY 1982 a direct
grant generated $5.6 million for the Government budget, and in
FY 1983 an exceptional one-year direct grant geuerated $28 ‘
million for the budget. Shilling generations from the FY 1983
and earlier agreements have been programmed. '

For FY 1984, a portion of the shillings generated from
all U.S., balance of payments programs will go toward designated
development programs covered by the Kenyan budget during
1984/85 -1986/87, including those that are supported by the
United States through its dollar contributions. However,
considering the current determination of Kenya to curtail the
Government's share of GDP, the fact that other donor pPrograms
will also generate shillings (and many donors do not specity
any particular uses for those shillings), and the U.S. strategy
to stimulate private sector development, USAID proposes to - S
limit the total going to the budget each year to $25 to $35 -
million from all U.S. sources of counterpart shilling which = '
equal approximately $51 million in FY 1984. S

The FY 1984 PAAD Amendment will generate $34 million im.
shillings, of the $51 million, for public and private i
activities. 1In addition, the $5 million from PL 480 Title I
and $15 million from the Fertilizer Development Loan will

together generate approximately $17 million in shillings which
will be deposited to the budget. (The $3 million is an

estimated deduction for handling and U.S. shipping costs.)
Accordingly, approximately $21 to $26 million in shillings from.
the Amendment can be committed to Private sector activities
(with the remaining $8 to $13 million for the budget). For
purposes of the proposed activities contained in the following.
section VII B, we assume that of the $34 million, $13 million
will go to budget and $21 million to the private sector.

In support of the Government's determination to establish
priorities for the development budget and to limit operating
ministry expenditures, the United States will not attempt to
direct the Kenya-owned shillings to purposes not covered by
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approved budgets. Although the system for setting priorities .
is not yet very rigorous, it has improved, and digscipline hes‘
been introduced to the budget amendment process. Moreover, the
total budget contains sufficient development programs
consistent with the CDSS to effectively utilize 925 to §30
million in shilling equivalents.

In accordance with the FY 1984 Amendment, the Government

will maintain a special account for the deposit of shillings
generated as a result of the issuance of Letters of Credit
denoted in dollars by the cooperating Kenyan banks. The amount
of shillings due into the account will be equivalent to the
amount for each Letter of Credit at the exchange rate -
(dollars/shillings) on the day the U.S. commercial bank is paid-
by USAID. The Central Bank will supply monthly statements to:
USAID of deposits into and withdrawals from the account. The
first $10 million will go to budget, with later amounts, inm
part, for private sector activities.

All withdrawals from the special account will be for.
public and private sector purposes mutually agreed upon between
USAID and the Government and will require approval of an
authorized representatxve of each., USAID plans to use:
contractor assistance in monitoring and auditing dep091ts and
withdrawals from this account. (This contractor may also
monitor the FY 1984 Fertilizer Development Loan.) R

B. Proposed Sh1111ng Uses

‘The sh1111ngs made avallable under the Amendment for the
public budget will be applied to high priority development
projects: Examples with illustrative budget levels are
indicated below. Private gsector activities proposed for
shilling support include commercial bank funds for investment
in rural private enterprise, voluntary agencies promoting
income generating activities, health and family planning

projects, private sector housing, and studies. Each of these
private activities is ultimately justified by its contributionm

as a pilot to the Government's restructuring process, such as
the expansion of private sector credit and reliance on lower
cost service delivery systems. Because of the delay in deposi
of shillings, USAID with Government has a year to develop thes
proposed private sector activities.

Annex I contains a budget for the CIP-generated $34
million in shillings proposed for public and private use.
Shillings generated in Kenyan FYs 1984/85 and 1985/86 will be
available for budget and for private activities largely in FY
1985/86 and in following years. All estimates are in U.S. '
dollar equivalents. '



(2.)

'ﬁofic“Sector Uses

.he Budget

}g(a.) USAID will continue to support priority programs
"listed by Sub-Vote and Head in the Development Estimates .

',for development activities of the Office of the Vice

President (Family Planning), and the Ministries of

Agrlculture and Livestock, Finance and Planning, Health
Education, Cul ture and Social Services, Water o
Development, Environment and National Resources, and :
Energy and Regional Development. Allocations will be‘
agreed to by an exchange of letters.

$11 rnlllwu

Egerton College

(b.) USAID will estab11sh procedures with Government |

for providing sh1111ng support for. Egerton College to. ~
‘finance the. phase-1n costs of the Agr1cu1tura1 Resources -
Center and for completzon of currlculum reform, and .
" associated staff and travel. support.,_ M;¢“1;32 m11110n2

Sub. 'l‘otal $13 m:l.lllog ;.

" Private dSector uses

Private Credit

~In order to promote expanded credit to the private ,
- gector, a portion of the shillings will be allocated to

export credit and to medium-term agricultural credit.

" (These funds could ultimately reflow to the Budget or tof

an expanding fund in the Central Bank for on-lendlng
through the commercial banking sector.)

(a.) Export Credit: A discount:facility in the Central

Bank is proposed for exporters to allow expansion of

" credit beyond the amounts permitted by the present 202
" ceiling imposed cn trade cred1t. j'

$5 m1111on

(b.) Agricultural Credit: Lack of collateral sharply

limits medium-term agricultural credit. Demand is said
to be very high and could be collateralized by capital
improvements. Government would make direct loans of

shilling generations to commercial banks for on—1end1ng

to the private sector.
$4 m1111on'



(3.).

~of lower=-cost private housing projects to the point of
‘development of a secondary mortgage market in Kenya.:

55

(¢+) Loan Guaranty: If commercial bank experience with -
'USAID's Rural Private Enterprise Project shows that
.lending risks are significant and limit expansion of
}credxt to rural enterprises, commercial banks may require
‘a guaranty fund, which could be established with these
‘shillings. (A study on this subject will be carried out
‘under the Rural Private Enterprise Project).

$2 million

E(d ) Famzly Planning: A famlly plannlng development
fund for NGOs will be establzshed ‘with" shllllngs and w1ll
‘be administered by the Natlonal Counc11 for Populatzon
Eand Development.

$2 m;ll;on

(e.) Health Delivery: A fund for Kenyan NGOs 1is

proposed to develop or expand luwer cost health syétems,

’and alternative finaacing mechanisms for health care.

$1 million

(f.) USAID's Agricultural Management Project (FY 1984):

Partial support to private participants and training

‘institutions can be provided as part of this project - in

order to prevent the immediate application of full cost.
pricing from discouraging private participation. (If -
this use of shillings is successful, similar support and
procedures could be used to support USAID's proposed ‘
ngher Technical Training Project in FY 1986 or 1987.)

$2 million

ﬁ(gl) Lower Cost Housing: Shilling counterpart support[to
-private sector housing projects would supplement Housing

Guaranty borrowed dollars and help expand the portfollo

$5 millionj‘
{(h:) Feagibility Studies: Expansxon,of KenyaTFarmers‘
Association credit system. e G e $50 000
géthTotﬁiﬁf $21 m11110n
iCommodlty Import Program . ,
ﬂﬁ;Monx:orlng and Management Costs,ﬂg $315 000"

Agproxxmate Total $34 mlllxon;w
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REPUBLIC OF KENYA
MINISTRY OF FINANCE AND PLANNING

| Annex A

THE TREASURY
P.0. Box 30007

FINANCE-NAIROBI

Teleg‘ra:;hié Address: o ?Q ‘ . NAIROBI
Telephone: 338111 : 2 %@9‘ ?1 o KENYA
When replying plesse quote JO0th. May...., 19...84.
d%%AEA 9/0. s
4 ;

Mrs. Allison B. Heérrick,
Director, -
USAID/KENYA

P.0. Box 30261,

NAIROBI.

Dear AW m |

lFfSCAL YEAR 1984 E.S.F. STRUCTURAL ADJUSTMENT
PROGRAMME GRANT 615-0213 AMENDMENT

In response to our recent discussions in connection

with the Structural Adjustment Programme Grant for

Fiscal Year 1984, a formal request is hereby made

to your Government for a US$ 34 million Commodity

Import Programme (C.I.P.) for the Kenyan private

sector tied to procurements in the United States

and US$ 6 million for technical assistance and consultangy
services to help the Government implement structural
adjustment policies and to administer the Commodity

- Import Programme.

‘I thank you for your co-operation and look forward
to a favourable and early response.

:ours N\ﬂ

HMT MULE
PERMANENT SECRETARY/TREASURY




Techn1cal Asslstance Program‘- Summary Budget

‘fPollcy Dlal g

~V]fA. Sectoral Policy and: Plannlng

.B‘, Strengthening Pollcy Cap'

. of Central Mlnlstrlesl o
- C. Studges ‘

‘D. 'Microcomputers
‘E. _Evaluation

JCIP Manggement
o (In addition, CIP. wiII hét

partially funded by -
sh1111ng generatlons)

" Addex B’

-~ $3.0 mllllongn

""'gl -

1 on
lion

400 000

100,000 -

| $

7‘mi11ion

300,000

360

milliom.
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‘Annex' C,

CIP Implementation’Plan

Implementation Schedule:

The following melementaclon schedule assumes

Graflat the g a%nglgsé&.E%Y?.E%ee.%%%beff%??.kxii:::ﬂg; ai 1832

Contractor hired to provide ligt.of importers......May 31, 1984
CP's satlsfled....................................July 31, 1984
List of 1mporters sent to AID/W to. TR

fulfill AID's advertising requirement "3......Ju1y 31, 1984
Bank L/Com's issued by AID.....;................August 15, 1984
Technical Assistance Contractor hired. oseSeptember 15, 1984
Initial L/C's openedececesscesss P sesseeOctober 1, 1984
First shipments from U.S....ess’ ﬁ,....December 1, 1984
Imports start arriving in Kenyde ;.;...February 1, 1985
Initial Deposits made into bpec1al } co»nt........March 1, 1985
Evaluation 0f CIP.eceseecessuscassensasssssanesseMay=-June, 1985
‘Terminal date for requesting FR's’ ;...............Ma, 31, 1986
Final shipment from U, b........;.t;s..;..........Apr 1 30, 1987
Grant fully dlsbursed..............................May 31, 1987
Final deposits into special account..;.......;....July 31, 1987
- Final withdrawals made from special’ account.. December 31, 1987




3.

f(d) fBank s annual report.**‘
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Amnex b

CIP Implementatlon Path'

fFGovernment and USAID sxgn Agreementw i

‘ aUSAID, ‘using PD&S funds hires a contractor to. prepar.ﬁw”

list o f: all Kenyan importers for use in. meetlng AID s‘
advertlslng requirements.

Ministry of Flnance designates cooperating local Banks. To
determine the Kenya banks that will be used to handle the

CIP funds, a solicitation from the Ministry of Finance will
first be sent to each of the 21 registered Kenyan banks. -
The solicitation will explain the program and incentives 1n>
detail and will request the followlng information: -

(a) Willingness to handle CIP transactlons,

: and to supply USAID copies of all Letters of Credlt
~and Bills of Lading for CIP goods. (8011c1tat10n
“.would include a description of the USAID CIP i
fmanagemenc system).

‘(b)“'Name and address of corresponding U.S.. bank, ‘and’ th
" corresponding bank's fee schedule for. fees to be'.
. ,financed by AID under the Bank L/Comm.

,(C)~"Volume of U.S. buszness (value and number of L/C 8

<. opened) for past three‘years.

:USAID and Ministry of Flnance w111 JOlntly review responsesf
‘and rank them. A recommendation w111 be prepared . 5

explaining how the banks were ranked and recommendlng that E
no more than ten and no less than five be given an o
opportunlty to handle the CIP fuuds. Following selectlo R
of participating banks, selected banks will be notified bv 1
Government and the terms of their participation w111 ba -
formally determined.

Following confirmation of this list, the Ministry of

Finance would sign FR's requesting that .ID/Washington open
letters of commitment in the amount of $2 million for each
of the named correspondent banks. (The first banks to use
their $2 million would be allocated another $2 million, and‘
80 on unt11 the CIP funds are exhausted). —



AID/Washington reviews FR, issues bank.L/Comm to U.S. . -
vcorrespondent ‘bank named ‘in. FR, . and LnformegUSAID/K that

eL/Comm 8 Lssued.

USAID/K transmits FR's' o' AD /Vashingon,

jUSAID/Kenya sends Lnformatlon brochures on CIP 'to all Kenyaf

cooperating banks. The brochure will be d1str1buted by the
banks to their customers, thereby ensuring early
identification of the types of commodities most likely to
be financed by A.I.D. The brochure informs importers that
unless ‘they have a special relationship with the supplier
(and can provide acceptable proof of that relationship),
they will have to provide evidence of competition in a CIP
transaction (they will be told that generally three offers
will be considered such evidence).

Further, they will be informed that they should request
each potential supplier to include on his pro-~forma invoice
the relevant Schedule B number, and to request the supplier
to allow for shipment on a U.S. flag vessel and for AID '
markings because the transaction is likely to be AID

. financed. In addition, they should tell the potential

suppliers that they will be paid by a confirmed irrevocable-
sight L/C upon presentation of commercial invoice,

negotiable bills of lading, approved AID Form 11, and
completed AID Form 282. ' L

The importer then subm1ts his appllcat1on and in the box
marked "Terms of Payment" fills in "U.S. CIP" instead of
the usual "L/C". The applxcat1on 1* then reviewed by
USAID /Kenya for compliance with AID's requirements. The
review consists of: (a) check against Eligibility Llstxng,ﬁ
(b) competition, or evidence of special supplier- 1mporter S
relationship; and (¢) U.S. source/origin. After review, ' -
the application is returned by USAID to the 1mporter Wlth a
cover letter of conditional approval or rejection as G
appropriate. (Final approval will be provided by
AID/Washlngton ) '

The M1n1stry of Commerce then receives the app11cat10n fromﬁ
the 1mporter and reviews it. The.review will assure that -
USAID has approved it, that 1t 13 not for 1mportat1on of a
proh1b1ted 1tem, etc. ; : b RS Lo S

The M1n1stry of Commer ce then transm1ts the app11cat10n to
the Central Bank where a Fore1gn Exchange Allocation '

,,L1cense number is issued in.a pro-forma fashlon. One'coyy
‘of the approved Import . L1cense 13 glven to USAID/Kenya.



10,

‘The Kenya cooperating bank. Lasues L/C to supplxer through
its U.S. correspondent bank. Conf1rmatlon of L/C is made
by correspondent bank and L/C formally not1f1ea supplier .

“that import is to be AID=-financed under Reg. One. L/C

contains special AID-financed instructions (Shipping,

" "Marking, Form 11 approval, etc.).

11.

12,

13.
_customs. One copy of the "Import Entry" is given to:

Correspondent bank pays U.S. supplier on preaentation:of.
documents specified in L/C (Form 11, Form 282, Commercial
Invoice, Bill of Lading) and resubmits these to AID for

payment.

Correspondent bank informs Kenya cooperating bank that
payment to U.S. supplier has been effected. In lieu of
request for foreign exchange, issues guarantee to Central
Bank that deposit of equivalent shillings at the rate of
exchange in effect on the day of disbursement by AID will
be made into special account within 90 days, or within
other agreed upou period. Turns documents over to 1mporterj
upon receipt from U.S. correspondent bank (with one copy off’

-Blll of Lading being given to USAID/Kenya).

Importer uses documents to clear commodxtxes through

‘fUSAID/kenya.

14.

7Bank makes a deposit into the special account on du‘ﬁ

'rThe AID contractor aud1ts depoa1ts.

AID Contractor mon1toraiind7use to discourage 'hoarding..
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BT
\nnex/:E".

12 Tapleneacation Bidgets

I.  Review of’ Import chense Applzcatzon '
“lU(store fromt operation) - .
‘A, Offzce Rent (2 years @ $12, 000j:;
Gl for lst year)
‘B Furnlture and Equipment
' = IBM PC Computer with hard S
disk and software$ - $10,000
- Office furniture (3 desks, AEE R
20 chairs, partltlons, etc.) -
C. Personnel (2 years' costs) T
' - Secretary/receptionist/ o
computer operator, (FSN 5 or 6) -
= Procurement specialist, CIP B £
Program (FSN 10 or 11) ,C~gq;. -

$1o ooof

II. Bz-annual aud1ts of- dep091ts ‘to’
ey i{lspeczal account (5 ‘each?)

Ve bontractor in US4 to:- asszst 1n
DR ”’tzng supplzers

VI-Sﬁiﬁiﬁﬁﬁ}eg

subcotls

IHHHHHHH ﬂ-ﬂnnans L

* Thls WIll cover th;years‘ e gy
** The shillings w111 com'ﬂm:~lﬁ liﬁLlw”“’”” R
agreements. S e Rx e
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Ainex

kDeecrlptlon'ofEOrganizatlons, Commlttees,.fd§
nvolvedlln Import Admlnletratlon

1. Oﬁérview

The 1nvolvement of the ‘various groups in the import:
administration process is best summarized by the sequence of
events beginning with 1mporter app11cat1on and ending with the
delivery of goods. Following this summary, the detailed g
operation of each group is described. The annex only descrlbes
current procedures as of Apr11 1984 which are subject to
change. Importers expect a minimum of two months for the 5
approval process before an L/C can be opened. ' o
The overall process 1is:

a) Importer obtains a pro-forma invoice from the supplier,
obtains ministerial approval (if necessary), and submits
application for "Import License and/or Foreign Exchange
Allocation License" (I/L App.) in seven copies, pro-forma
invoice in four copies, and two copies of ministerial '
approval (if necessary) to the Ministry of Commerce,

Import-Export Department;

b) Commerce/Import-Export Department verifies I/L App.,f};
submits to Import Management Committee, which has approval

authority, if app11cat10n is approved, isaues an approval
number (5 digit), and retains one copy of pro forma 1nv01ce

‘and septupllcate copy of I/L App.;

.c) -I/L App. is forwarded to the Central: Bank of
ernya/Exchange COntrol Office (CBK/EC):

d) CBK/EC reviews and assigns (six digit) Foreign Exchange
Allocation License number which authorizes use of foreign
exchange (actual release of foreign exchange comes later)
and returns original, duplicate and triplicate of approved
documents to the importer, retaining the qu1ntup11cate copy
of the I/L App. for CBK use, forwards the quadruplicate
~copy to SGS in the country of origin, forwards the

sextupllcate copy to S5GS Na1rob1'

;e) Importer takes the documents to a commerc1a1 bank wh1ch
;1ssues§a 1etter of credlt (L/C) and retains cop1es of o
5Pro.= fo‘ma ‘invoice, . original and dupllcate coples of the I,I

App.
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£) 'The commerc1a1 bank forwards ‘the L/C to*1tsi&_

. correspondent bank 1n the country where. th oods- are to
°or1g1nate,‘the correspondent ‘bank.. conflrmsvthe L/C and B
forwards it to  the suppller, e1ther d1rect1y or through 1t

correspondent bank'“i“ o

g) SGS performs a pr1ce check and perhaps v1sua11y e
\nspects ‘the. goods and issues a_Clean Report of Findings

‘mhxch w111 be subm1tted by the suppller to his bank

h) The supp11er shlps the goods and presents the documents
‘ca11ed for in his L/C to the correspondent bank in his
country and is paid as called for in the L/C (at sight, or
-at.‘a set time up to 180 days after presentation of _
‘ documents)

_1)‘4The correspondent bank sends the payment documents to
the local commercial bank who sends the documents to the
Central Bank of Kenya/Forelgn Exchange Department (CBK/FD)
for release of the foreign exchange to the corresponding
bank in the country of the good's origin (usuaily from CBK
foreign exchange reserves held in that country), CBK/FD
clears documents concerning transactions in excess of KShs
100,000 through CBK/EC to verify the authenticity of
submitted documents against the original applications, and
the commercial bank then releases the documents to the
importer to use for customs clearances;

j) The commercial bank pays the Central Bank the Kenya
,'sh1111ng equ1va1ent of the forexgn currency rem1ttance"

k) The xmporter turns over the tr1p11cate copy of the I/L

~App. to the Customs, usually through his app01nted clear1ng
"and forwarding agent, along with the commercial 1nv01ce and
" the negotiable Bill of Lading; :

vl) The clearing and forwarding agent then pays the‘r
~customs duties and removes the goods from the port, '

- delivering them to the importer; and

.m) The Statistics Branch of the Customs Department e
compiles foreign trade statistics from ‘the port: relea,jf

documents.
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2. Import Quota System e

In m1d 1983, a new 1mport quota system was 1ntroduced to-‘”
(1) reduce the amount of goods on the schedule free of
administrative control; and (2) provide a scheme for
reclassification of goods both from and to the free schedule,:
in which the timing and magnitude of reclassification would'be
based on the foreign exchange position. The present schedules

are:

Schedule IA, a subdivision of the former Schedule I, which"
includes the highest priority imports. Goods on this schedule’
are subject to tariff only and are unrestricted by quota.
Licensing procedures are supposed ta be fully sutomatic, but
the Import Management Committee still reviews each I/L App. It
includes such goods as medicine,. raw materials, spare parts,
agriculture inputs and selected capital equipment, and
commodities essential for export. Some goods one might think
properly belong on this schedule are prohibited from import to

protect local industries.

Schedule IB, the remaining portion of focrmer Schedule I,
which includes somewhat lower priority items. For these 1tems,
licenses and foreign exchange will be allocated sub ject to
foreign exchange availability. As the foreign exchange -
position improves more of these goods are to be moved to
Schedule IA, however, if the foreign exchange position worsens,
the reverse is supposed to happen.

Schedule IIA Ordinary consists of non-luxury consumer
goods. They do not contribute to exports and licenses are
restricted based on the availability of foreign exchange.
These items are lower prlorlty than Schedule 1B. Examples are;
sinks , whetstones, mosqulto nets , yarn, and craft paper.

Schedule IIA Special includes goods such as oils,
fertilizers and food grains which may only be imported by
authorized importers. In addition it includes the old Schedule
Il items which require the approval of a designated Government
ministry before a license can be issued.

Schedule IIB consists of luxury consumer goods and other
items considered to be non-essential to Kenya's prosperity.
This schedule is supposed to be highly controlled by giving
specific quotas for each item to eligible importers. RS



3. Commlttees

There are three 1evels of interministerial comm1ttees that
have var1ous roles 1n 1mport administration.

(a) The Ministers' Committee on Import Administration.
This committee is composed of the Ministers of Commerce and
Industry, Finance and Planning, and the Director of the Central
Bank of Kenya. Overall policy regarding import administration
is decided by this committee as are specific issues referred by

subordinate committees.

(b) Permanent Secretary 8 Comm1ttee on Import
Adm1n13trat1on. :

Hav1ng a similar comp031t1on at the Permanent Secretary
(PS) level (the Permanent Secretary is the top career person 1n
the ministry and generally has overall administrative and
management responsibility within the ministry), this group
deals with overall 1mp1ementat10n plans for policy dec1910ns
emanating from the Ministers' Committee.

(¢) Import “unagement Committee.

The Import Management Committee (IMC) has actual ;
implementation responsibility and exercises actual approval
authority over each and every one of the approximately 6,000
applications processed each month. IMC also has specific
responsibility for developing procedures under the new

schedules.

4. Ministry of Coﬁﬁerce/tmport-Export Department (IED)"

The. follow1ng are the deta11ed procedures of IED. Flrst
the importer obtains from his commercial bank an I/L App..
There are two types of application forms: (a) MCI/CBK 206 for
raw materials, which is currently being revised; and (b) -
MCI/CBK 181 for all other goods. . The forms are idemntical
except for "RAW MATERIALS" being boldly imprinted on (a).
Copies of these forms can be obtained from any commercial
bank. The forms must be typed, 7 copies. For selected items,

the consent of a ministry must be obta1ned. For example, the
consent of the Ministry of Health is required for importation

of drugs and pharmaceuticals. The consent form (unnumbered)
must accompany the applications when they are submitted. 1In
addition, 4 copies of an invoice from the supplier must be
submitted and, finally, a check for one percent of the C&F
value of the goods to be imported must be submitted with the

I/L
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App. Thls one percent is used pr1mar11y to fund the SGS ,
inspection and only secondarily to offset Ministry of Commerce
costs assocxated with administering import 11censes.“

In summary, four items must be submltted to 1n1tlate ‘the
11censxng process'

’ The seven copies of the "Appllcatxon for Impor : _
and/ or Foreign Exchange Allocation License" 'are distributed:

’The appllcatlon forms (7 coples) N
“Ministry consent forms (2 copies if requlred)“
Invoxce from the supplier (4 coples)"‘
A check for 1 percent of the’ C&F value of" goods

after approval as follows:

1.
.
3.

bo

Returned to importer*toﬁgiv'
Same as ome above‘”‘~ « S :
Returned to 1mporter tonglve to customs for port
release; ‘ RS
8GS Inspectlon Order to SGS in country of goodsg;
origin;

Central Bank of Kenya retains;

SGS Nairobi for their use as necessary;:

Retained by Ministry of Commerce, Import/Export
Department.

_toicommer ¢ m 1 "‘iba‘n'k‘*ffff

The six cop1es of the "Import Entry" form are. d1str1buted after s

'customs

2..
3.

b
R >_ 5 .
6.

‘Kept by Customs Long Room either in. Nazroblfxﬁ

clearance as follows:

Kept by Customs at the port of entry, TR IR

»cyombnsa° -

Kept by the Statistics Section of. the: Customs'and Excise
Department;

Kept by Importer,

Kept by Ship's Agent for comparison’ w1th manlfest' ‘and
Kept by Importer and needed for re-export and clalms.'
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disbursements by U.S. bunks against Letters of Credit
deposits to Special Account of Kenya Shllllngs equal-to U.,S, §
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dmne
“Internal Financial AnﬁlisigV;{

Import flows financed under the three-year Program Grant
can be expected to have limited direct effects on Kenya's
overall domestic money supply and rate of inflation during the
period of program implementation. Flows of imports temporarily
increase the overall supply of goods, and the collection of
payments from importers by the Central Bank decreases the
actual or potential supply of money. Kenya's overall money
supply (money and quasi-money) as of June 30, 1983, however,
stood at some $1.5 billion U.S. dollars. Overall disbursements
under the three-year program will total $117 million. The
largest semi-annual disbursement ($28.0 million in June 1983)
amounted to less than two percent of outstanding money supply,
and no balances from this disbursement remain in the Paymaster
General 's Account. The schedules for disbursements against
Letters of Credit, and for deposits to the special account,
under the second year of the program are outlined in Annex G
above. Deposits to the gpecial account will increase slowly
with approximately 92 million to be deposited during
Government's FY 1984/85, an additional $25 million in FY
1985/86 , and the remaining 97 million in FY 1986/87. Given
projected foreign exchange shortages, and the need for _
additional budget resources, it is likely that foreign exchange
and local currency balances will be minimized by Government, ‘
thus further diluting any net effect, positive or negative,
resulting from accumulation and subsequent expenditures of
shilling counterpart balances. It should be noted that the
Kenyan economy during most of the project disbursement period
is likely to be under significant inflationary pressure as the
result of the devaluations of December 1982 and July 1983 and
continuing further depreciation of the Kenya shilling. 1In S
consideration of this factor, it is proposed that approximately
$13 million the of shilling counterpart generated under this
PAAD Amendment will be utilized for items already planned for -
inclusion in Government of Kenya budgets, thus further reducing..
any possible medium-term inflationary effects of the program.
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Proposed Shilling Counterpart Budget’ i’

-million equivarent

I. Publxc Sector Uses{

,;_fj‘ he'Development Budget
- (2.) . -Egertom College: ~ "

:Sub "Total™

II. . Private Sector Uses

- (1.) Private Credit
. = Export credit
- Agricultural credlt
- Loan Guaranty

&(2,)' Voluntary Agencies
e - Family Planning
- Health Delivery
’ f(3§) ‘Agricultural Management Projec

vlfiLower Cost Hou91ng

\..

j(S{}ifFeaslblllty Studles

III. Commodity Import}Program.

Approximate Total. $34
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P. 0..
Na1rob1

Dear-SLr.n

T Sub ject: A.I.D. COmmodzty Import Program of: the ;jg
Structural Adjustment Program’ Grant No.~615-021&m%
Implementat1on Letter No. v - .

This letter, with its attached Commodlty Procurement :
Instruction (Attachment 1), issued in accordance with Sectzon
of the Agreement , sets forth the procedures
for utilizing the proceeds of the Grant and provides '
in formation to assist you in 1mp1ement1ng the pro gram. A.I D.
Regulatlon 1 (Attachment 2), as from time to time amended and
in effect as of the time of each relevant transaction, also
applies to the Grant as set forth in Section of the
Agreement , unless otherwise provided in this or future
1mp1ementat101 letters. Except as permitted by the Agreement,
nothing in this letter or its actachments modifies the :
Agreement., This letter and its attachments may be supplemente¢
or modified as necessary by subsequent implementation letters.

I. Procurement Procedures

A. A.I.D, agrees that the commodity categories listed as
eligible in the attached Commodity Procurement Instruction
(CPI) are eligible for financing under the agreement, sub ject
to the resctrictions indicated herein and in the CPI, and '
continuation pages thereof.

B. The codes of the United States Department of Commerce'
Scheduie B shall be used on all pertinent documentation. The '
latest version of the Schedule B will be made available to =
interested Government of Kenya offices upon request. ’

C. Procurement shall be carried out in accordance with th«
provisions of the CPI. The Government of Kenya shall ensure
that sufficient copies of the CPI are distributed among o
Government offices and approved applicant banks, with
instructions that importers are required to strictly comply
with the prov1slons contained therein.



- Do All private sector procurement shall be per formed in
accordance with the negotiated procurement procedures specified
in Section 201.23 of A.I.D. Regulation 1. For purposes of
implementing this Agreement any statutory body or any entity
which is owned in part or in full by the Government of Kenya,
but which is permitted by applicable Government of Kenya
regulations or practices to procure imported goods without ‘
reference to the Central Tender Board shall be considered as a.
Private sector entity. 5

Negotiated procurement, when authorized, shall be in
accordance with good commercial practice. Solicitations by
importers for quotations and offers shall be made uniformly to
a reasonable number of prospective suppliers and all quotations
and offers received, whether or not specifically zolicited,
shall be given consideration before making an award or placing
an order. SRR

E. All public sector procurement, when authorized, shall *
be through formal competitive bid procedures in accordance with
Section 201.22 of A.T1.D. Regulation l, unless A.I.D. and the’ '
Government of Kenya agree otherwise in writing. Further, -
A.I.D. reserves the right to require that any single - S
Procurement for more than $1,500,000 be in accordance with -
Section 201.22 of A.I.D. Regulation 1. S

F. Procurement shall not be from suppliers whose names,
appear on U.S. General Services Administration's Office of
Acquisition Policy "Consolidated List of Debarred, Suspended
and Ineligible Contractors" (Attachment 3), as from time to
time amended. ‘

G. Compliance with the United States-flag vessel shippiang
requirement as set forth in Section 201.15 of A.I.D. Regulaticn
1l is solely the responsibility of the Government of Kenya.
Applications for determination of United States~flag
non-availability should be addressed to the Transportation
Support Division, Office of Commodity Management, Agency for
International Development, Washington, D. €., 20523.

He Air and Sea Charters, whether or not financed by
A.L.D., must have the prior approval of A.I.D. Yashington in
order to move A.I.D.-financed cargo under this Agreement.
Requests for charter approvals should be submitted by airmail
or telegram to the Transportation Support Division, Office of.
Commodity Man~gement, Agency for International Development,
Washington, ». C. 20523.


http:Compliar.ce

. L. 'In accordance with Section 20l.11 of A.I.D. Regulation:
lilcbmmoditiésfoﬁhétwise'eligiblé for financing under this =
Agreement will not be so financed if shipped om transportation
media owned, operated, or under the control of any of the -
following: RO . SR

‘Albania, Bulgaria, Cambodia, People's Republic of China,
Cuba, Czechoslavakia, Estonia, East Germany, Hungary, North
Korea, Latvia, Lithuania, Quter Mongol.., Poland, Rumania, e
North Vietnam, South Vietnam, and the Union of Soviet Socialist
Republics (USSR). T ' o

~J. A.I.D. will finance the cost of transportation of cargo
to a point of delivery beyond the point of entry into Kenya
provided the point of delivery, as stated in the carrier's bill
of lading, is established in the carrier's tariff applicable to
international shipments. e

I1. Disbursement

othef’ forad st a1 0N Lauancs as Lehteng 2L Copmitmegt, or for _’
submitted on the Financing Request Form (Attachment 4). The
full identification number shown on the Letter of Commitment
issued by A.I.D. must be shown omn all subsequent correspondence
and payments documents in connection therewith, including the
Supplier's Certificate (Form A.I.D. 282) submitted to A.I.D. or
United States banking institutioms. Actions to be taken by the
Government of Kenya after Letters of Commitment are issued, and
the documentation required by A.I.D. as a basis for disbursing
funds under the Agreement, are described in A.I.D. Regulation
1, Subpart F,

B. Except as A.I.D. may otherwise agree in writing, no
disbursemernt shall be made against documentation received by
A.I.D. atftereececececcsssssss The terminal date for requesting
A.1.D. to issue Letters of Commitment or authorizations to
disburse funds by other means I T
No letter of credit may be established which has a terminal
3hippin8 date later than--ooooo-o--oouoonon’nyomoooioooool

C. In accordance with Sectione.ese.ee.. of the Agreement, the
eligibility date for transactions which will be financed under.
this AgreemEnt iSoo-oooloolooooooaoo;doo;i‘NbacommOdity or
commodity-related services are eligible for financing under .
this Agreement which were the subject of an order placed or. a. ..

contract entered into prior to this date. - = - - . ey



’5’}COmmissions, Sefvice'Payments and Discounts

, E11g1b111ty for . flnanclng of commxssxons, service payments,
‘and discounts is governed by the provisions of Section 201.65
of A.I.D. Regulation l. Payments to purchasing agents, s
including charges by an agency of the Government of Kenya
purchasing on behalf of another agency of the Government of
Kenya, are ineligible for financing under the Agreement.

IV. Records

The records required to be maintained under the Agreement
concerning the arrival and utilization of the: Elxglble Items
financed by A.I.D. must accomplish the- rollow1ng D

a. ascertain whether commodities are recexved 1n the R
quantity and condition for which payment was made by A I D.,‘

; b. ‘assure that AID~financed commodltxes clear. custom i
within minety (90) calendar days from the date they arriveiat
.the p01nt of entry into Kenya;

. ¢. permit determination of the amount, nature and va;
‘A I.D.~-financed commodities not cleared’ from customs ;and .’ the
reasons for their failure to: clear,

~d. have the capability of 1nd1cat1ng adJustmentdiresultlng

ffrom importers' claime for loss, shortages; or damage to.
,A I D.fflnanced commodxtles, and

i }fe.; ‘assure ava11ab111ty of data for end-use verlflcatlon, i
flncludlng Lnformatlon needed to monitor A.I.D.. prohlbltlon of
,re-exports. (See Section 201.42 of A.I.D.: Regulatxon 1.)

; ‘USAID will hire a contractor to accompllsh the foregozng;
fhowever, the Government of Kenya will be required to have'“"

Es ‘The Department of Customs and Exclse give to USAID a -
jcopy of ‘each "Import Entry" form for each GCIP commodity arrlval'

"~ b. The Central Bank of Kenya to give USAID a copy of ‘eac
‘M"Import License and/or Foreign Exchange Allocation License'
‘form which is approved by the Ministry of Commerce and thed
Central Bank for each CIP import; and e

¢. The Kenya Port Authority give to USAID a copy of each
ship's "Out~Turn" report for each ship carrying CIP commodztzes.
Further, the Government of Kenya will be required to Lnstruct .
each Kenya cooperating bank to give to USAID a copy of each
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Letter of Credit issued under the CIP and ‘when the payment
documents arrive to give to USAID a copy of each Ocean Bill of
Lading or Air Waybill for each shipment of goods finaaced under
the CIP, o ; o o e

‘We would welcome the opportunity to discuss with you o% , i
your representative any questions that you may have concerning .
the implementation of the Agreement,®or relative to this letter
or its attachments. R o

. Simcerely,

Charles’ Gladgon

Attachments:

l, Commodity Procurement Inmstruction

2. ‘A.1.D. Regulation 1 B

3. Consolidated List of Débarred, Suspeaded and Ineligible
, Contractors o )

4. Financing Request Form (AID 1130-2).,



‘At'tachment 1 to 'Annex: J.

‘Department of State. e
Agency forwLnternatlonallDevelopment

1.  TO: )
M;nzstry of Finance : and P\ann1ng
P. O. Box 30007

Na1rob1, Kenya _'ppgqppigﬁﬁﬁhﬁﬁiﬁﬁai%

2. SubJect o
Kenya Structural Ad justment e .Allotment’ Symbol
Program Grant Agreement a R
No. 615-0213

6.

Ellglble Items: All items designated 7. CPI: Amount

as "Ellglble" in the A.I.D. Commodity Prev1ous.;............
Eligibility Listing - 1983 Edition, Increase U.S. $34,000,000"
included herewith as Appendix A Decrease................»
to the Special Provisions ‘Total u. S.,$34 000,000..;1

Applicable to Letters of Commitment.

_8 Area of Source

13. X Letter of’Cdmmitmenf
14. AID Commodity F1nanc1ng Procedures
AID's standard financing procedures are appl1cable, applylng

A.I.D. Regulation 1, as amended, in its entlrety, ‘except-as’
otherwise authorized by A.I.D.

15. Special provisions set forth in the "Special Prov1slons‘fﬂ
Applicable to Letters of Commitment, " and attached, are: S

appl1cable, and will be incorporated by A.I.D., as appropriéﬁeg

in all Letters of Commitment or other d1sburs1ng author1zat10naf
issued pursuant to this CPI. , ‘

16. Approved for A.I.D. (SLgnature) Date

Charles Gladson, Dlrector,‘USAID/Kenya



A.

SPECIAL PROVISIONS APPLICABLE 0 LETTERS OF COMMITMENT

ISSUED UNDER A.I.D. GRANT NO. 615-0213

iThls letter of commitment is available for the financingiol

the U ‘S. dollar costs of:

1. Eligible commodities identified by appropriate. U Sy
© .Department of Commerce Schedule B numbers in ‘the' "

‘Appendzx A, hereto.

2. Marzne (including war tlSkS) insurance premzums in’
E connection with lnsurance placed w1th1n the Unlted
'States of Amerlca.\

.3?[ ~Ocean transportatlon (1nc1ud1ng air- frelght) costs

flncurred on U. S.-flag carrlers.i}«“

74,; AAddltlonally, A.I.D. w111 flnance the cost of

transportation of cargo:.to a point of delivery beyond
the point of entry into Kenya, provided the point of

delivery, as stated in the carrier's bill of lading,

is established in the carrier's tariff applicable to

international shipment.

{5{1 ‘Ahy other delivery serv1ces,Aas defzned in paragraph

‘201.01(1) of A.I.D.- Regulatlon 1 'as amended, 1f costs;

are’ 1ncurred and serv1ces are performed w1th1n the
U S A.

,:,65 ‘Bankzng charges of the U.S. banking institution''to"

C.

Whom thls 1etter of commltment 13 lssued.;

0 ALY letters of cred1t zssued, adv1sed, or conflrmed

" hereunder must apprise the supplier that the authorlzed

- ‘area of source for items in paragraph A., above,;r,ﬂ
’U ScA. (A. I.D. Geographlc Code 000). o

he

xcept when authorized by A.I.D. in writing, no letter of
credit issued, advised or confirmed hereunder sha11 be in

‘9fran amount of less than U.S. $10,000 or more thaa $1 500,000.

b111ty Date3°

MG'”No“Ietter of credit may ba issued, advised or
-“confirmed hereunder after unless the U.S.

banking institution shall have received advice from
‘the approved applicant that the underlying contract:

was entered into on or bhefore the terminal contractzng:
date. The foregoing also applies to any other g

arrangemert for effecting payments hereunder.



2.  Documents submitted for r

‘evidence shipment’ nct eerller%hhhth,;:k
later than

The suppller s invoice requlred under Sectlon 201 52 of
A.I.D. Regulation 1 shall, in addition to other requlred
information, contain a statement by the’ suppller ‘to - the_
effect that he has airmailed one copy of the ocean or
charter party bill of lading, supplier' 8 invoice ‘and
packing list to: S

Supply Management Offlcer» s p;fhh
USAID /Kenya SRR S
Agency for Internatlonal Development

~k:Wash1ngton, D. C. 20523.‘,

_Respon81b111t1es of the U.s. banklng 1nst1tut10n w1th

respect to Appendlx A are as follows:

1. “‘The u. S. Bank may 1ssue, advise, or confirm any 1etter
~ of credit hereunder, provided that the commodity
description includes a U.S. Department of Commerce
Schedule B number which is not indicated as

" "Ineligible" in Appendix A.

.2;h’ The U.S. bank shall be responsxble for obtaining the

additional documentatlon required: for reimbur sement
~ wherever spec1f1ed 1n Parts II and III of Appendix A.

The follow1ng are the reportlng requlrements of the U.S.
banklng 1nst1tut10n under thls 1etter of commltment. -

date' and
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'otal?amount dlsbursed as of the end of the
month.‘ The status data furnished should, to the
;extent possible without delaying issuance of the
‘report, include adjustments which have been
recorded for unused balances in expired and
cancelled letters of credit and refunded amounts:
‘whlch A.I.D. has authorized for relnstatement to
the commitment document. This information is to
be furnished to A.I.D. within 15 days after the
end of each month. These reports, which may be.
iprepared in a format most convenient to the bank,
‘are to be forwarded to:

Chief, Banking and Finance Division

¥M/M™ E
‘Agency for Internatlonal Development
Washington, D. C. 20523.. : S

wﬁéﬁ”éabmxcclng documentation for relmbursement hereunder
‘the Voucher SF 1034 must cite the'transactlon to
"APPROPRIATION S YMBOL NO. B T PROGRAM"



‘Annex K
‘Selection Procedures for Renya Codperating Bamks
~Draft CIP Implementation Letter Noeeewss

This letter sets out the procedures and criteria to be used
by Government in selecting local cooperating banks to L
participate in the U.S. Commodity Import Program (CIP) under'g;;
the Figscal Year 1984 Amendment granting thlrty-four million . .
dollars for commodities and related services from the Unlted
States. :

First, it will be necessary to send a letter of 1nv1tat10n
to each of the registered commercial banks in Kenya. The
letter should be sent by the Central Bank of Kenya and should
invite each of the banks to participate in the CIP, but should
caution them that no more than ten banks'will actually be
chosen to participate. They should be informed that in their
reply to the invitation they should indicate a willingness to
handle CIP transactions which will require that a copy of each
CIP Letter of Credit be given to USAID, as well as a copy of
each Ocean Bill of Lading or Air Waybill for each shipment.
Participation will further require that all Letters of Credit
include provisions for restricting shipments to U.S.-flag
vessels, AID markings, etc. These details will be found in a
publicity booklet which AID has prepared (enclosed) and which
should be given to each bank. 1In their reply, each bank must
include the name of its correspondent U.S. bank, as well as the
correspondent bank's fee schedule for all fees to be financed
by the CIP. Banks will also be required to submit a copy of
their latest annual report, and a report on the volume of
business they have handled in the U.S. during the past three
years (value and number of Letters of Credit opened). Banks
that have not done more than three million dollars worth of
business in the U.S. in one of the last three years are not }
eligible to participate. A draft invitation letter is enclosed.

Second, it will be necessary to review the replies to the .
invitation and to select between five and ten banks to e
participate. The selection committee should be composed of
five members, two from USAID and three representing both the
Ministry of Finance and the Central Bank of Kenya. Please let
us know who your representative will be. Each selection
committee member should review each reply, first eliminating
any that do not include all the requested information, or which -
reflect less than three million dollars worth of business in
the U.S. within one of the last three years. Next, each
selection committee member should assign a numerical value to "
each reply. Betwecn one and ten points are to be given for the

volume of U.S. business over the past twelve months. Between |



one and f1ve p01nts are to be glven for the fees. to be chargedk
by their U.S. correspondent bank. Lastly, between one and - i
eight points are to be given for the bank's f1nanc1al soundnes&
and general commercial reputation. Following th1s rev1ew by

each committee member, a discussion will follow and selectlon
of the participating banks will be made. RRTREE E R A

USAID will then entertain Financing Requests (FRs) in' the\
amount of two mllllon dollars each for each of the: selected
banks.

We expect that you w111 ‘be able to issue the 1nv1t1at10n
within the next two weeks.o If you have any suggestions about o
these procedures. or: thls t1m1ng, please feel free to contact us.

_Slncerely,

. Charles Gladson
. Director



 Atrachmentito Annex K.
Draft Letter

Central Bank of 'Kenya"
Haile Selassie Avenqe;

P. Q..Box 60000
Na;robl, Kenya

Managlng Dlrector“‘.
..........;....Bank‘*
Pe Ou BOXowososonono
Nairobi, Kenya:.jﬁh

Dear Sir: ‘ ' T

This letter is to inform you that ‘the Mlnlstry of Flnance‘ﬁf
has signed an agreement with the United States Agency for
International Development (USAID) to finance thirty-four o
million U.S. dollars worth of goods from the United States. It
is expected that a similar program will be agreed to next TR
year. We would like to take this opportunity to invite your
bank to participate in this program.

Details of the Commodity Import Program (CIP) can be found
in the enclosed brochure. Any technical questions on how this
CIP will operate can be referred to Mr. Gordon Bertolimn of
USAID (phone 331160). If your bank is interested in
participating, your reply should indicate a willingness to do
so and to abide by the restrictions which are peculiar to the
CIP, including supplying USAID with a copy of zach Letter of
credit financed thereunder, and a copy of each Bill of Lading
or Air Waybill for shipments of goods thereunder. You will
also need to include a copy of your latest annual financial
"report, a fee schedule showing all the fees that your U.S.
correspondent bank will charge for handling USAID's Letter of
Commitment and confirming your Letters of Credit, and a chart
showing the number and value of Letters of Credit your bank has
issued for U.S. suppliers within the past three years. Please
be advised that banks that have not done more than three '
million dollars worth of business in the U.S. within one of the
last three years will not be ellglble to participate in the ’
CIP. If you are not 1nterested in participating, no reply w111$
~ be necessary. ‘



A selection committee including representatives from the
Ministry of Finance and Planning, the Central Bank of Kenya)
and USAID will meet to evaluate replies to this invitation. I
more than ten banks and no less than five banks will be choser
to participate in the CIP. The selection committee will awar¢
between one and ten points for the volume of business in the
U.S., one to five points for the charges which will be levied
by the U.S. correspondent bank, and one to eight points for th
bank's financial soundness and general commercial reputation.
Each of the selected participating banks will receive an
intitial allocation of two million U.S. dollars and, when less
than five hundred thousand dollars of that sum remain
unencumbered by Lettc.s of Credit, we will entertain requests
for additional allocations. We look forward to your reply in
this regard.

‘Sincerely,



