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ACTION MEMORANDUM FOR TEE ACTING ASSISTANT ADMINISTRATOR FOR AFRICA
 

FROM: AFR/PD,
 

SUBJECT: Kenya Market Development Program (615-0242, 615-0250)
 

I. Proposed Action: Your approval is requested for a grant of
 
$15000,000 from tne Sub-Saharan Africa Development Assistance (DFA)

Appropriation to the Government o 
Kenya for the Kenya Market

Development Program (615-0242 and;i,5-42 04. 
 In FY 90 $2,000,000

will be obligated to the project componein (615-0250) and $2,000,000

will be obliqated for sector support (Program No. 615-0242) as a
 
cash grant.
 

II. Discussion
 

A. Description of the Program
 

The purpose of the Kenya Market Development Program is to develop a
 
more efficient national maize and bean marketing system that will

provide greater price incentives to maize and bean farmers. The
 
four-year Program will provide $10,000,000 (DFA) in sector dollar
 
grants for policy changes intended to improve agricultural marketing

efficiency and $5,000,000 (DFA) for technical assistance, training,

and commodities in supoort of the policy changes. In addition, up

to $40,000,000 worth of PL 480 Food for Progress (FFPr) food aid
 
will be provided. (The DCC has approved a multi-year food aid
 
program zubject to availability of resources). The GmK will

contribute the equivalent of $38,000,000 in Kenya Shillings to be

used to rehabilitate rural inter-market roads, and counter-deposit

the equivalent of the sector dollar grants. Obligations this fiscal
 
year will include $2,000,000 for project assistance, $2,000,000 as
 
sector grant, and up to $10,000,000 of FFPr food commodities.
 

The Program outputs will consist of 1) the removal of movement
 
controls on maize and beans, 2) the development of systems for

regular dissemination of agriculture market price information, and
 
3) a 10 percent annual real increase in GOK expenditure on
 
rehabilitation of rural farm-to-market roads. The overall increase
 
in marketing efficiency that is expected will benefit producers,

traders, millers, and consumers of maize and beans.
 

Short and long-term technical assistance will be provided to the
 
Ministries of Public Works and Agriculture, the University of

Nairobi, and Egerton University. Tecnnical assistance will develop

and support the capacity for evaluating and analyzing the impact of

market reforms and improvements in marketing infrastructure. It

will also foster greater institutional linkages between the
 
uiniversities and Government in identifying and implementing
 
agricultural policy reforms.
 



:ne 	Country Program Strategic Plan, recently prepared cy the mission
 
ano approved by AZD/W, includes an increase in agricultural
 
procuct:vity and farm incomes as one c4 tnree strategic ocect:ves.
 
:he Mission nas :ien:ifieo two targets for acnieving tnis oojective:
 
improv:ng agr:cultural marKeting ef!iciency and acceleratn
n
 
deveiopment and transfer of improved tecnnologies. :his Proaram is

fully consistent withn ne Mission's approacn for attaining its 
agricultural oo~ective. This Program is based on extensive research 
indicating that substantial improvements in marketing efficiency,
oenefiting prooucers, tracers, millers, and consumers, are 
acnhievaole through elimination of movement controls and improvements 
to rural farm-to-marxet roads. 

3. 	Financial Summary
 

A.:.D Contricution cv Obligation 	 ($ 000)
 

E! F! FY F! Total 
1990. 1991. 1992 i2993 Budget 

1. 	 Policy Reform Conditionality 2,000 3,000 0 5,000 10,000 

2. 	Technical Assistance 1,495 555 1,870 0 3,920
 

3. 	Commodities 
 460 a 0 0 460 

4. 	Training 20 20 20 0 
 60
 

5. 	Evaluat..ons, Equipment
 
Maintenance, Contingency 
 25 225 310 0 560
 

4,000 . 0ooUZ'200 ,000 .;,0o 

*Zn addition, up to $40,000,000 worth of food commodities will be
 
providedfrom PL 480 rood for Progress based on policy reform.
 

Government of Kenya Contribution ($ 000) 

FY FY FY FY Total 
1990 1991 1992 1993 Budaet 

Road Rehabilitation 306 !,226 10,161 .1,081 30,774 

1. Marxet :nformation 450 555 605 560 2,170 

1. raining, Short :erm T.A. 
Mosntorin;, Continaency 1,157 1,333 1,307 1,173 5,056 
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Ci. Commi:tee Action and Findings
 

.. :he'ECPR found the Program tecnnically sound, socially and 
economically feasible, and consistent with AID/W guidance issued
 
following review of the PID and following review of a supplementary

concept document prepared by the Mission in March 1989.
 

2. 'he following changes were made by the ECPE and are now reflected
 
in tne PAAD:
 

A) Management of Cash Disbursement. The PAAD has been revised
 
to reflect the recent guidance on tracking sector grant dollars.
 
Specifically, a special account will oe established and the dollars
 
will be used for general imports.
 

8) Local Currency. The PAAD has been revised in accordance
 
with an ECPR decision that the Government of Kenya will be required
 
to deposit in a separate account Kenya Shillings equivalent to the
 
sector grant NPA cash disbursements. The counter-deposit is in
 
addition to the $38 million equivalent host country contribution.
 
The counter-deposit will be used in the following order of
 
priority: first, support of the KMDP Program; second, support of
 
sector program objectives.
 

3. In order to strengthen the complementarity between the food aid
 
and the DFA resource, the ECPR directed that the call forward for
 
the first food shipment not be issued until the Program Agreement

has been signed.
 

4. The Program conforms with A.I.0 environmental regulations. A
 
determination was made of categorical exclusion by the Bureau
 
Environmental Officer.
 

5. The ECPR reviewed the implementation plan and concluded that it
 
is realistic and establishes a reasonable time frame for carrying
 
out the Program.
 

6. The ECPR concurred with the Mission's assessment that the
 
financial and other plans necessary,to carry out the assistance and
 
a reasonably firm estimate of the costs to the U.S. Government of
 
providing such assistance hav been completed, consistent with
 
Section 611(a) requirements. Tho ECPR further concurred witn the
 
Mission assessment that upon execution of the Agreements,

legislative action may reasonably oe anticipated to oe completed in
 
t4me to permit the orderly accomplishment of the purpose of thnis
 
Program.
 



D. Special Concerns
 
1. Contracting 
 Under the projectized element, $5 million of
contrac:or services is planned. 
 Under DFA procurement policies,
A.I.D. Geographic Code 935 is authorized. It remains A.I.D. policy,
however, to maximize U.S. procurement whenever possible. 
At tnis
stage it is planned that two A.I.D. direct technical assistance
contracts will be awarded. 
One will be a competitively awarded
contract for provision of long and short-term technical assistance
to the Ministries of Agriculture and Public Works, short-term
in-country training, and commodity procurement.
this contract It is planned for
to be let to a joint U.S./Kenya team utilizing as much
Kenyan personnel as feasible. 
The other contract will be awarded to
Stanford University and the University of Arizona through a buy-in
to the centrally-funded Agriculture Policy Analysis Project. 
 This
contract will provide short and long-term technical assistance to
the University of Nairobi and Egerton University in research and
analysis.
 

2. Training. 
 The only training financed under this Program will be
in-country short courses concerning agriculture policy analysis
provided through the two large contracts. 
 No overseas training is
planned.
 

3. 
Local Cost Financing. No significant costs will be incurred for
purchase of commodities in Kenya using appropriated funds.
 
4. Gray Amendment. 
The technical assistance contracts will comply
with the requirement of Section 579 of the FY 90 Foreign Assistance
Appropriations Act for mandatory subcontracting with Gray Amendment
entities, and with implementing regulations in effect at the time of
contracting. 
The current interim regulation, AIDAR Notice 90-2,
requires that 10 percent of the dollar value of technical assistance
contracts be subcontracted to Gray Amendment entities, unless the
contracting officer certifies that there is no realistic expectation
of U.S. subcontracting opportunities, or unless the Administrator
 approves an exception.
 

III. Waivers: 
 No waivers are requested.
 
IV. Justification to Congress: 
The Congressional Notification for 
.
this Pr, gram expired without objection on April 14, 1990.,
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V. Recommendation: 
 That you sign the attached Project
Authorization and PAAD and PP facesheets and thereby approve the
Kenya Market Development Program, including a sector grant and a
project component, with life of project funding of $15,000,000 from
 
the Development Fund for Africa.
 

Attachments:
 
1. Project Authorization
 
2. Program Assistance Approval Document
 

Clearances:
 

AFR/EA:DLundberg / Date s/0A
AFR/DP:JWestles SJtaDate -. /,/o
AFR/TR:RCobb .:_C Date S- -C
PPC/P/C:RMaushammmr 4 Date 'o 1o
AFR/PD:AHarding 1 - Date -4 0/d

GC/AFR:ESpriggs 
 sVO Date 65//m

DAA/AFR:ELSaiers- Date 
AFR/CONT:RKing . Date " '.7 _
AFR/EA:CMcCarthy draft Date 3/30 90 
AFR/DP/PPE:SGrossman draft Date 3/30/90

AFR/DP/PAR:DHarrison draft Date 
 3/30/90
 

AFR/PD/EAP:P 4Ajen :DOC#0077J:x78 286
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CLASSIJ ICATION 

I. PA.D Number
 
AGENCV Fo1 INTERNATIONAL OEVELOPMENT 
 615-9242
 

2. Country 
PROGRAM ASSISTANCE Kenya 

APPROVAL DOCUMENT 3.Category Sector Cash Grant 

(PAAD) 4.Date 

1990

3.May, 


, . . ...
Walter G. Bollinger 6. Numbe 
/A
A-AA/AFR


7.FromN/
Timothy Bork 
 N/A 
AZV/PD To be taken from: 

N/A
9. Approval Requested for Commitment of 10. Appropriation Budget Plan Code 

s 2,000,000
171.Type Funding 12. Local Currency Anngement 13. Estimated Delivery Period 114. Transaction Eligibility DateEl Loan It]rant M nlfortnal C3 Formal El None July-December 1990 May 15, 1990

3. Commodities Financed 
N/A
 

16. Permitted Source 17. Estimted Source 
U.S. only U.S.Limited F.W. u Counries
 
Free World Lo al i Co , 0t 0 ,0s
 

Cash $2,000,000 oil 2
 

18. Summary De-criptionThe purpose of the Kenya Market Development Program is to develop a more efficient
national maize and bean marketing system that will provide greater price
incentives to maize and bean producers. The four-year Program will provide
$10,000,000 (DFA) in sector dollars grants for policy changes intended to improve
agricultural marketing efficiency and $5,000,000 (DFA) for technical assistance,
training and commodities insupport of the policy changes. 
An additional
$40,000,000 worth of PL 480 Food for Progress food aid will be provided. 
The GOK
is to provide $ 38400,000 (equivalent) in local currency to be used torehabilitate inter-market roads.
 

Program Conditionality and Negotiating Status
 

The principal policy issues and proposed reform measures outlined in this document
have been discussed and reviewed at the Permanent Secretary level in the
Ministries of Finance, agriculture and Public Works. 
The analysis on which the
policy agenda isbased was directed by the Ministry of Planning and National

Development (MPND) Sectoral Planning
 
*Note that the conditionality being authorized by this PAAD is substantively the
 same conditionality that will appear in the Food for Progress Agreement.
 

19. Clearances ate 20. ActionAFR/PD:/PFeiden
AF!DP: Jeistev ,... qL
/q
A D' er-'OVED E DISAPPROVED*AFR/EA:DLnb

AFH/TR: rCOG~ R E g- _ i _5/;, __ _ _ _ 
r 

__ _ _ Q 
_ _ 

-- :A7ie .S 
;-,.::- Title /A/A m, w eG. onlinger

AID 1120-1 (-.82) CLASSIF C-ATI N 



Division whose chief was the chairperson of the original w:4D?Development Committee. This committee was composed of techn:ca
representatives from the Ministries of Agriculture, Planning andNational Development, Public Works, Supplies and Marketing, andthe National Cereals and Produce Board. 
 The MPND representative

also chaired the Committee's review of the analyses, findings and
recommendations. 
Within these fora, GOK representatives have
agreed with the goals outlined in the reform agenda, although

questions remain as 
to timing and specific indicators. Finally,
the market structure policy reforms 
are in complete accordance
 
with the GOK 1989-93 Five Year Development Plan and Sessional
 
Paper No. 1 of 1986.
 

The following is the substance of the non-routine conditions upon
satisfaction of which disbursements will be made. It is
anticipated that during 
the course of negotiations there may be
non-substantive refinements in the language of the conditionality
and covenants. As specifically noted, for each condition
 
presented, the condition may apply to 
the project and/or the
program and/or the PL 480 assistance. The language of the
conditionality will be designed to 
reflect the mode of assistance
against which it is written. The underlying principle has been to
link policy-based program and PL 480 conditionality. To allow for
adjustments to a dynamic policy environment, some flexibility has
been intentionally built into the conditionality. Yearly
implementation plans for the institutions involved in carrying-out

and analyzing the impact of 
the policy reforms will help to adjust
and refine the reform agenda. Likewise, the variability of

agro-ecological conditions within Kenya, fluctuating international
agricultural commodity markets, the impact that the cereals sector
 
has on GOK budget deficits, and the important role that
agriculture plays in the Kenyan economy also demand the
flexibility that has been designed into the conditionality.
 
1. Condition Precedent to Initial Disbursement/Assistance
 

(Applicable to KMDP Project and PL 480 Assistance)
 

a. For Initial U.S. $15 
Million PL 480 Food Assistance Only
 

Prior to the provision by A.I.D. of the initial U.S. $15 
million
of PL 480 food assistance, or to the issuance by A.I.D. of
documentation pursuant to which such assistance will be provided,
the GOK shall provide, in form and substance satisfactory to
 
A.I.D.:
 

Documentation confirming that the GOK, through its Ministry of

Finance, has formally proposed a Kenya Market Development Program
line item for inclusion in the budgets of the Ministries of

Agriculture and Public Works which shall not be 
less than the
Kenya Shilling equivalent of U.S. dollars 40 million over the life

of the Program. The schedule for inclusion of said funds shall be
the subject of future Project Implementation Letters (PILs) to be

issued by A.I.D.
 

Projecte.d date for compliance with CP: April 1, 1990.
 



b. For initial U.S. $5 Million KMDP Project Disbursement: :ny
 

Prior to the disbursement by A.I.D. of 
any funds made available
 
under the KMDP Project for technical assistance, training or
 
commodities, or to 
the issuance by A.I.D. of documentation
 
pursuant to which such disbursements will be made, the GOK shall
 
provide, in form and substance satisfactory to A.I.D.:
 

Documentation confirming that 
the GOK, through its Ministry of

Finance, has formally concurred in writing with the Request for
 
Proposal (RFP) for technical assistance, training and commodity

procurement to be financed under 
the Kenya Market Development
 
Project Agreement.
 

Projected date for compliance with CP: September 1, 1990
 

2. Conditions Precedent to 
Each Subsequent Disbursement/Assistance

(Applicable to KMDP Program and PL 
480 Assistance)
 

Prior to the disbursement/provision by A.I.D. of any sector dollar
 
grant and/or PL480 food assistance, or to the issuance by A.I.D.
 
of documentation pursuant to which such disbursement/assistance

will be made, the GOK, through its Ministry of Finance, shall
 
provide, in form and substance satisfactory to A.I.D.,
 
documentation confirming that:
 

a. The budget allocations for the Ministries of Public Works and
 
Agriculture have not 
been reduced below the budget allocation

levels for such institutions established in the Government of
 
Kenya's Forward Budget for 1990/91. GOK Kenya Shillings provided

to such institutions as otherwise required by this Program are to
 
be additive resources for such institutions and shall not be
 
included for purposes of this Condition Precedent.
 

b. 
The Ministry of Public works has increased the recurrent
 
budget support for non-salary items for the Roads Maintenance
 
Branch by not less than 10% 
in "real" terms (incremental

percentage increase less the prevailing inflation rate) for 
the
 
year previous to 
the year in which the disbursement is sought, and
 
has not decreased allocations to the Roads Maintenance Branch
 
below the budget allocation for the Kenyan FY 1990/91. In no
 
case, shall 
resources be made available for non-personnel items in
 
the Road Maintenance Branch's budget by reducing other road
 
maintenance related budget allocations.
 

c. The Ministry of Agriculture (MOA) has planned and conducted a

publicity campaign via the press, radio and administration
 
services to inform consumers, producers, and the relevant public

and private sector parties of the most current laws, regulations

and policies affecting the movement and marketing of maize,

processed maize, beans, millet and sorghum within and between
 
administrative districts. 
 The specific requirement for compliance

with this condition shall be the subject of 
a PIL to be issued by

A.I.D., but at a minimum shall include:
 

(1) For each year for which disbursement is sought, a written
 



Jescr :---'on. "ie s:1aion affectng the mrnvemren .
processed maize commodities, beans and minor grains withir Keny3.4 

(2) For each year for which disbursement is sought, a schedule of
public announcements for 
removal of movement controls on specified
agricultural commodities for that year. 
 The specific requirements
for compliance with this condition shall be the subject of future

PILs to be issued by A.I.D.
 

(3) For each year for which disbursement is sought, written
 
confirmation that the publicity campaign set forth in 
(c) above
has been conducted by the the MOA in 
a timely manner prior to that
 
year's marketing seasons.
 

(4) For each year for which disbursement is sought, written
confirmation that 
district and provincial authorities have been
informed of the regulations described in 
(c) above and that their
compliance with these current 
laws, regulations and policies is
 
required.
 

3. Conditions Precedent 
to Specific Disbursements/Assistance
 
(Applicable to KMDP Program and PL 
480 only)
 

a. Initial Tranche Sector Dollar Grant Disbursement (U.S.$2
 
Million Sector Grant)
 

Documentation, in form and substance satisfactory to A.I.D., 
that
 
the GOK has:
 

(1) Through its 
Ministry of Finance, instructed the MOA that the
MOA's Farm Management Division is mandated to 
collect, compile and
disseminate, via the media, the MOA extension service, and other
administrative channels, unofficial and official market price
information on grain and 
horticultural commodities, to 
begin with

the 1990/91 market season; 
and
 

(2) Through the Ministry of Agriculture, developed and 
is
implementing a plan for increasing the accuracy, timeliness,
reliability and use of 
the MOA's disseminated market price

information.
 

Projected date for Compliance with CP: December 1, 1990
 

b. Second Tranche Sector Dollar Grant Disbursement and PL 480
Assistance U.S. W-Million Sector Grant; U.S.-
 -Milion PL 480
 
Food Assistance)
 

Documentation, in form and substance satisfactory to A.I.D.,

the GOK, through the Ministry of Finance, has: 

that
 

(1) gazetted and announced via the public media and government

administrative channels the elimination of all movement controls
on beans and has informed the district and other administrative
authorities that their compliance with these reforms is required;
and(2) has removed beans, millet, and sorghum from the list of

scheduled commodities.
 

VV
 



Projected date for compliance with CP: April 1, 1991
 

c. Third Tranche Sector Dollar Grant Disbursement and PL 480

Assistance (U.S. 5 Million Sector Grant and U.S. $15 
Million PL
 
480 Food Assistance)
 

Documentation, in form and 
substance satisfactory to A.I.D., that
the GOK, through the Ministry of Finance, has gazetted and
announced via the public media and government administrative

channels the elimination of movement controls on maize and maize
products and has instructed district and other administrative

authorities that their compliance with these reforms is 
required.
 

Projected date for compliance with CP: April 1, 1992
 

4. Covenants
 

a. The Government of Kenya does hereby covenant to 
undertake an
assessment of the environmental consequences of its road.
rehabilitation activities 'inanced by its contribution to the
Kenya Market Development Program, which assessment shall include:
 

(1) a review of adverse environmental impacts for each said GOK

road rehabilitation design and execution; and
(2) a plan for mitigation of 
identified adverse environmental
 
impacts, if any.
 

b. The Government of Kenya shall provide to USAID, on a no less

than annual basis, 
a report setting forth for each completed road
rehabilitation activity financed by the GOK contribution to the
Kenya Market Development Program to include:
 

(1) a description of each road rehabilitation activity;
(2) a statement of the adverse environmental impacts, if any, of

said activity;

(3) a description of steps taken to mitigate said adverse
 
environmental impacts; and
 
(4) an evaluation of the success or 
failure of said mitigations.
 

c. The Government of Kenya does hereby covenant that, in addition
to specific requirements of the Conditions Precedent set forth
under KMDP, it will seek to increase real road maintenance
budgets, allocations and expenditures to a level commensurate with
requirements to maintain efficient 
inter-market transportation of
agricultural commodities. 
During program implementation, the

required increases shall be the subject of annual consultation
between USAID and the Ministry of Public Works, the first such
consultation to be held no 
later than May 1, 1990. 
 No less than
30 days after each such consultation, the GOK shall provide a
report describing its proposal for compliance with this covenant.
d. The Government of Kenya does hereby covenant to maintain the
legislative and administrative reforms established under 
this
 
program.
 



PROJECT AUTHORIZATION
 

Name of Country: Kenya
 

Name of Project: Kenya Market Development Project
 

Number of Project: 615-025n
 

1. 
Pursuant to Title II of the Foreign Operations, Export
Financing, and Related Programs Appropriations Act of 1990
(Sub-Saharan Africa, Development Assistance), and the Foreign
Assistance Act of 1961, 
as amended, I hereby authorize the
Kenya Market Development Project for Kenya involving planned
obligations not to exceed Five Million United States.Dollars
($5,000,000) in grant funds over a four year period from the
date of authorization, subject to the availability of funds in
accordance with the A.I.D. OYB/Allotment process, to help in
financing foreign exchange and local currency costs for the
Project. The planned life of the Project is four years from
the date of initial obligation.
 

2. 
The Project consists of technical assistance, training and
commodities in support of and complementary to the policy
reforms undertaken under the companion Kenya Market Development

Program (615-.0242).
 

3. The Project Agreement, which may be negotiated and executed
by the officers to whom such authority is delegated in
accordance with A.I.D. regulations and Delegations of
Authority, shall be subject to the following essential terms,
and the following covenants and major conditions in substance,
together with such other terms and conditions as A.I.D. may

deem appropriate.
 

a. 
Source and Oriin of Commodities, Nationality of Service
 

Except as A.I.D. may otherwise agree in writing:
 

(1) Commodities financed by A.I.D. under the Project shall
have their source and origin in countries included in A.I.D.
Geographic Code 935. 
 All reasonable efforts will be used to
maximize U.S. procurement whenever practicable. Air travel and
transportation to and from the L.S. shall be upon certified

U.S. flag carriers.
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(2) Except for ocean shipping, the suppliers of commodities
 
or services financed by A.I.D. under the Project shall have
 
countries included in A.I.D. Geographic Code 935 as their
 
places of nationality. All reasonable efforts will be made to
 
maximize U.S. procurement whenever practicable. Air travel and
 
transportation to and from the U.S. shall be upon certified
 
U.S. flag carriers.
 

(3) Ocean shipping financed by A.I.D. under the Project

shall be financed only on flag vessels of the countries
 
included in A.I.D. Geographic Code 935 subject to the 50/50

shipping requirements under the Cargo Preference Act and the
 
regulations promulgated thereunder.
 

b. Condition Precedent:
 

Prior to the disbursement by A.I.D. of any DFA financing for
 
technical assistance, training or commodities made available
 
under this Grant, or to the issuance by A.I.D. of documentation
 
pursuant to which such disbursements will be made, the GOK
 
shall provide, in form and substance satisfactory to A.I.D.,
 
documentation that the GOK, through its Ministry of Finance,

has formally concurred with the Request for Proposal (RFP) for
 
technical assistance, training and commodity procurement to be
 
funded under the Kenya Market Development Project Agreement.
 

c. Covenants:
 

(1) The Government of Kenya does hereby covenant to
 
undertake an assessment of the environmental consequences of
 
its road rehabilitation activities financed by its contribution
 
to the Kenya Market Development Program.
 

(2) The Government of Kenya shall provide to USAID, on 
a
 
no 
less than annual basis, a report for each completed road
 
rehabilitation activity financed by the GOK contribution to the
 
Kenya Market Development Program, to include a description of
 
the road, a statement of the adverse environmental impacts, if
 
any, a description of steps taken to mitigate any adverse
 
environmental impacts, and an evaluation of the success or
 
failure of mitigation steps.
 

(3) The Government of Kenya does hereby covenant that, in
 
addition to specific requirements of the Condition Precedent
 
set forth under KMDP, it will seek to increase real road
 
maintenance budgets, allocations and expenditures to a level
 

ll
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commensurate with requirements to maintain efficient
 
inter-market transportation of agricultural commodities.
 
During program implementation, the required increases shall be
 
the subject of annual consultation between USAID/Kenya and the
 
Ministry of Public Works. 
No less than 30 days after each such
 
consultation, the GOK shall provide a report describing its
 
proposal for compliance with this covenant.
 

(4) The Government of Kenya does hereby covenant to
 
maintain the legislative and administrative reforms established
 
under this program.
 

Walter G. Bollinger I
 
Acting Assistant Administrator
 
Bureau for Africa
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I. EXECUTIVE SUR'A'RY 

Agricultural GDP grew at an average annual rate of 4.6% during the
 
period 1963-72 but slowed to 2.8% during the period 1973-87. The
 
sector employed 3.6 million people (both formal and informal), or
 
over 70% of Kenya's estimated labor force in 1988. The diminished
 
growth rate, the high percentage of agricultural labor as a
 
percentage of total labor force, and the fact that Kenya's annual
 
population growth rate of 3.8% indicates increasing employment

demand in the sector all underline the imperative of improving

productivity in the agricultural sector. Because of the
 
fundamental role of agriculture in the Kenyan economy, agriculture

must continue to grow, at an accelerated rate, if the standard of
 
living for Kenya's growing population is to improve.
 

Major constraints to improved productivity include: 1) limited
 
arable land; 2) the lack of a well developed marketing system; 3)

agricultural input supply limitations; and 4) research and
 
extension limitations.
 

Arable land is 19% of total land area, and any attempt to increase
 
it through rehabilitation of arid and semi-arid lands would be far

less efficient than concentrating on alleviating other major

constraints. Input supply constraints are being addressed through

successful Government of Kenya (GOK) programs (the parastatal

Kenya Seed Company), USAID programs (Fertilizer Pricing and
 
Marketing Reform Program) and private sector supply systems for
 
agricultural machinery and veterinary supplies. 
 Research and
 
extension constraints are being addressed through assistance from
 
USAID, the International Bank for Reconstruction and Development

(IBRD, the World Bank or the Bank) and the European Economic
 
Commission (EEC) to the Kenya Agricultural Research Institute
 
(KARI). 
 The one major constraint that has not been successfully

addressed is agricultural marketing. Thus, KMDP is designed to
 
help improve the efficiency of agricultural markets in Kenya.
 

A. Program Goal and Purpose
 

The Program goal is to assist Kenya in achieviig increased
 
agricultural productivity and increased net fa.:m incomes. 
The
 
Program purpose is to develop a more efficient national maize and
 
bean marketing system that will provide greaten price incentives
 
to maize and beans producers.
 

B. Program Description
 

In order to achieve the purpose, the four-year )rogram will
 
provide $10 million in DFA Dollar Sector Grants and $40 million int
 
Food for Progress commodities for policy initiat.ives that will

result in: 1) the removal of movement controls (inmaize and beans

and the public announcement of this; 2) the systematization of the
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announcement of market price information; and 3) a 10% annual

increase in road maintenance budgets. An additional $5 million in
 
DFA funds will finance the technical assistance and training
 
necessary to institutionalize policy analysis capability in
 
relevant GOK agencies. The $38 million GOK host country

contributions will be used to address infrastructure constraints
 
to market efficiency by financing the rehabilitation and
 
maintenance of approximately 1,500 kilometers (kms) of
 
inter-market roads in the following districts: 
1) Kakamega; 2)

Kisii; 3) Kitui; 4) Nakuru; 5) Nyeri; 6) Uasin Gishu; and 7)

Narok. The GOK counter-deposit equivalent to the $10 million
 
grant will be programmed in support of the sector program

objectives. It is in addition to, and will be programmed for uses
 
separate from, the $38 million-equivalent host country

contribution.
 

C. Beneficiaries
 

The broad categories of beneficiary groups include producers,

traders, millers and consumers of maize and beans. In general,

farmers producing on 8-20 hectares (ha) of land, traders who trade
 
in eight ton or greater lots, small millers (posho), and
 
low-income urban consumers are expected to receive the most
 
significant benefits as a result of KMDP-sponsored reforms. Those
 
who are less disadvantaged under the current system (viz., very

small farmers in high potential agricultural areas, farmers
 
producing on more than 20 ha in all areas, large millers and
 
high-income urban consumers) will receive fewer benefits under
 
KMDP. A detailed analysis of each group, including relative
 
magnitudes and sources of benefits, can be found in Unattached
 
Annex A - Economic Analysis and Unattached Annex B - Social
 
Soundness Analysis, and is summarized in Section V. C. Beneficiary
 
Impact Analysis.
 

D. Food Assistance
 

Planned food assistance through a multi-year, grant-funded PL 480
 
Food for Progress agreement is an integral component of the
 
Program. Food for Progress uses U.S. food resources in support of
 
agricultural sector policy reform. 
In tandem with DFA resources,

the Food for Progress mechanism will provide food assistance for
 
policy changes intended to produce a supportive policy climate in

which more efficient maize and bean markets will be stimulated in
 
Kenya.
 

E. Proaram Resources
 

The proposed Program is 
a four-year (FY90-93) activity. Subject

to the availability of funds, the Program is composed of the
 
following funding sources, amounts and disbursement categories.
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'Table 1
 

Source 
 Amount 	 Disbursement
 

1 DFA., 
 $10,000 	 Performance
 
Disbursement
 

2) DFA 	 !S 5,000 TA contract
 

3),GOK 	 $38,000 LC for road

Contribution,", 
 (equivalent) 	 rehabilitation
 

and maintenance
 

Total $53,000
 

Table 2
 
Summary of Inputs by FY
 

($000)
 

FY 90 FY 91 FY 92 
 FY 93 Total-

GOK AID GOK AID GOK AID GOK AID GOK- AID 

Cash 5000 5000 10000 

TA 4000 1000 5000 

GOK/

KSh 	14000 J&Q000 _100_ 14000 -8000
 

14000 4000 10000 6000 14000 5000 . 38000 15000
 

F. Policy Conditionality
 

The Program purpose will be achieved through conditionality

(with supporting covenants) focused-on three basic policy

changes:
 

(1) 	the removal of movement controls on maize and beans and

broad public dissemination of this information;
 

(2) 	regular public announcements of market price information
 
via the print and broadcast media;
 

(3) 	a 10% annual increase in the non-personnel portion of the
 
operations and maintenance budget of the Ministry of
 
Public Works/Roads Maintenance Branch.



II. BACKGRONDz
 

A. Macroeconomic Framework
 

1. Highlights of Current Macroeconomic Situationl
 

Since gaining its independence in 1963, Kenya has been among

the best economic performers in sub-Saharan Africa. In the
 
past five years, Kenya's economy has achieved aii annual growth

rate of close to 5% per year, following a period of sluggish

growth in the early 1980s. Recent high levels of economic
 
growth have been fuelled by: 1) strong agricultural growth made
 
possible by highly favorable weather conditions, increased
 
fertilizer utilization, and policy reforms that have improved

farmer incentives; 2) in'reased imports that have been financed
 
by lower oil prices and increased foreign assistance; 3)

increased government spending (nearly 20% average annual
 
increases in the past five years) to "prime the pump" of the
 
economy, also funded by donor assistance; and 4) strong

performance in tourism and horticulture. Also significant is
 
the fact that Kenya's population growth rate has begun to slow,

decreasing from 4.1% in 1984 
to 3.8% in 1989.
 

As Kenya enters the new decade, however, there are signs that
 
the growth spurt of the late 1980's is weakening. Economic
 
growth for 1989 is likely to decrease to around 3%, while
 
inflation is re-emerging as a major problem. After averaging

under 10% 
for the past five years, the annual inflation rate is
 
presently estimated to be over 15%. Recent declines in the
 
international coffee market are weakeninq export performance,

and it is unlikely that the increases in the numbers of
 
tourists that took place in the latter half of the 1980s can be
 
continued. Beginning in 1988, official grants, loans, 
and
 
International Monetary Fund (IMF) lending combined to become
 
the largest source of foreign exchange, exceeding coffee, tea
 
and tourism earnings combined. But it is not certain that the
 
high levels of foreign assistance that Kenya has received in
 
the past few years will be maintained, especially given the new
 
demands on donor resources emanating from Eastern Europe.
 

Despite relatively strong and sustained levels of economic
 
growth, there has been little structural transformation of the
 
productive sectors in the Kenyan economy. Industry's share of
 

I For a more detailed analytical summary of recent
 
macroeconomic developments, see IBRD, Kenya Recent Economic
 
Developments and Selected Policy Issues, 1989. 
 See also,

USAID, Kenya Country Development Strategy Statement, 1990.
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GDP has increased only marginally in the past twenty years. In

fact, while Kenya has done better than most sub-Saharan African
 
countries, its performance looks much weaker in comparison to
 
other politically stable Third World countries that are striving

for transformation to an industrialized economy. These Newly

Industrializing Countries (NIC) have achieved rates of economic
 
growth and industrial transformation much stronger than that of
 
Kenya.
 

A major reason that Kenya's economic performance has not equalled

that of the NICs is inefficiency of investments. While Kenya has

maintained high rates of domestic savings (20% of GDP) and
 
investment (25% of GDP in 1987), 
the quality of investment is

low. Gross fixed capital formation decreased from over one-third
 
of GDP in 1978 to less than one-fifth in 1988. The GOK's

Sessional Paper No. 1 of 1986 states that if the rate of return on

investment in Kenya equalled the global average, growth in the
 
economy would be at least two percentage points higher per annum.
 

Kenya's balance-of-payments is exhibiting several disturbing

trends. The trade balance has been dominated in recent years by

rapidly increasing imports while exports have decreased in dollar
 
terms. 
While rising tourism earnings partially offset this
 
imbalance, they were in turn offset by increased outflows of

investment income. 
Thus, the current account of the balance of
 
payments has been increasingly in deficit. On the capital

account, the drying up of foreign direct investment (and actual
 
disinvestment) was offset by official long-term loans and grants.

Kenya has thus become increasingly dependent on foreign assistance
 
for its balance-of-payments stability.
 

Over the past five years, Kenya's total external debt has grown

from $3.7 billion in 1984 to $5.9 billion in 1987. In spite of
 
the resulting high debt service obligations, Kenya has maintained
 
a strong credit rating by meeting all of its obligations and not
 
rescheduling its debts. 
 In 1989, Kenya began to benefit from
 
bilateral debt reduction programs introduced by several major

donors including the U.S., Germany and France. 
Nonetheless,

Kenya's capacity to maintain its credit rating through debt
 
repayment will not be sustainable unless recent export stagnation

is reversed.
 

The GOK has worked very closely with both the IMF and the IBRD
 
during the last decade. It has received a series of seven
 
stand-by arrangements from the IMF in support of economic
 
stabilization efforts and has, at 
the same time, entered into five
 
structural adjustment lending agreements with the Bank. 
These

efforts have paid off as 
Kenya has avoided the sharp external and

domestic disequilibria that have plagued many African nations.
 
The latest IMF arrangement is an Enhanced Structural Adjustment

Facility (ESAF) loan of SDR 240 million that disbursed SDR 80
 
million in 1989.
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2. Implementation of Stabilization and Adjustment Measures
 

The GOK's record of implementing stabilization and adjustment

efforts has been mixed. The Government has been able to undertake
 
difficult stabilization measures, especially during periods when
 
severe economic instability threatened. On the other hand, these
 
efforts have proven difficult to sustain after the potential

crisis subsides. Similarly, while the GOK has articulated an
 
ambitious program of structural adjustment, implementation of the
 
program has been slow as well as spotty.
 

Beginning in the early 1980s, Kenya has followed an increasingly

active foreign exchange management program in efforts to attain
 
and sustain economic stabilization. The shilling has been
 
devalued by over 50% since 1982, allowing Kenyan exports and
 
tourism to maintain their competitiveness. The Central Bank of
 
Kenya maintains a program of periodic marginal devaluations to
 
ensure 
that the shilling does not become overvalued.
 

A major focus of stabilization efforts has been the interlinked
 
issues of inflation, monetary growth and the budget deficit. In
 
the early 1980s, inflation had averaged over 15% per year.

Stabilization efforts in the 1984-88 period brought this rate to
 
under 10%. Lowered inflation was the result of improved fiscal
 
and monetary discipline. The budget deficit was reduced from over
 
7% of GDP in 1986/87 to under 4% by 1988/89. With the exception

of 1986, when high coffee prices and low oil costs generated a
 
terms-of-trade windfall, monetary expansion has been held in
 
check. Between 1984 and 1988 (excluding 1986), growth in money

supply (M2) rose at an annual rate of 11%.
 

However, in late 1989 there were strong indications that the rate
 
of inflation was sharply increasing, fuelled by the increase in
 
government spending and monetary expansion. An increased rate of
 
inflation will make efforts to maintain positive real interest
 
rates more difficult as well as putting pressure on the exchange

rate management system. The GOK's efforts to rationalize
 
budgetary expenditures, a major focus of its structural adjustment
 
program, are moving forward much more slowly than was planned. In
 
the past two years, expenditures have increased substantially more
 
rapidly than revenues. The Government is beginning to implement

"fee-for-service" schemes in several sectors, but their impacts

will not be felt in the short-term. Budgetary expenditures as a
 
percentage of GDP are actually higher now than at the beginning of
 
Kenya's structural adjustment efforts. Similarly, government

employment as a percentage of total employment has increased
 
during the period of adjustment.
 

As part of its adjustment efforts, the GOK has liberalized the
 
import regime, replacing quantitative restrictions for the vast
 
majority of imports. Despite this, a recent study of export
 



-7

incentives has found the trade regime still retains a strong

anti-export bias. 2 
 The system of fixed wholesale and retail

prices has also been largely dismantled. Plans are on the books

for even more price liberalization. 
The GOK has also begun to
restructure the financial sector by undertaking such means as
creating a Capital Markets Development Authority. The Central

Bank has reactivated its 
rediscount facility and established an

informal Open Market Committee. Most observers believe that these

efforts will have to be substantially deepened in order to have
their intended effect of stimulating private sector investment and
 
improving productive efficiency.
 

B. The Aoricultural Sector and Major Constraints
 

1. The Role of Agriculture in the Kenvan Economy
 

The growth and development of the Kenyan economy over the next

several decades will depend largely on the agricultural sector.
The food and agriculture industry, which includes farming and
 
supporting service and input industries, accounts for
approximately 67% of gross domestic product. The sector employs

over 70% of the population, contributes approximately 60% of

foreign exchange earnings, and provides nearly all the country's

food supplies. 
The average annual growth rate in agricultural GDP
for 1963-72 was 4.6%, but declined to 2.8% during 1973-87. The
slowing growth rate, coupled with a population growth rate of 3.8%

and limited arable land, raises serious questions as to how the

agricultural sector will achieve the sustained per capita growth

required for Kenya to realize its development objectives.
 

Sessional Paper No. 1 of 1986 stresses that national growth

targets are unobtainable without rapid growth in agriculture.

This comes at a time when resources available for expanding

agricultural output, especially land resources, are increasingly

limited. Of Kenya's 44.6 million hectares of land, only 8.6

million hectares (19%) 
are medium to high potential agricultural

land. 
 Much of the rest is used for extensive livestock grazing or
taken up by national parks and forest reserves. Although perhaps

500,000 hectares of 
land could be brought into production under
irrigation, drainage, or flood control, by and large Kenya's

agricultural sector will have to provide for both food security

and export growth on its existing crop and dairy land.
 

Given the effective land constraint, the GOK intends to focus on
increasing agricultural productivity to achieve its sectoral

objectives. 
 In Sessional Paper No. 1 of 1986, the GOK identified

three broad strategies - increased intensity of input use,

development of more productive technologies, and shifts to higher

valued cropping mixes. 
 First, within existing cropping patterns,
 

See Kenya Association of Manufacturers, Export Incentive
 
Study, 1989
 

2 
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farmers will be encouraged to adopt more productive practices,

especially the wider use of improved varieties, fertilizer, and
 
disease and pest control. Pricing policies, marketing policies

and institutions that implement them, and the extension service
 
will be the main instruments through which higher yields will be
 
pursued. Second, research into new varieties, especially of maize

and other coarse grains, will be accelerated to generate new,

high-yielding varieties to keep pace with increasing consumption.

Third, production will be diversified in favor of higher-valued

commodities, e.g. coffee, tea, and horticultural produce, and away

from lower valued commodities such as maize and dairy products.
 

2. The Prominence of Maize and Beans in Kenvan Agriculture
 

Maize and beans are ranked 12th (value produced per hectare) among

other crops grown in Kenya because they yield only 3060 Kenya

Shillings per hectare.* However, because Kenyans tend to equate

food security with maize availability, maize is considered the
 
most important Kenyan agricultural commodity. It is Kenya's major

food staple. It currently provides over 50% of Kenya's protein

consumption with average per capita consumption in 1986 of 122

kilograms (kgs) per person and projected to be 149 kgs per person

by the year 2000.
 

Maize and beans are generally inter-cropped in Kenyan

agriculture. Out of the 2.4 million farmers in the high and
 
medium potential areas, 95% grow maize and 60% grow beans. 
Maize
 
alone takes up approximately 33% of total non-livestock
 
agricultural land while beans account for approximately 14%.
 

In 1986 the country just managed to meet maize demand with a

production of 2.5 million metric tons ineeting 
a demand of 2.48
 
million metric tons. Projections to the year 2000 show that the
 
likely demand for maize will exceed production by 96,000 metric
 
tons.
 

3. Agricultural Constraints
 

Government of Kenya strategy documents and other sector analyses

(such as the IBRD Agricultural Sector Report for Kenya) have
 
identified the following current critical constraints to
 
increasing agricultural productivity: 1) liiited land
 
availability; 2) lack of a well developed market system; 
 3)
 

* An increase in the GOK's buying price for maize announcedin,
 
January 1990 may improve this ranking.
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inefficient agricultural supply systems; and 4) inadequate
research and extension services.3 
 Further, unfavorable terms of
trade and consequent balance of payments problems have imposed
macroeconomic constraints on the sector.
 

a. Limited Potentially Arable Land Suoly
 

The limited supply of arable land (19% 
of total land area),

together with a high population growth rate (3.8 % per annum),
an important factor in limiting agricultural growth. In some 

is
 

areas the pressure on land has reduced fallow periods

significantly and contributed to erosion, with a resulting decline
in productivity. The prospect for increasing land area under
cultivation is not promising. 
Land intensification with existing

crops and the evolutionary shift to higher-valued commodities
offers the most promising strategy for increasing productivity,

output and employment. As yields are already relatively high in
the large-holder sector, it is likely that further productivity

increases will come principally from smallholders.
 

b. Marketing Systems
 

The lack of a well developed marketing system is a disincentive to
increased agricultural production. 
Of the various constraints to
market development, the economic analysis done for the PAAD

demonstrates that poor roads and inappropriate market policies

produce the largest single set of constraints to market

development. Better inter-market roads would allow faster
movement of goods and less vehicle maintenance. This reduction in
marketing costs, in turn, would lead to an 
increase in farm
profits as reduced marketing costs cause a rise in on-farm
commodity prices and a fall in on-farm costs of purchased inputs.
 

With regard to market policies, the extent of intervention in the

market by the GOK is high. 
For most major crops, official prices
are gazetted and implemented through marketing boards. 
Price and
market controls affect domestically consumed food and industrial
 
crops more than export crops.
 

The analysis and the setting of prices are carried out in annual
price reviews. In recent years border prices have been a key

determinant of gazetted producer prices; i.e., prices have more
nearly reflected import/export parity than was the case in the
 past. Potential incentives resulting from reasonably high
producer prices have been offset by late payments to farmers for
commodities that are marketed through parastatals. Producers of
 

31n addition to this listing, production credit has been
identified as an important constraint. Because it is dealt
with in detail in the USAID/Kenya Agricultural Sector Strategy

Statement, and because the World Bank has thoroughly analyzed

the credit situation and is addressing it in its program, a
discussion of it is not included here.
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seven major commodities (coffee, tea, maize, milk, cotton, sugar
and pyrethrum) often have had to wait from two to 
fifteen months
 
to receive full payment for their output. This situation has
resulted in serious liquidity problems, especially for small scale
 
farmers.
 

While the GOK has consistently increased gazetted prices to more
 
closely reflect production costs and import/export parity, the
review process has resulted in an official price structure which

does not permit temporal or spatial price variation for most

commodities. 
This policy has had the effect of discouraging

private storage and increasing marketing costs. It has also

contributed to the misallocation of scarce land resources since
 
prices do not reflect local market conditions.
 

In addition to pricing policies, the excessive public market share
and the existence of movement controls are also costly government

interventions. 
 These policies increase marketing costs and reduce
 
economic incentives to farmers and traders. They create a

financial burden on the national budget as 
the Government
 
subsidizes the operating losses incurred by the National Cereals

and Produce Board (NCPB) and other parastatals. The public

subsidies and transfers given to parastatals reduce resources that
would otherwise be available for investments aimed at raising

agricultural productivity.
 

c. Agricultural Inout Su22lY
 

Agricultural inputs constitute a critical element in the land use

intensification strategy. Important productivity enhancing inputs

include fertilizer, improved seed varieties, pest and disease
 
control chemicals, animal feeds, and farm machinery and

implements. In contrast to the output marketing system in Kenya

(dominated by parastatals), the structure of the input delivery

system is characterized by a wide range of participants, including

parastatals, cooperatives, and private traders.
 

Kenya has a successful seed multiplication enterprise, the Kenya

Seed Company (KSC). An effective rural distribution system has

been established based on a large number of small rural

stockists, 
Hybrid maize seed is widely used by smallholders due
 
to: 1) the packaging of seeds in small (2 kg) bags; 2) marketing

margins which encourage extensive distribution; and 3) expected

net returns to farmers which are higher than the incremental
 
costs. Agricultural machinery is mainly used by large and medium

scale producers, although there is a growing demand for land

preparation services. The veterinary and animal health supply

system resembles that of the seed input sub-sector in that there

is a broad distcibution network of stockists which enables
 
extensive dissemination of products.
 

Fertilizer is the dominant farm input and has particular

importance for the intensification of production. The fertilizer

sub-sector has experienced the most serious problems among the
 



agricultural input supply systems. 
Of particular importance are
the issues of fertilizer pricing, import allocation, and marketing

policies - all of which are being addressed under the USAID
 
Fertilizer Pricing and Marketing Reform Program. 
Under this
 
program, fertilizer prices were decontrolled in January ]990.
 

d. Research and Extension
 

(1) Research - Prior to independence Kenya's agricultural research
 
system focused largely on the needs of commercial farms with

mechanized operations and marketed inputs. While there has been
 
increased importance given to smallholder production in recent
 
years, research has not responded adequately to smallholder
 
needs. The result has been a lack of development of improved

technologies for smallholders.
 

A 1986 assessment of Kenya's agricultural research system

identified a number of areas where improvements were needed,

including: 1) a systematic approach to setting research
 
priorities based on projected demand and food security

considerations; 2) an effective evaluation and monitoring

system; 3) the enhancement of research skills and a system for
 
rational staffing assignments for research stations; and 
4)

adequate and timely funding, especially of recurrent costs.

Reform measures to develop a more systematic and coordinated
 
research approach resulted in the establishment of the Kenya

Agricultural Research Institute (KARl) 
in 1986.
 

(2) Extension - In Kenya, as 
in many developing countries, there
 
is a considerable gap between research station yields and those
 
realized by farmers, especially smallholders. There are three
 
basic reasons for this gap: 1) poor dissemination of information
 
due to weak linkages between research, extension and farmers; 2)

lack of appropr!ate technologies to extend; and 3) poor

management and supervision of extension personnel - which has

resulted in substantial increases in personnel expenditures and
 
other recurrent costs. 
 In order to address these constraints, the

Ministries of Agriculture and Livestock introduced, with the
 
assistance of the IBRD, the Training and Visitation (T&V) Program

in 1983. This program has initiated efforts to improve extension
 
officer effectiveness, expand geographic coverage, and introduce a

farmer feedback mechanism in order to make research and extension
 
more relevant.
 

e. Conclusigjj - Output market inefficiencies, input supply

problems, and research and extension difficulties reinforce the

land constraint and limit increases in agricultural productivity

and net farm incomes. In reviewing the resources available to

address these constraints, investment in market development will

have high incremental returns in the short 
run and will enhance
 
the expected return over time to 
long-term in",pstments in

agricultural research and extension. 
Market development interacts

with efforts to develop and disseminate improved farming

technologies to further enhance agricultural productivity.
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Ongoing programs are addressing issues of research, extension and
 
input supply. At the same time, the market development constraint
 
has not been satisfactorily addressed. To date the primary market
 
concern of both the Government and donor community has been the
 
reduction of the financial burden of marketing parastatals rather
 
than the creation of an environment where markets for agricultural

commodities serve 
to allocate scarce resources efficiently and
 
enhance agricultural productivity.
 

C. The Agricultural Marketing Sub-Sector
 

The maize production and marketing systems in Kenya are complex.

Understanding the potential impact of major system reforms
 
requires a basic analysis of production and marketing patterns
 
across the country. An analysis of the spatial and agro-ecological

dimensions of Kenyan maize production and consumption helps both
 
in identifying the varied roles played by the major marketing

system actors, and also in understanding how Kenya's potential for
 
internal agricultural trade is severely constrained by current
 
policy, leading to sizeable economic losses. The issues can be
 
grouped as follows:
 

The structure, conduct and performance of the "formal" and
 
"informal" parts of the national marketing system;
 

* 	 The role of the private sector; 

The spatial and temporal dimensions of maize and bean
 
production and marketing; and
 

* The varied roles played by transport and information in
 
the vertical marketing channels.
 

1. 	 Specific Characteristics of Formal and Informal Agricultural
 
Marketing in Kenya
 

It is estimated that between 40 and 50% of annual maize production

is marketed and the remainder consumed by the producer. The
 
marketed surplus is handled by two marketing sub-systems, each of
 
which handles about 50% of the total:
 

the "formal" or "official" sub-system, dominated by the state
 
agency, the National Cereals and Produce Board (NCPB), and
 
the privately owned but heavily regulated sifted flour mills;
 
and
 

the "informal" sub-system (or "parallel market") dominated by
 
smaller scale farm to market or inter-market private trade,

supplying maize directly to consumers or to much smaller
 
Posho millers, and heavily constrained by GOK rules
 
restricting the free movement of maize and beans.
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a. ,The Formal System
 

Kenya's official marketing system has a 50 year history of rigid

government price and distribution control. The NCPB is the

implementation vehicle by which the Government's distributional

and price control objectives are pursued. NCPB is unique among

cereals boards in African countries in that it controls a

significant portion of the annual marketed surplus. The monopoly

and monopsony powers of the NCPB that underpin this market share
have their foundation in national law. 
There are several fairly

extreme aspects to these laws, including legal provisions which

essentially make harvested maize the property of the state.
However, these legal foundations for extensive GOK participation
 
as 
the dominant wholesaler would be totally ineffectual if it were
 
not for two other key supporting policies: movement controls and
 
the cereals pricing policy.
 

NCPB activities are supposed to assist the GOK in achieving the
 
following policy objectives:
 

To ensure the availability of adequate food supplies 'to meet
 
domestic demand and prevent malnutrition;
 

* 	 To stabili:e maize supplies in both surplus and deficit areas; 

* 	 To stabilize incomes through control of producer and consumer 
prices; 

To provide a secure outlet for smallholder production and
 
prevent possible exploitation of smallholders by private
 
traders;
 

* 	 To maintain strategic maize reserves; and 

* To control grain smuggling to neighboring deficit countries.
 

Critics of NCPB have pointed out that the board has had limited
 
success in achieving these objectives because the current forms of

market controls were designed for different purposes, because
 
specific implementation plans for specific measures have never

been formulated, and because there are 
inherent conflicts between
 
the policy objectives and government responsibility to maintain

fiscal restraint. As 
a result, the movement and price controls on
which the official market system is based have resulted in
significant efficiency losses and 
resource misallocations.
 

Movement controls on agricultural commodities are enforced through

the use of movement permits that must accompany any shipment of an
"officially scheduled" commodity being moved. 
The economic and

social analyses for the PAAD reached several conclusions regarding

the operation of the permit system:
 

* Obtaining permits can be very time-consuming and costly for
 
pLivate sector traders;
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'Obtaining permits to move maize on contract within the
 
"formal channels" (i.e., to the Board, the mills, or from the
 
Board for resale in certain deficit areas) is not
 
particularly difficult. However, obtaining a general permit

authorizing market-to-market private wholesale trade is much
 
more difficult and, when accomplished, is often subject to
 
the payment of some type of "rent" or similar, unauthorized
 
transaction cost; and
 

Not having a movement permit subjects traders to arrest and
 
seizure of merchandise, and also presents opportunities to
 
collect "rent" at the numerous roadblock control points.
 

Official prices for maize regulate each phase of the formal
 
marketing system from farm to mill to consumer. Prices apply

within one July-June crop year and are largely undifferentiated
 
seasonally or spatially. The policy of fixed prices has resulted
 
in the burden of stock adjustment being placed on NCPB management,

with heavy reliance on importing and exporting. Decisions
 
regarding when to import and when to export require efficient and
 
effective NCPB management, and good overall economic management by

the critical decision-makers in the central government.
 

The result of these policies has been a growing loss of GOK budget
 
resources which, as much as anything, has served as a spur to
 
looking at system reform. Indeed, rising NCPB operating losses
 
were estimated (EEC, 1988) at KShs 1.8 billion (about $120
 
million) in the 1986/87 season, added to the cumulative losses in
 
the previous five years of KShs 3.5 billion (about $240 million).

Of this amount, KShs 2.5 billion has been attributed to external
 
trade deficits arising from maize stock management (NCPB, 1989).

In summary, critics of the formal maize market believe that the
 
system of controls adversely affects marketing efficiency. The
 
conclusion is that the control legislation has resulted in a
 
market characterized by:
 

Low operational efficiency and resulting high per unit
 
marketing costs; and
 

Low pricing efficiency as reflected by poor regional and
 
seasonal market integration and instability in market
 
conditions.
 

,b. The Informal Svste
 

Kenya's informal maize marketing system thrives in parallel with
 
the formal system. The existence of the NCPB has not guaranteed a
 
secure market outlet to all farmers, especially smallholders and
 
particularly those in many western districts. About 70% of all
 
small scale producers market some maize through the informal
 
system. It is further estimated that between 30 and 50% of
 
sinallholder producers do not have access to the NCPB system. NCPB
 
has also failed to provide adequate consumer outlets in many of
 
Kenya's rural areas. Thus, although smallholders do participate
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in the formal marketing system, the informal system network of

local market places and traders remains by far the most important

outlet for farmer sales and for rural consumer purchases,

particularly later in the crop year.
 

Informal maize marketing channels handle about 50-60% of maize

traded and are directly affected by r.1.icies that underpin the

formal market. As informal trade has been legally limited to

operations within a given district, informal maize marketing takes
place intensively within districts but to 
a lesser extent
 
inter-regionally. 
The movement of maize in sizeable quantities

across district boundaries other than through NCPB channels

requires a movement permit, increased transaction cost outlays, or

both. The informal marketing system consists of two major types

of traders, the smaller-scale market traders and larger-scale
wholesalers, including lorry traders. 
These two categories of

intermediaries are distinguished by their size of operation. 
The

smaller market traders generally deal in lots of one to five (90
kg) bags and rely on rented donkey, bus or ma±aui (minibus)

transport. Lorry traders generally own their own transport and
 
trade at the lorry load (or 100 to 120 bags) level.
 

Previous analysis has shown that the degree of market

concentration varies according to point of transaction. 
Although

the informal maize market counteracts movement control impact on
free exchange between surplus and deficit areas, the result is

spatial price differentiation higher than would prevail in an
market. 
 It is this exaggerated differentiation that provides 

open
 

incentives for small scale trade, with its excessively high per

unit transport and handling costs, and the illegal lorry trade,

with its excessively high transaction costs.
 

Although informal systems prices vary among market places, regions

and seasons of the year, traders' price knowledge tends to be

limited to conditions in local markets in which they operate.

Currently there is 
no official government price information
 
available in a timely manner.
 

There are few barriers to a trader wish4 ng to 
join the small-scale

trade. 
More barriers exist for entry into large-scale trade

because of movement restrictions and limited access to working

capital. 
A key finding of the economic and social analyses was

that, at the wholesale level, the informal marketing system is far

from efficient. Operational efficiency is very low as 
reflected

by high costs and lack of economies of scale. Movement controls

discourage the use of economic modes of transport and reduce the
volumes involved in each transaction. Pricing efficiency is also
 
affected by movement controls resulting in low market

integration. 
 These facts are confirmed by very low correlations
 
between maize prices in different markets and by the fact that
temporal and inter-regional price differentials greatly exceed
 
storage and transport costs.
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c. Conclusion
 

The stated objectives of movement and price controls are not being

achieved. 
 Instead they are creating market inefficiencies which
 
impede the growth of the agricultural sector. The controls have
 
created a market system characterized by unnecessarily high

marketing costs, uneven spatial and temporal integration, a high

degree of market instability, and potentially increased food
 
insecuzity, particularly in the marginal arid and semi-arid areas
 
which do not fully benefit from NCPB inter-regional transfers.
 

2. The Role of the Private Sector in Agricultural Marketing
 

a. Current Trade Patterns and Market Behavior
 

Whereas a number of Kenya's principal agricultural commodities are
 
marketed entirely through private channels, (examples include
 
bananas, potatoes, and horticultural crops) private commerce in

maize and beans operates in the shadow of the formal NCPB system.

Most traders who engage in this business do so without official
 
government sanction, and to a varying extent, in deliberate

avoidance of stated policies. Yet they account for roughly half
 
of the total quantity of maize and 90% of the dry beans that are
 
bought and sold each year in Kenya. Much of their activity is
 
concentrated in market channels, especially between regional

surplus and deficit areas, that are poorly serviced by the formal
 
system.
 

Private commerce in agricultural commodities is a response to
 
variation in Kenya's production systems and patterns of supply and
 
demand that fluctuate over the course of the year. Some key

characteristics of this trade were observed in the fieldwork done
 
for the PAAD economic analysis:
 

* Spatial price differentials for mrize and beans that are much
 
greater than can be explained by normal transport and
 
handling charges alone. Particularly striking evidence was
 
seen in a 2:1 price ratio in June between northern Rift
 
Valley surplus and Lake Victoria Basin deficit areas which
 
are separated by only 75 to 150 kms;
 

Seasonal price differentials that far exceed storage costs.
 
The implication is that movement controls serve 
to constrain
 
arbitrage activity, and pan-seasonal pricing in the formal
 
market reduces incentives for producers to take advantage of
 
seasonal price rises; and
 

* Institutionalized collection of rents at police roadblocks
 
and in the granting of movement permits. While not condoned
 
by the GOK, this has become a fact of life in the grain

marketing sector. By raising marketing costs, it creates
 
disadvantages for both consumers and producers.
 

Overall, the performance of informal trade can be characterized as
 
vigorous but inefficient and costly. Official policies with
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respect to movement controls are interpreted divergently by
District Commissioners, NCPB field officers, and the police. 
In

this uncertain and unpredictable context, most entrepreneurial

energies are directed toward maneuvering around the formal system,
rather than toward minimizing handling and transaction costs and
maximizing turnover to ensure profitability. Two important

consequences of the current regulatory system are:
 

The repression of market-to-market wholesaling functions in
 
that the trading environment is characterized by many

small-scale traders who are blocked from reaching the

critical trading volume that can engender significant

economies of scale; and
 

Absorption in the trading margin of extra costs associated
 
with inefficient techniques of transport and handling, and
with manipulations of the formal system to obtain movement
 
permits, and/or payment of extra transaction costs along the
 
route to the point of sale.
 

b. The Prosnects for Private Sector Exansion
 

In theory, near-term efficiency gains in private marketing

channels for maize and beans should stimulate additional

investment and expansion by enterprises at various points in the
commodity system, including input suppliers, traders,

transporters, and millers. 
Yet a realistic view of current

economic prospects shows several factors that may constrain rural
investment in Kenya even if marketing constraints are removed:
 

An inconsistent, unpredictable policy environment which tends
 
to make entrepreneurs risk-averse and favors short-term
 
profit maximization;
 

Export of capital from rural areas through transfers of
 
deposits (averaging 60-75%) from rural branchos to head
 
offices of commercial banks; and
 

Disincentives for rural branch banks to extend credit,

including low loan authorization limits, limited contact with

borrowers due to frequent transfer of branch managers, and a
lack of bankable projects reflecting low purchasing power and
insufficient market demand in the rural areas.
 

GOK officials have voiced doubt regarding the ability of private

entrepreneurs to progressively replace the NCPB as 
principal
purchaser, storer, and distributor of maize. However, other
factors suggest that in the short-term, private traders and firms
will be able to exploit those niches that are opened to them as 
a
result of policy reform, by incrementally expanding their present
activities. Their involvement in existing informal trade

networks, as well as 
their direct, officially sanctioned

transactions with the NCPB system, give cause for optimism.
 



The private sector already handles all transport functions -- both
 
official and unofficial -- and the larger mills (licensed by the
 
NCPB 	to mill 12 million bags a year) have ready access to working

capital through bank overdrafts. In addition, agents currently

trading for the Board (and also on their own account) have been
 
able 	to obtain loans for working capital from commercial sources.
 
Excess storage capacity is present at all levels in the system,

from 	large bag and bulk warehouses in urban centers (often rented
 
to the NCPB), to numerous vacant shops in most of the rural market
 
centers surveyed during PAAD design. All of the larger millers
 
who were interviewed expressed interest in building their own
 
storage in the event that they were free to purchase maize from
 
whatever source they chose, and had discretion in the timing and
 
destination of sale.
 

Longer-term decisions calling for sizeable investment, given the
 
history and context of grain marketing polic in Kenya, will
 
probably be deferred until entrepreneurs are convinced that the
 
direction of future policy has been clearly mapped out, and that
 
sudden reversals (e.g. reinstitution of movement controls) have
 
little chance of occurring. Once such assurances are received,
 
however, it is expected that those firms which are most efficient
 
will 	expand, enabling a progressive increase in the ability of the
 
private sector to meet the marketing requirements.
 

3. 	 Production Parameters - Spatial and Temporal Characteristics
 
of Maize and Bean Production and Marketing
 

A number of characteristics of Kenyan food crop production and
 
marketing help to define the opportunities for economic gain which
 
flow 	from KMDP's policy agenda. Highlights are given here with
 
substantial supporting detail in Unattached Annex A (Economic
 
Analysis).
 

Kenyan maize production occupies about 1.6 million hectares during
 
two rainy seasons and results in an estimated average annual
 
production of 31 million 90 kg bags of maize grain (or 2.8 million
 
metric tons). A very large portion of the maize is grown with
 
hybrid seed, and mechanical land preparation is used extensively
 
on medium and larger-scale farms.
 

Maize production in Kenya is characterized by the contiguous

existence of small and large-scale farms and production
 
technologies. Small and medium size farms (those under 8 ha)

account for at least 75% of Kenya's total annual maize
 
production. Because most small-scale producers are primarily

subsistence farmers, a majority of their maize production is for
 
home consumption. Nonetheless, in non-drought years these farmers
 
trade small amounts of maize to satisfy their immediate cash needs.
 

Rainfall in Kenya comes in two distinct seasons, the long rainy
 
season between February and June and the less reliable short rainy
 
season between September and December. Because of the two
 
seasons, and because at most middle elevations maize can be grown
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twice a year, maize is harvested almost year round in some part of
Kenya (see Table 3). Maize planted during the long rains accounts
 
for about 70-80% of annual production. Thus, failure of the long

rains spells disaster for Kenyan maize production.
 

The crucial long rain harvest is divided into two time periods.

In the middle elevation sections of Central, Eastern, Rift,

Nyanza, and Western Provinces, shorter cycle maize is harvested
 
from July 	through September, mostly by smallholders. (About

two-thirds of these farms will then replant and harvest a short

rain maize crop in the December through February period.) The
 
second part of the long rain harvest comes in the higher elevation
 
areas of Western and Rift Valley Provinces where larger farms

(using hybrid maize which matures after 9 to 11 months) harvest
 
one crop in the October through December period. This is when

NCPB buys 
a majority of its annual supplies using up-country rail

lines that run through the highland areas.
 

The economic significance of this spatial and temporal pattern of

maize production lies in its effect on the spatial and temporal

concentration of NCPB marketing activities. 
The larger farms that

produce the majority of Kenya's marketable surplus of maize supply

55-60% of total NCPB maize purchases during the October to

December period (see Table 1). Reflecting the importance of these
 
purchases, approximately 80% of NCPB facilities 
are on or near
 
main branches of rail lines servicing large farm areas.
 

Table 3
 

KENYA MAIZE HARVEST AND NCPB PURCHASES
 

BY KEY AGRO-ECOLOGICAL VARIABLES
 

Harvest
 

Rainy 
 Farm 	 Time Percent NCPB
 

Long Middle Small July-Sept. 55% 15 - 20% 

Long* High Larger Oct.-Dec. 25% 55 - 60% 

Short Middle Small Jan.-March 20% 20 - 25% 

*Note: 	 The long rains extend through much of the year in higher
 
altitude Zones.
 

The key pattern demonstrated above is that the higher elevation,

larger farm districts (former areas of predominant European

settlements) produce most of the marketable maize surplus which

makes up a disproportionate percentage of maize purchased by NCPB.
 

Compared to other countries in Africa, Kenyan maize production and
 
food security have the following unique characteristics:
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Because Kenya's harvest takes place in a wide range of
 
agro-ecological conditions, it 
occurs over a greater part of
 
the year than cereals harvest in other African countries.
 
This pattern results in relatively greater security from crop
 
failure;
 

The geography of the country's maize production and
 
consumption provides ideal conditions for internal trade in

agricultural goods based on regional comparative advantage.
 

The potential for efficient production and trade that this
 
diversity represents is being hampered by GOK restrictions;
 
and
 

* 	 Kenya's commercially oriented, larger-scale farm zones
 
provide the potential for significant production and

marketing efficiency gains that could flow from a successful
 
market reform program.
 

4. 	 Transport and Information Infrastructure In Market Development
 

a. 	 Tranagii
 

Transportation plays a pivotal role in agricultural marketing, and
 
the components of 
a transport system must be integrated in a
 manner that produces efficient movement of commodities and allows
 
other marketing functions to operate effectively. The main
 
transport components in Kenya that facilitate agricultural

marketing include: the road system; the transport suppliers

operating on the roads; the railroad system; and services closely

allied to transport, such as assembly of loads, storage facilities
 
to accumulate large shipments, and loading and unloading

activities. If transport is inefficient and impedes a rational
 
marketing program, it is necessary to identify that part of the
 
transport system where the most serious bottlenecks exist. The
 
railroad system is not currently a bottleneck to informal grain

markets as grain transported on the rails is controlled by NCPB.
 
The EEC is studying the railroad system and allied activities as
 
part of its effort to increase NCPB's efficiency.
 

(1) 	The Road System
 

Kenya's road network is made up of 150,600 kms, of which 61,688

kins are classified by function and surface condition ranging from
 
Class A to E. 
Class A and B roads are international and national

trunk roads, respectively. Class C, D, and E roads link
 
provincial, district and local centers. 
Of the 88,912 kms of
 
unclassified roads, 8,500 kms are rural roads.
access 


In the program assisted districts (For a description of the

district selection criteria, see Section III. A.) of Kakamega,

Kisii, Kitui, Nakuru, Nyeri, Uasin Gishu and Narok, it has been
 
found that while there is generally good farm to local market
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access and storage infrastructure, the roads which link local
 
markets to intermediate market centers (such as the Class C and
 
Class D roads) are in such poor condition that they bear little or
 
no resemblance to a road. These road conditions are attributed to
 
the lack of maintenance over a number of years. This problem is
 
further compounded dotring the rainy season when most Class C and D
 
roads are impassable. The poor road conditions in Kenya have a
 
direct impact on maize and beans marketing. They cause these
 
commodities to move on the road network at slower rates than they

would otherwise move. Such conditions also lead to higher unit
 
transport costs and underutilized transport capacity for ransport

providers. Transport providers pass their transport operating
 
costs through the marketing channels to producers and consumers.
 
The net effect of this is lower income at the farmgate and higher

prices to consumers. Maize and bean shipments between markets are
 
expected to increase with an improvement in the rural road system.
 

The prospects for increasing the flows of agricultural commcdities
 
between production areas and market centers, and between local
 
market centers and district markets, can be significantly enhanced
 
if the supporting infrastructure channels are improved. Because
 
Class C and D roads in Kenya link primary production market areas
 
to intermediate market centers, the full benefits of agriculture

policy reforms cannot be realized unless poor road conditions are
 
improved to ease the flow of goods between marketplaces.

Improving roads such as those in Classes C and D will have the
 
added benefit of providing improved access to production areas and
 
market centers.
 

(2) Local Transnort Suppliers
 

In agricultural marketing, the supply of transport varies
 
depending upon the extent of the market, the condition of the
 
roads, and the size of the farms. Smallholder farm output

transported to nearby markets is often moved by intermediate
 
transport modes such as animals, headloading, or bicycle on access
 
roads. Motor vehicle use involves pickup trucks and lorries of
 
7-10 ton capacity. Also, movement may be by bus or matatu, with
 
an individual accompanying the shipment. Longer movements on
 
connecting roads generally will be by motorized vehicles such as
 
lorries. The size of the vehicle depends on the loads made
 
available. Thus, the transport capacity is often mixed.
 
Sufficient transport capacity is generally available for tho
 
movement of agricultural commodities in most areas in Kenya.

However, the capacity for efficient motor vehicle movement with
 
potentially lower transport costs is insufficient due to road
 
conditions which discourage the use of higher capacity vehicles,

particularly between primary production market centers and
 
intermediate market production areas.
 

Institutional barriers also impede efficient transport
 
operations. Control of entry into the commercial transport

industry can unnecessarily restrict supply and provide

opportunities for monopolistic pricing, even in an industry that
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does not exhibit any natural monopoly characteristics. Entry

control does not impede agricultural marketing in Kenya. However,'

other artificial impediments in the transport industry have
 
arisen. The volume of agricultural commodities that can be
 
transported at any one time is restricted by permits. 
 The current
 
GOK policy restricts movement of more than ten bags of maize
 
between districts unless authorized by a movement permit. Such a
 
restriction leads to the use of smaller, higher unit cost vehicles
 
which leads to an overall higher marketing cost of cereals.
 

(3) Allied Transport Services
 

Consolidation of shipments leads to lower unit transport costs

when the economies of full vehicle loads more than offset the cost
 
of consolidation. Current marketing practices in Kenya such as
 
movement restrictions tend to discourage consolidation of cereals
 
shipments. In addition, poor road conditions between production
 
areas and market centers also inhibit the consolidation of maize

and beans shipments into full truck loads. 
 These two factors are

also reflected in higher marketing costs for maize and beans.
 

The potential for added storage facilities under a regime of
 
liberalized cereals marketing would be more promising if
 
consolidation could be achieved. 
The storage function can
 
contribute to price stabilization in open markets as well as
 
long-range security of food supply. Consolidating shipments

into economical loads may involve the need for short-term storage

while full loads are being assembled. As the demand for storage

facilities increases, opportunities for private sector involvement
 
in storage operations may develop.
 

(4) Co.ncluion 

The transportation system can facilitate the marketing of
 
commodities even though some parts 
are not operating efficiently.

There is ample evidence that Kenya's existing maize and beans road
 
transport system is functioning at high cost and that other
 
components of the transport sector contribute to inefficiencies in
 
the system. Poor road conditions reduce access to markets and
 
slow the movement between markets, thereby raising transport

costs. 
 Thus, the ability of transport providers to efficiently
 
serve their marketing function is reduced. Such inefficiencies
 
are further exacerbated by movement controls which hinder
 
efficient transport operations, resulting in added transport costs
 
to producers and consumers.
 

Liberalized marketing of agricultural commodities is expected to
 
result in more efficient operations in the transport sector.
 
However, these possibilities will be substantially diluted if
 
infrastructure investments 
are not made a component part of the
 
policy reform effor:t. Investments in roads that integrate markets
 
must accompany the policy reforms in order to sustain and to
 
garner the full impact of a rationalized agricultural marketing
 
system.
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b. Market Information
 

Communication systems 
are good in Kenya, with generally good

telephone/telex/fax linkages. There is 
a relatively strong
written and electronic press that has the capability of providing
 
news and information in English, Kiswahili, and the local
 
languages.
 

In spite of good dissemination capabilities, market information
 
systems currently remain very much in the developmental stage,

with most information being passed by word of mouth. 
The
 
underlying causes for this are: uncertainty with regard to

collected information, transmission errors between the field and

Nairobi, and delays in analyzing/verifying the data. The COK has

indicated a strong desire to expand current market price reporting

of agricultural commodities and a keen interest in improving its
 
crop forecasting abilities.
 

The shortcomings of private information networks in Kenya, which

do produce very accurate information, include the delay in
 
turnaround time (often several days or weeks depending on the

market circuit), which may become critical in a rapidly changing

market, and the lack of integration among markets in close
 
geographical proximity. The fundamental problem with private

information networks, however, is precisely that accurate
 
information on real prices, commodity flows, expected harvests,

and other market conditions results in significant market power.

Given the potential excess profits derived from such information,

there are 
strong pressures to share market intelligence only among

trusted members. A critical area of agricultural market
 
development in Kenya, therefore, is the improvement in public

information networks capable of reporting both current market

prices and information relevant to the determination of future
 
prices in order that all market actors (producers, consumers and

traders) may have equal access to information as a means for
 
strengthening competitive markets and ensuring the expected

reduced market costs are translated into higher producer prices.
 

III. Program Strategy and Rationale
 

A. Aaricultural Market Development Strateav
 

1. The Lona-Term View
 

The lack of a well-developed marketing system has been identified
 
by the GOK, USAID, the World Bank and other donors as one of the
fundamental constraints to increasing agricultural productivity in
rEenya. Improving marketing policies and governmental analytic

capacity in the area of agricultural marketing has been identified

by USAID as one of the main targets of its agricultural strategy.

As the first phase of pursuing agricultural marketing reform, it

is appropriate to focus on maize market liberalization. For the
 
past 50 years, first in colonial times and then after
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independence, the GOK has tightly controlled tha marketing of the

country's main staple food, maize, and, 
to a lesser extent, the
 
marketing of most other food and export crops. 
 The maize
 
marketing system stands at the center of the entire complex of

marketing interventions that pervade Kenyan agriculture. 
Since

the vast bulk of Kenya's rural producers grow maize, both for

household consumption and for sale, the signals that are provided

by the maize marketing system affect the production not only of
 
maize, but of all crops.
 

KMDP's focus on maize marketing is based on the fact that

providing more appropriate market signals for maize is a necessary

first step that will allow farmers and traders to base their
 
cropping and investment decisions on 3ccurate market signals and
 
on the principles of compar.aive adva:-:age. In the long-term, the
 
goal of the agricultural marKet devel:. ment strategy is 
to
 
facilitate the shift towards higher income crops by clarifying

market signals and developing a reliable and low cost distribution
 
system for basic agricultural commodities. Focussing initial
 
market liberalization efforts on maize, by addressing the focal
 
point of inefficiency in the entire agricultural marketing system,

will increase the corfidence of government in the benefits of an
 
expanded private sector role and will send an 
important signal to

both farmers and traders about the GOK's commitment to reform

agricultural marketing in order to improve efficiency and increase
 
agricultural productivity.
 

By linking policy changes with investments in transportation and

information infrastructure, KMDP fits well with the GOK's
 
development strategy for the current National Development Plan
 
(1989-93). Through policy reform, KMDP proposes to reduce the
 
excessive cost of maize, beans and minor grain marketing by

eliminating policies that constrain conuodity movement from

surplus to deficit areas. Concurrently, KMDP will reduce
 
transportation costs by rehabilitating inter-market roads and by

redirecting government resources to road maintenance. To enhance
 
market transparency, underpin the private trader confidence
 
esseatial to increased cereals market investment and promote

competition in the marketing system, KMDP will also assist in the
 
dissemination of market regulation and price information. 
The
 
identified policy reform, road improvement and information
 
activities have the potential to significantly increase maize,

beans and minor grain market efficiency and overall agricultural
 
sector productivity.
 

Farmer productivity will be directly affected by the more exact
 
price signals generated by an efficient and competitive maize,

bean, and minor grain marketing system. Prices formed in
 
competitive markets inform producers of what the consumer is

willing to pay for the crops they produce or could produce.

Although Kenya's informal market prices for maize, beans, 
and

minor grains are more influenced by supply and demand conditions
 
than those in the formal market, the constraints outlined above
 
lead to inefficient price formation. These inefficiently formed
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prices provide inaccurate economic signals about the opportunity

costs of the producer's cropping mix and input use. By providing

pri-.e signals that direct producer investments to output

maximizing areas of comparative advantage, marketing efficiency

increases should help to increase farmer productivity.
 

Due to the large number of Kenyan farmers who produce maize and
 
beans for cash or consumption (some of whom could increase their
 
net farm incomes by producing other higher value crops in line

with their comparative production advantages) focusing on
 
improving the price information transmitted in the maize anA bean

marketing system holds the most potential for generating lame
 
productivity increases over the long-term. 
Finally, although

minor grains such as millet and sorghum figure less prominently ir

farmer cropping systems, they often provide an alternative cash

and food source. Thus the elimination of price formation
 
distortions in the minor grain market will further improve the
 
farmer's decision making environment.
 

To support and highlight the policy dialogue concerning maize and
 
beans movement decontrol, market transparency, and inter-market
 
road improvement, sector grants and food aid will be provided to
 
the GOK on the basis of performance in meeting policy

conditionality. 
To further enhance marketing efficiency, local
 
currency contributed by the GOK will be used for road

rehabilitation and maintenance, as well as 
support to market
 
information dissemination. Government local currency

contributions will also support technical assistance and

short-term in-country training for the Ministry of Agriculture and
 
Ministry of Public Works. 
 These two institutions will be
 
responsible for 1) planning and implementing components of the
 
policy reform agenda- 2) monitoring and evaluating the impact of

reforms; 
 3) carrying out the physical investments in road
 
infrastructure development; and 4) further defining a long-term

reform agenda.
 

2. GOK Agricultural Market Development Strateay
 

The GOK 1989-1993 Development Plan makes the following statement
 
regarding agricultural market development:
 

To overcome limitations in the present agricultural marketing

system, major restructuring involving gradual liberalization
 
will be carried out over the next five years. In this
 
respect, the functions of the NCPB will be limited to the
 
maintenance of the strategic reserve 
and buyer of last
 
resort, thus leaving over 75% of the market to private

traders, millers and cooperative societies. This will be

accomplished through the removal of inter-district movement
 
permits and the operation of buying centers. (P. 114) 
 ...

with liberalisation, current restrictions on inter-district
 
movement of maize and other produce which increase marketing

costs and consumer prices will be gradually removed to allow
 
for free movement of produce throughout the country. (P.117)
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As the above illustrates, the GOK strategyifor agricultural ,market
development calls for precisely what KMDP proposes.
 

3. District Selection Rationale
 

Selection of districts to be included in the Program 'qas based on
 
the likelihood that they wo ld contribute to improved market
 
efficiency in the national system. The districts were chosen on
 
the basis of the potential program impact in the following areas:
 
1) maize and bean production levels; 2) marketing characteristics;

3) geographical locations and resultant trading routes; and 4)

representation of both large and small farms. 
 Based on the above
 
criteria, the following seven districts were chosen: Kakamega,

Kisii, Kitui, Uasin Gishu, Nakuru, Nyeri, and Narok.
 

B. Rationale for Program Assistance
 

While not all weaknesses in Kenya's agricultural sector can be
 
addressed through market policy reform and road investments,

planned policy reforms and targeted road rehabilitation and
 
maintenance investments hold real potential for effecting cereals
 
marketing and production efficiency gains. Effective marketing

and road maintenance policy adjustments will contribute to
 
sectoral objectives as well as over3ll economic growth because of
 
the central role agriculture plays in the Kenyan economy. The GOK

recognizes these potential contributions and is committed to
 
implementing a reform program, but focused program resources 
are
 
needed to stimulate the rate of change as well as to stimulate
 
investments in road maintenance that will enhance and sustain the
 
impact of the policy reforms. USAID program assistance, although

relatively small, provides the needed focus on both market policy

reform and transport sector improvements, reinforced by its
 
linkage to a valued PL 480 food aid activity. It is further
 
reinforced by its integration with the policy reform resources of
 
the EEC and IBRD.
 

Program funding at this stage of the reform process is
 
particularly important to support an environment in which private

traders assume an active role in the cereals sector as formal .and
 
informal market liberalization is accomplished. The ability of
 
the GOK to sustain any cereals sector liberalization will rest
 
upon the response of these private traders. Without KMDP, the EEC

and IBRD sector reform approach would be at best only partially

successful because those programs address policy and
 
administrative reforms of the formal sector. 
 KMDP takes the
 
reform process one important step further by focussing on the
 
critical requirements for reform in the informal sector.
 

In general, other donor road assistance focuses on the financing

of inter-market road improvement. KMDP policy-based assistance
 
focuses on both financing and policy reforms to improve

inter-market supply flows. In addition, KMDP's policy agenda

addresses inter-market road maintenance recurrent cost financing
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policy concerns and seeks to stimulate progress in their
 
resolution.
 

In summary, KMDP NPA is needed to support a policy reform process

that is critical to ensuring that agricultural market efficiency

and productivity gains take place. 
The NPA impact is heightened

by the proposed combination of policy, food, institutional
 
strengthening and road improvement investments, as well as 
the

role the NPA plays in the policy reform process by combining GOK,

IBRD, EEC and USAID resources.
 

C. Other Donor Assistance
 

1. Cereals Sector Policy Reform
 

Kenya is presently paying a high cost for the gross economic
 
inefficiencies resulting from restricted informal sector trade and

the substantial budgetary outlays needed to 
support the National
 
Cereals and Produce Board's operations in the formal sector. The

GOK is committed to increasing the role of the private sector in

the cereals market while retaining a substantial role for the NCPB

in securing the nation's food security needs and stabilizing the
 movement of both wholesale and retail prices in order to protect

the interests of both producers and consumers. The cereals

marketing sector presents a complex array of policy issues. 
 In

addressing these issues it is important for the GOK and the three
 
major donors involved in the sector -- USAID, the EEC, and the

World Bank -- to pursue a coordinated program of gradual but
 
effective reform.
 

The GOK and the donors all agree that the goals of cereals sector
 
reform are to maintain and strengthen food security while
 
increasing the efficiency of cereals marketing by improving the
 
signals sent to 
the various market actors, providing opportunities

for the expansion of the private sector, and reestablishing the

financial viability and operating efficiency of the NCPB. In this

effort, the EEC and the World Bank are concentrating on the formal

side of the market, while USAID is focussing on the informal
 
side. KMDP ic designed to complement and reinforce the efforts of
 
the EEC and the Bank in assisting the GOK in meeting its reform
 
goals.
 

In recent years, the EEC has held the leadership role among donors
 
in cereals sector policy through its Cereals Sector Reform Program

(CSRP). The CSRP was based upon the findings of the 1987 NCPB

Reorganization Study which called for financial and managerial

restructuring of NCPB, a large reduction in the NCPB field
 
network, a normalization of the financial relations between the

Government and the NCPB, and modifying the role of NCPB in the

maize marke-: to one of supporting floor and ceiling market
 
prices. The aim was to develop a lower cost marketing system

relying more on the private sector within a national food security

system for maize regulated by the NCPB.
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In support of CSRP, the World Bank funded complementary
investments and a series of studies under its Agricultural Sector

Assistance Operation I (ASAO I). 
While the CSRP was in theory

destined to address both the formal and informal sides of the

cereals market, its practical focus was on improving the

operational efficiency of the NCPB. 
With varying degrees of
 success, the CSRP has promoted: 1) a restructuring of NCPB

departments and the establishment of more efficient management

systems; 2) the financial rehabilitation of the NCPB through a

capital financing program that wrote-off the Board's accumulated
 
debts; and 3) a reduction in the number of NCPB buying centers.
 

Recently, both USAID and the World Bank have moved into a more

active role in support of cereals sector reform. Through KMDP,

USAID will be addressing problems of improving the efficiency of
the informal side of the market. 
The Bank is in the final stages
of designing its Agricultural Sector Assistance Operation II (ASAO

II), 
in which it will take a more active role in enhancing the

efficiency of formal sector maize marketing by deepening the
rehabilitation and restructuring of NCPB. 
 USAID, the World Bank,

the EEC and the GOK are closely coordinating their efforts in
cereals sector reform. The institutional arrangements in the two
different marketing channels dictate a different strategy of

reform in each sector. Nonetheless, the broad goals of each of
 
the donors, and of the GOK, are the same.
 

The purpose of ASAO II is to create the conditions whereby an

efficient NCPB will fulfill a price stabilization and strategic
reserve maintenance role without exercising monopsonistic powers

or 
running up large operating deficits. Enhanced operational

efficiency will lessen the gap between in-depot and ex-depot

prices which will lead to a reduction in consumer prices for
sifted maize meal. 
 In addition, the more confidently NCPB is able
 
to predict future cereals sector supply and demand relationships,

the more rapidly rational decisions to import or export maize can

be implemented and the lower the required strategic stocks and
budgetary costs will be. The eventual goal will be for the

Government to set the ex-mill'wholesale and retail maximum price
to protect consumer interests but to 
allow market forces to
operate below that maximum.* This will lead to a gradual merging

of the formal and informal marketing channels, especially if the
GOK view of the optimum reserve stock size decreases as a result

of its increased confidence in crop forecasting.
 

KMDP is related to, but significantly different from, the IBRD and

EEC programs. The overall cereals sector 
reform program involves

both improving the efficiency of the NCPB and increasing the role
of the private sector. 
 The IBRD and EEC efforts focus on problems
 

* USAID does not embrace this objective. During KMDP
 
implementation, analysis and dialogue with the IBRD and GOK will
 
focus on developing an effective maize flour pricing policy.
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in the formal side of the market: how to make NCPB a more
efficient organization, less of 
a drain on government revenues and
 
more capable of fulfilling its food security role. 
 KMDP focuses
 
on efforts to rationalize the private sector's role in informal

cereal marketing, where the cost effects of outdated regulations
 
are most visible and easy to remedy. KMDP will not directly

affect NCPB or substantially shift the balance between the volume
 
of maize handled by the two marketing channels. But it will
 
provide the market knowledge and confidence necessary for
increased private trader investment in the informal grain

marketing and processing subsector. In the longer-term, as NCPB

gradually reduces its role and GOK confidence in the private

sector increases as a result of monitoring informal sector

performance, the results of KMDP will be that private traders will
be able to assume a larger and larger role in Kenya's entire grain

market.
 

One lesson of the CSRP has been that, given the important food
 
security role of the NCPB, formal sector market liberalization can

only be confidently undertaken in the context of improved

operational efficiency in NCPB. 
 Similarly, the GOK's willingness

to remove controls on the inter-district movement of maize 
- the

key policy reform in KMDP - can only be undertaken if it does not
threaten the viability of NCPB or 
increase the financial burden
placed upon the Government. The overriding concern here is NCPB's

ability to maintain sufficient wholesale market share in its

position as 
primary supplier to the large-scale millers. The

Board's ability to liquidate stocks through sales to the millers
 
underpins its ability to turn over the strategic reserve stock

supplies and thus maintain grain quality. 
A too rapid opening up

of the formal market channel to the private sector, before NCPB
regains efficiency, would lead to a substantial loss of market

share unless additional government subsidies were provided to the
Board to allow it to compete on prices. Similarly, ending

movement controls in the context of formal sector market

liberalization would further endanger NCPB viability by providing

incentives for informal sector traders, who now sell to small

mills and posho millers, to shift their sales to the larger mills.
 

In response to these difficulties, USAID and the World Bank have

agreed on a system of mill delivery monitoring and financial
 
incentives (fines) that will encourage the large mills to continue
 
to rely on NCPB for the vast majority (80% in 1989/90; decreasing

over time) of their supplies. These controls will protect the
viability of the Board during the process of restructuring and

will allow the gradual elimination of movement controls,

culminating in the complete removal of controls for the 1992-93

market year. By protecting the access of NCPB to the large-scale

millers, movement decontrol no longer threatens the legitimate

interests of NCPB. The timetable for the gradual ending of
 
movement controls is 
set out both in the ASAO II Program and in

KMDP. Thus, while the World Bank/EEC Program and KMDP address

different parts of the cereals market, they complement and support

one another and respond to the overall need for cereal sector
 
marketing reform.
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2. Transport Sector
 

In the past fifteen years, the GOK has undertaken three large

donor-funded projects to construct, rehabilitate and maintain the

non-paved road network. The three projects are the Rural Access
 
Roads Project (RARP), the Minor Roads Project (MRP) and the
 
Graveling, Bridging and Culverting Project (GBCP). In addition,

donor assistance has been vital to the rehabilitation and
 
maintenance of the international and trunk road network.
 

The RARP was started in 1974 as a multi-donor effort to construct
 
14,000 kms of unclassified rural access 
roads in 26 districts.
 
After construction of 8,500 kms of roads, the project has almost
 
been phased out due to concerns about the GOK's ability to 
cover
 
the recurrent cost of maintaining additions to the network. There
 
was also concern that the impact of the road construction was
 
diminished by the poor quality of the classified network,

particularly the Class E roads. 
 Only one donor, the Canadian

International Development Agency (CIDA), is still involved in the
 
RARP.
 

The MRP, started in 1987, is the successor to the RARP. The MRP
 
is a five-year, multi-donor commitment. 
The project is funded by

seven donors: CIDA; the Swedish International Development Agency

(SIDA); the Danish International Development Agency (DANIDA); the

Norwegian Development Agency (NORAD); the Governments of the
 
Netherlands and Switzerland; and the International Labor
 
Organization (ILO). 
 The donors, most of whom were involved in

RARP, are funding the rehabilitation of 30 kms per year of Class E

and D roads in 23 districts over five years. The rehabilitation
 
activities raise the quality of each road to a gravel standard.
 

In addition to funding rehabilitation, donors provide 40-90% of
 
the funds needed for routine and periodic maintenance of the roads
 
they improve. The Swiss Government has been funding the
 
development of 
a training facility for labor-based methods of road

maintenance and rehabilitation. The Swiss have been asked by the
 
GOK to expand the training program and to fund studies of mixed

technology methods of maintenance for roads with higher traffic
 
volumes.
 

Six donors are involved in the rehabilitation and upgrading of the
 
trunk road network. 
The EEC is funding work on three sections of

the Northern Corridor (part of the Pan-African Highway), portions

of the Trans East African Highway (Gaborone to Cairo), a series of

roads along the Tanzanian border and feasibility studies for two
 
other roads. The Japanese are funding the construction and
 
rehabilitation of 
two trunk roads to open up access to the North

Eastern Province capital of Garissa. The British Overseas
 
Development Agency (ODA) has reduced its support for trunk roads
 
but is planning a new project to upgrade the roads between Molo
 
and Litein in the Rift Valley and is considerirng a request from
 
the GOK to rehabilitate tea 
access roads. The German Government,:
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the African Development Bank and the World Bank are 
also involved
in large projects to rehabilitate or upgrade segments of the trunk
 
road network.
 

Donors are giving increasing attention to maintenance of the
network. Enforcement of axle load limits, which was 
reintroduced
in August 1989, and increased efficiency of the Road Maintenance
Branch of the Ministry of Public Works (MOPW) have been high on
the policy agenda for various donors. Evidence to date indicates
that enforcement of the load limits has successfully reduced the
number of overweight vehicles on the roads. 
 The recent

installation of the World Bank's Highway Maintenance Model is
improving the MOPW's ability to plan and track the cost of road
maintenance. 
The Japanese are funding studies and technical
assistance on equipment maintenance and will be providing road
graders, inspection vehicles and tanker trucks. 
 The Finnish
Government plans to conduct a feasibility study on the use of oil
refinery waste products for sealing minor and secondary road
 
surfaces.
 

D. Relationship to USAID Country Development Strategy
 

The goal of KMDP is to assist Kenya in achieving increased

agricultural productivity and increased net farm incomes. 
This is
consistent with and directly related to the overall goal of
sustained and broad-based economic growth as 
stated in the Country
Development Strategy Statement (1990). 
 KMDP is directly

supportive of USAID's key objectives for the agricultural
sector--increasing production, employment, income and foreign

exchange--and with the GOK's strategy for the sector as outlined
 
in the Sixth Development Plan (1989-1993).
 

USAID's strategy emphasizes actions required to address major
constraints to significant growth in productivity and farm
incomes. A major target of this strategy is to improve the
efficiency of agricultural markets and post-farm activities which

continue to adversely affect the incentive structure for
producers, private traders and processors. KMDP, with its

emphasis on policy reform, investments in inter-market roads and
institutional improvements in public policy making and management,

will directly address these constraints.
 

KMDP is consistent with the Mission's long-term interests in that
USAID/Kenya is promoting agricultural marketing rationalization.

This process will be key for maximizing the impact that
agriculture can have on the overall growth performance of Kenya as
well as enhancing the incomes and quality of life of its rural

inhabitants. The activities to be undertaken in KMDP, in
coordination with the World Bank's ASAO II and EEC's CSRP, are
only the beginnings of a medium-term process of overall cereal
sector reform. And cereal sector reform is itself only the first
stage in the process of reforming the overall agricultural

marketing system. 
While the GOK and the donors are agreed on the
general direction of reform, only in the context of implementing
 



- 32 

the various reform activities to be undertaken in the next several
 
years will specific guidelines for difficult policy issues
 
emerge. For instance, the GOK still tends to see food security

issues as being wholly addressed by the public sector. The
 
experience of enhancing the private sector role through KMDP will,

hopefully, broaden their perspective. Only in that context can
 
the question of the appropriate relationship between NCPB and the
 
private sector intermediaries in a food security strategy l6
 
addressed. Similarly, the possibility of utilizing more
 
sophisticated financial instruments, such as 
futures markets, as
 
part of a food security strategy needs to be examined. USAID
 
intends to continue to be an active collaborator in the process of
 
identifying policy problems and solutions in the broad area of
 
agricultural marketing.
 

The present portfolio of USAID projects supports initiatives that
 
share similar objectives to those of KMDP. The Fertilizer Pricing

and Marketing Reform Program (FPMRP) is designed to increase
 
fertilizer use by smallholders while strengthening the domestic
 
distribution system. An underlying theme in both KMDP and FPMRP
 
is to support much broader private sector participation in
 
marketing and trade activities and to improve efficiencies in
 
services provided to the smallholder. The Agricultural Management

Project is strengthening the capacity of private (and public)

agribusiness enterprises to serve their clientele, and the Rural
 
Private Enterprise Project has made loans to private rural
 
agribusinesses in Kenya. These market development and
 
agribusiness support efforts represent one set of activities aimed
 
at increasing productivity and income growth in the near-term.
 

A second major program area involves USAID support to agricultural

research and to technology development and transfer to
 
small-to-medium-scale producers. Support to the Kenya

Agricultural Research Institute (KARI) and Egerton University,

including an evolving linkage between the., institutions, are
 
expected to yield major benefits over the longer-term. The
 
applied policy research program, currently based at Egerton, is
 
directly addressing agricultural marketing and policy related
 
issues and will be integrated within KMDP. KARl's focus on the
 
development of appropriate technologies and their adoption by

small-to-medium-scale farms is complementary to KMDP. Increases
 
in farmer income derived from improved performance of commodity

marketing arrangements should accelerate the adoption of
 
yield-increasing technologies.
 

Thus, KMDP is a central component of USAID's strategy for
 
increasing agricultural marketing efficiency and promoting

improved agribusiness services to smallholders. The Program is
 
directly supportive of the broader USAID and GOK objectives of
 
accelerating agricultural growth in Kenya.
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IV. PROGRAM DESCRIPTION
 

A. Goals and Objectives
 

KMDP's long-term goal is to 
assist Kenya in achieving increased

agricultural productivity and increased net farm incomes.
 
Agricultural productivity refers to increasing the difference

between the value of inputs and the value of outputs (value added)

in the agricultural activities under the Program.
 

KMDP will combine support for policy reform with targeted

investments in the road infrastructure and maintenance used by

market actors who buy, store, ship and sell agricultural

commodities. 
KMDP policy measures will remove restrictions on

private maize and bean trading activities presently inhibiting
Kenya's informal cereals sector as well as 
stimulate a greater

commitment by the GOK to the sustained allocation of 
resources for
road maintenance. Infrastructure investments provided by the GOK

contribution to the Program will be aimed at 
reducing the real
 transport costs of moving maize and beans between surplus and

deficit areas. 
 As a result, a decrease in maize and bean

marketing costs is expected. In the short term, this will
 
contribute to higher farmgate prices for maize and beans and
increased net 
farm incomes for maize and bean producers. In the
longer term, (more than four years), if maize and bean prices are

influenced more by supply and demand relationships than by

distortions resulting from government interventions and poor

roads, price signals will provide producers with incentives that
 
direct investments.
 

B. Program Purpose
 

The purpose of the Program is to develop a more efficient national

maize and bean marketin, system that will provide greater price
incentives to maize and bean producers. Market efficiency refers
 
to the market participant's use of the least cost combination of
 
resources 
(inputs) to maximize marketing throuput and profits

(output). Specifically, the Program will result in:
 

reduced average unit marketing costs due to increased
 
marketing volume;
 

reduced transport costs due to 
improved and better maintained
 
inter-market roads;
 

* reduced marketing costs due to improved access to market
 
information;
 

increased producer prices for maize and beans as 
a result of
 
lower marketing costs and increased competition; and
 
price signals that provide more accurate information to
 
producers on maximizing productivity and net farm incomes.
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By 1994, the end of the four-year program period, USAID/Kenya

expects to see an environment in which informal sector maize and
 
bean marketing are no longer constrained by administrative
 
controls on inter or intra-district commodity movements. Analysis

indicates that the elimination of maize and bean movement controls
 
currently in force will result in an approximate 25-30% reduction
 
in marketing costs. Marketing cost reductions will result in an
 
approximate 7-12% increase in farmgate maize prices. 
Marketing

costs will be further decreased by a an approximate 45-55%
 
reduction in transporter operating costs resulting from
 
rehabilitation of inter-market roads. 
 To sustain the benefits of
 
road improvements, the Government will increase non-personnel

recurrent budget support for road maintenance by 10% (real) in
 
each of four years beginning in 1990. USAID and the GOK will

undertake, on a continuing basis, studies and dialogue on the past

experiences, current constraints and required actions to improve

and sustain road maintenance and budget allocations for this
 
purpose. 
Finally, the capacity of government institutions
 
responsible for market information dissemination and policy

analysis and planning will be increased.
 

Key 	assumptions linking the purpose and goal 
are 	that higher

producer prices will result in higher net farm incomes and that
 
higher net farm incomes will provide incentives to intensify

production. 
 It is also assumed that there will be sufficient
 
market entrants to ensure competition, that increased competition

and reduced marketing costs will result in higher farmgate prices,

and that improved macroeconomic policies and technology

availability will support factor reallocation toward increased
 
agricultural productivity.
 

C.Oupt
 

To achieve the Program purpose of increased national maize and
 
bean market efficiency, KMDP will support the GOK in structural
 
reform, institutional strengthening and infrastructure
 
development. The Program will provide overall support a-1
 
specific assistance to:
 

* 	 eliminate movement restrictions on selected agricultural 
commodities; 

disseminate information concerning market regulations and
 
prices on a regular basis;
 

identify, plan for, finance and undertake investments in road
 
improvement and maintenance; and
 

increase the Ministry of Agriculture and Ministry of Public
 
Works capacity to analyze, design, monitor and implement

investment and policy decisions.
 

1. 	Movement Restrictions on Maize. beans. Maize
 
Products, Sorghum and Millet Eliminated
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The elimination of administrative limitations on the movement of
maize, beans, maize products and minor grains in the informal
 
sector forms the core of KMDP's policy agenda. Commodity movement
decontrol has two aspects: 1) removing the commodity from the list
of "scheduled" commodities under the National Cereals and Produce
Board's mandate; and 2) eliminating inter and intra-district

"movement controls" affecting that commodity. A phased approach
to informal sector movement decontrol allows room for decision

maker and private trader learning of market signals. Public
decision maker understanding of these signals will underpin future
and consistent market liberalization decisions. 
 Private trader
learning will underpin investment decisions important to the
 
success of liberalization.
 

The Government will announce the descheduling and movement

decontrol of beans, millet and sorghum by April, 1991. 
 This
announcement will be undertaken as 
part of the market information

activities described above. 
 By April 1992, the Government will
 announce the elimination of movement controls on maize and maize
 
products.
 

a. Bean. Sorghum. and Millet Movement Decontrol
 

The NCPB markets relatively insignificant quantities of beans,

sorghum and millet. 
 In the case of beans it is estimated that
NCPB markets only 10% of total marketings. Nonetheless, as beans
 are one of several minor crops under NCPB's schedule, bean traders
incur transaction costs either in acquiring movement permits or 
in

avoiding administrative control points.
 

To eliminate unnecessary bean, sorghum, and millet marketing

transaction costs and to allow minor grain traders to exploit
economies of scale in transport and handling, the Government will
decontrol the movement of these commodities. This will entail
amending the relevant legislation; eliminating these commodities

from NCPB schedules; and announcing the new regulations to market
actors, producers and district administrators. Decontrol will in
 no way limit NCPB's authority to purchase bean, millet and sorghum
stocks. However, the substantial informal sector bean and minor
grain marketing will no 
longer be illegal and subject to
 
administrative control.
 

Program-assisted data gathering and analysis units in the Ministry
of Agriculture will monitor the impact of bean, millet and sorghum
decontrol on commodity movements, load sizes, transport distances,
and farmgate prices. 
 Working papers will be published that assess
the efficiency and welfare implications of decontrol as well 
as
identify areas for additional policy intervention or analysis.

These working papers will constitute the basis for dialogue

concerning further decontrol of the cereals sector.
 

b. Maize Decontrol
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To gain the complete range of efficiency increases envisaged under
 
KMDP, the GOK will eliminate restrictions on the inter and

intra-district movement of maize. 
This 	will primarily affect
 
traders and producers active in the informal market where an
 
estimated 50% of total maize marketings take place. Movement
 
decontrol will mean that traders will no 
longer need movement
 
permits to market maize and that moving maize without such a
 
permit will not subject the trader or transporter to
 
administrative sanctions. 
Movement decontrol will not affect the
 
NCPB's authority to purchase maize. Decontrolling maize movement
 
will 	entail the amendment of existing legislation and the
 
announcement of new regulations. 
The MOA's Market Information
 
System will be responsible for announcing maize movement decontrol
 

The Ministry of Agriculture will establish the Applied Research
 
Monitoring and Evaluation System (ARMES is described in Section
 
IV.F). ARMES will combine the Farm Management Division (FMD) data
 
collection and compilation activities with the Development

Planning Division's (DPD) policy analysis and planning

activities. These MOA data gathering and analysis units will have
 
established the necessary baseline data and monitoring structures
 
to assess the impact of decontrol on commodity flows between
 
surplus and deficit areas, load sizes and transport distances,

marketing and trader margins, market entry, district level
 
compliance, and impact on farmgate prices. Within three months
 
after decontrol, ARMES will publish a working paper with some
 
preliminary indications of movement decontrol impact. 
 This paper

will provide the basis for further dialogue concerning additional
 
interventions or policy changes.
 

2. 	 Campaians to Announce Commodity Prices and Reaulations
 
Affecting Commodity Movement Implemented
 

To increase producer and trader understanding of administrative
 
and economic parameters affecting their production and marketing

decisions, the Gove:nment will announce commodity movement and
 
marketing ;egulations and commodity price information on a regular

and timely basis. It is assumed that greater government

commitment to market transparency, as evidenced by dissemination
 
of regular and timely market information, will underpin increased
 
private trader confidence in the predictability of conditions
 
affecting returns to marketing investments.
 

a. Commodity Prices
 

To enhance market transparency resulting from the announcement of
 
existing regulations, the MOA will resume dissemination of
 
commodity market price information. Based on experience gained,

the MOA's Farm Management Division (FMD) will develop extension
 
messages letting farmers know how they can use price information
 
in their production decisions. The MOA will also begin developing

the necessary budget structures to establish FMD's Market
 
Information System as on integral part of their market support
 
program.
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b. Movement Controls
 

Information on existing regulations affecting inter-district and

intra-district maize and beans movement will be widely

disseminated in order that informal market actors and district
administrators more fully understand what activities are legal.

At present, regulations allow the inter and intra-district
 
transport of ten bags of maize without requiring a movement

permit. This regulation is enforced with great variability across
districts, In some districts ten bags can be moved without a
permit while in others the movement of only two bags is 
allowed.
The Ministry of Agriculture will compile written descriptions of
all laws affecting the movement of maize and beans. Based on this
information, and in accordance with maize and bean marketing

calendars, a schedule of public media announcements and extension
 messages will be established and implemented. A follow-up letter

from thie Ministry of Plannning and National Development (MPND)
will be addressed to all district level authorities to ensure

compliance. MOA extension agents and marketing officers will

monitor district level administrative compliance and how
effectively information is reaching traders and producers. In
addition, MOA activities under ARMES will assess the impact of
this information on maize and bean supply flows within and across

KMDP districts as well as 
the impact on farmgate prices.
 

3. Road Conditions Improved and Maize and Bean
 
Transportation Costs Reduced
 

The elimination of movement controls and the dissemination of
market information will have a greater economic impact if
 
transport costs are concurrently reduced. At present, the
deteriorating state of inter-market roads increases transport

costs significantly. Inter-market roads (classified as C and D
roads under the Ministry of Public Works road classification
 
system) are those roads that link production areas and smaller
marketplaces with trunk roads and larger marketplaces. KMDP will
rehabilitate and maintain 1,500 kms of of these roads beginning in
the second program year. As a result, maize and bean trader

operating costs will be reduced by between 45% 
and 55% on
 
rehabilitated and maintained roads.
 

The Ministry of Public Works will monitor the impact of road
rehabilitation and maintenance. 
Impact monitoring will be based
 
on data indicating traffic volumes; types of vehicles; distances
traveled; types and volumes of commodities transported; and fuel,
spare, tire and lubricant costs. 
 For each set of roads to be
rehabilitated, a baseline survey will be conducted prior to the
 
commencement of rehabilitation activities.
 
4. ajaistry of Public Works Capacity to Maintain Inter-Market
 

Roads Increased
 

If long-term road maintenance is assured, road improvements can
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have maximum economic impact. At present, the Ministry of Public

Works' non-paved road maintenance resources decline annually as

personnel costs absorb increasing proportions of the MOPW's total
 
budget. Under KMDP the GOK will undertake a study to determine

how best to increase road maintenance financing. Possible sources

of funding include user fees, licenses, and fuel taxes The MOPW
 
may also increase road maintenance funding by realigning recurrent
 
budget expenditures in favor of road maintenance. Whatever the
 
source of funding, the GOK is required by the conditions precedent

to disbursement to increase recurrent budget support for

non-personnel expenditures in the MOPW's Roads Maintenance Branch
 
by no less than 10% in "real terms" each year for four years

beginning in 1990/91. The GOK also covenants to seek to

institutionalize a level of budget allocation for road maintenance
 
commensurate with requirements to maintain efficient inter-Market
 
transportation of agricultural commodities. 
 Progress in this

effort will be tracked by annual consultations with and reports

from the Ministry of Public Works.
 

5. Government Policy Analysis. Policy Implementation

Investment Planning and Market Information Dissemination
 
Capacity Improved
 

Through the training and technical assistance provided by the
 
Program, the capacity of the Ministry of Agriculture's Farm

Management and Development Planning Divisions will be improved.

These divisions will demonstrate improved organizational ability

to collect and compile data, conduct policy analysis, monitor and

evaluate the impact of reforms, and identify policy revisions or
 new areas for reform. ARMES (Described in Section IV.F) will
 
assist in improving the accuracy and timeliness of FMD data. It
will foster the inclusion of these data in DPD analysis aimed at
 
resolving market policy reform issues. 
 ARMES will also take the

lead in monitoring and evaluating the impact of KMDP policy,

information and infrastructure investment activities. 
 Finally,

ARMES will foster increased Ministry of Agriculture research and

analytical collaboration with the University of Nairobi's
 
Agricultural Economics faculty and with Egerton University. 
This

will be accomplished by incorporation of the commodity marketing

analysis currently being undertaken by a team of economists from
 
both universities. Although ARMES provides a vehicle through
which to channel resources, technical assistance and training, it
 
does not constitute a new institutional structure. Instead, it

coordinates and adds focus to 
the existing activities of the Farm

Management and Development Planning Divisions. 
 In this way, the

Government's data gathering and analysis capacity will be upgraded

in a cost effective and sustainable manner.
 

In the mid-1980's the Farm Management Division collected and
 
disseminated market price information via radio on a weekly

basis. 
 Although price data continue to be collected in the course
 
of the FMD's regular activities, the dissemination of cereal and

horticultural commodity price information ended in 1988 due to

funding shortfalls and increased Voice of Kenya radio time rates.
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During the past two years, FMD has upgraded its MIS capacity by

recruiting, training, and posting 80 university graduated

marketing officers at the district level. 
 The system is presently

constrained by a low level of financial, transportation,

communication and computer resources. 
 While initially focusing on

market areas most closely tied to the seven KMDP districts, KMDP
will assist the Market Information System in upgrading the
 
accuracy and timeliness of market price dissemination. Training,

technical assistance, commodities and financing will be provided

to reinstitute, upgrade and manage the Farm Management Division's
 
Market Information System. The realignment of existing budget

structures will produce funding so 
that the MIS can continue on a
 
sustainable basis.
 

The key assumptions linking the outputs and purpose are that: 
 1)

the Government has the will 
to implement the information campaign

and ensure district administrative compliance; 2) the Government

will develop confidence in its ability to manage drought after
 
maize market liberalization and will not reinstate movement
 
controls once eliminated; 3) the Ministry of Public Works and the
District Development Committees will use 
the agreed upon criteria
 
in selecting roads for rehabilitation; 4) adequate fuel,

equipment, road material and counterpart funds will be available
 
to support the planned roadwork; 5) increasing resources for road

maintenance will not run counter to future World Bank and IMF
 
budget rationalization programs; 6) the Ministry of Agriculture

will be able to retain competent staff and appropriate technical
 
assistance can be obtained; 7) the Government will base policy

decisions on supporting analyses; and 8) drought will not overly

disrupt implementation of the research and monitoring plan.
 

D. Program Inputs
 

The Program's 
resources are organized into three categories: 1)

sector grant and food assistance transfers contingent upon

achievement of policy conditionality; 2) government contributions
 
to support institutional strengthening and road improvements; and

3) dollar grant funded technical assistance and commodity

procurement.
 

1. Sector Grant and Food Assistance Transfers
 

Upon satisfaction of conditions precedent, dollar sector grants

and food assistance will be made available to the GOK. 
As
 
described in the Background Section on the Macroeconomic
 
Framework, Kenya faces decreased foreign exchange earnings,

burgeoning external debt service payments, a growing current
 
account deficit, and potential near-term decreases in foreign

assistance flows. The proposed sector grant will assist Kenya in
 
alleviating these pressures.
 

In accordance with current Africa Bureau guidance (90 State 50709,

15 February 1990), incorporating Agency guidance concerning ESF
 
dollar tracking (87 State 325792) (Appendix H), the sector grant
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will be placed into a separate special account and used for
general imports. The grant agreement will contain adequate
accountability procedures as 
required by 87 State 325792. 
 The GOK
will make counter-deposits of local currency into another special
account, tied in timing and amount 
to the dollar disbursements.

These counter-deposits are 
in addition to the $38 million host
country contribution discussed in the next section, and will be
programmed according to the criteria and procedures described in

the next section.
 

The conditions precedent to initial and subsequent disbursements

of funds are expected to secure attainment of KMDP outputs. 
These
policy and administrative reforms 
are considered essential to the
achievement of the Program's purpose of developing 
a more
efficient national maize and bean marketing system and providing
greater price incentives to maize and bean farmers. 
 The rationale
for conditions precedent and performance indicators are set forth
 
in detail in Section IV.E.
 

2. Counter-deposits
 

Per Bureau guidance, counter-deposit local currency will be
programmed for costs not to duplicate those financed by the Host
Country Contribution (Illustrative Budget for GOK Contribution --

Table 4), in the following priority order:
 

a. 
 Support of the Kenya Market Development Program, as 
defined
 
in this document and its annexes;
 

b. To the extent the first priority cannot absorb the

counter-deposits, support of the sector program, according to
 
the following criteria:
 

What are the most important issues, supportive of the
 
sector program, being addressed by the GOK and of
 
concern to USAID/Kenya;
 

- For which of these issues is USAID/Kenya capable of
 
offering effective assistance in addressing?
 

- Are financial resources made available from non-donor
 
assisted funding sources adequate to address these
 
issues effectively?
 

- If financial resources are not adequate, are other
donors planning to contribute to this area in order that 
resources are sufficient? 

- If not, would the GOK be interested in USAID assistance
 
in this area?
 

- If so, are the resources that USAID could offer
 
sufficient to attain a critical mass and have a
 
significant and remarkable impact?
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,The established process for budgeting, monitoring and auditing of
counter-deposited local currency. 
The process is as follows:
 

Based on the Program Agreement, a special separate,

non-comingled account will be set up for all
 
counter-deposits. 
The GOK will notify USAID when this has

been accomplished. 
A.I.D. records will show whether this has

been done or not. The Program Agreement will specify that
 
the amounts of the deposits required will be based on 
the

highest exchange rate legally available to any person for any

purpose in Kenya. The Program Agreement will also specify

permissible uses of these deposits and will be supplemented

by PILs when the need arises.
 

The Controller's Office and the appropriate technical office
 
will determine the amount of the counter-deposit that is 
to
 
be deposited from each conditionality-based disbursement.
 
This amount will be discussed and agreed upon with the GOK

Treasury. In the case of counter-deposits from non-project

sector assistance, immediately upon receipt of each dollar
 
disbursement, the GOK will deposit the equivalent agreed upon

amount 
into the special, separate, non-comingled account.

When the amounts are deposited in the special account, USAID
 
will receive prompt notification of the counter-deposit and
 
the amount of deposit from the Central Bank of Kenya via
 
Treasury. 
The Program Office and appropriate technical
 
office will then review the process and amount of deposit for
 
conformance with program agreements.
 

Before disbursement of any of the deposited special 
account
 
local currency, the GOK, in form and substance satisfactory

to A.I.D., will show that the counter-deposit is included in

the GOK budget. To initiate the inclusion in the GOK budget

process, GOK Treasury officials, the USAID Program Office and

appropriate USAID technical office(s) jointly identify the
 
activities to be funded. 
Agreement will be formalized
 
through a PIL countersigned by the GOK. The PIL will
 
describe the GOK budget vote, sub-vote, head, sub-head, item

number and title, plus the amount to be attributed to each
 
activity. The GOK will then include the agreed upon

activities in their printed budget estimates. To verify the
 
inclusion, USAID will analyze the GOK's Development Estimates
 
which is printed every June.
 

Disbursement from the local currency special accounts will be

based on the GOK budget timeframe. The Program Office and

Controller's Offices will verify that disbursements are for

the jointly agreed upon purposes and that counter-deposits
 
are made in the correct amounts and on a timely basis.
 

The GOK will furnish USAID, in form and substance as USAID
 
may reasonably request, with all reports and information
 
relating to activities financed with funds from the local
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currency special accounts and the performance of the GOK's
 
obligations with respect thereto. The GOK will maintain, or
 
cause to be maintained, in accordance with duly accepted

accounting principles and practices consistently applied,
such books and records relating to the local currency special
 
accounts as are necessary to adequately show, without
 
limitation, the receipts and uses of funds from the local
 
currency special accounts. Such book; and records will be
 
audited regularly in accordance with generally accepted

auditing standards, and maintained for at least three years

after the date of the last disbursement from the local
 
currency special account. The GOK will also permit AID or
 
any of its authorized representatives to inspect, at all
 
reasonable times, the books and records maintained by the GOK
 
as required under the Program Agreement and to inspect the
 
activities financed from the local currency special accounts.
 

Specific to this Program, the appropriate technical office will be
 
the Agricultural Office. The above criteria will be applied

within the GOK's general agricultural budget.
 

2. 	 Government Contributions
 

As called for in the conditions precedent, the GOK will establish
 
a Kenya Market Development Program Budget line item in the budgets

of the Ministries of Public Works and Agriculture. The line item
 
will serve as additional budgetary resources for the Program in
 
the two ministries. GOK contributions will assist these
 
institutions in: 1) meeting the costs of implementing both the
 
policy reform agenda and the market information system and
 
analyzing the impact of these activities; and 2) providing GOK
 
budgetary resources for targeted road improvements. A portion of
 
the GOK contribution will be used for a local accounting firm to
 
monitor this host country contribution. (The $38 million
 
equivalent host country contribution is sometimes referred to in.
 
this PAAD as a "budget contribution", since it will be made
 
through the GOK budget.).
 

To take account of Kenya's increasing inflation rates and the
 
substantial expenditure of local currency on fuel, a contingency

of approximately $3 million (equivalent) is included in the GOK
 
budget.
 

a. 	 Ministry of Public Works Local Currency (Host Country
 
Contribution) Use
 

The MOPW will use approximately $30 million in GOK-provided local
 
currency to fAnance private contractor iml.vement and maintenance
 
of approximately ,,500 kms of inter-market roads and to monitor
 
the impact of those improvements. Road rehabilitation work will
 
be done over three years beginning in the second year of the
 
Program.
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Roads will be selected according to criteria combining assessments
of present and potential maize and bean supply flows, the capacity
to link marketplaces, types and volumes of traffic, environmental
factors and their potential impact on maintenance costs, and the
 
costs of road improvement.
 

Road selection will be carried out on an annual basis. 
 Initial

identification will be by District Development Committees (DDC)
based on guidelines from the Ministry of Public Works. 
 The roads
identified must be, unless the parties otherwise agree in writing,

those that:
 

(1) currently carry significant volumes of maize and beans;
 

(2) are used by 50 
- 70 vehicles per day and primarily by small
 
trucks, vans and buses;
 

(3) require rehabilitation, rather than routine or periodic

maintenance;
 
(4) link directly, or through connecting road networks, primary
 
and intermediate marketplaces; and
 

(5) are classified as C, D (or on an exceptional basis E) roads.
 

A list of roads identified will be submitted to the MOPW and will
be ranked based on their Internal Rate of Return (IRR), with those
below a minimum IRR being eliminated. A list of roads proposed
for funding will be submitted to the KMDP Steering Committee for
 concurrence. 
The approved list will be forwarded to the DDC's for
implementation. 
Roads will be restored or improved to gravel

standards. 
 In some areas, due to climatic and topographical

factors, roads may need paving and the installation of small
 
bridges or culverts.
 

The road rehabilitation work will be performed by private

contractors. 
 Contracts are expected to be tendered competitively
at the district level, unless the size of the contract exceeds the

district authority. Supervision of the contracts will rest
primarily with the District's Works Officers. 
 Prior to the award

of contracts, district officers, 
as necessary, will receive
training in contract tendering, contract management and road
 
selection criteria.
 

During the Program, the equivalent of $2 million in Kenyan

Shillings will be allocated by the GOK to maintenance for the
roads rehabilitated under KMDP. 
This amount shall be additive to
and not in substitution of the GOK's required annual increased
allocation for road maintenance. Routine maintenance will be

performed by MOPW's Road Maintenance Branch using modified
 
labor-based or mixed technology methods.
 



Two types of monitoring will take place under this component:
implementation monitoring (budgeting, expenditures, and contractor
performance) and impact monitoring. 
On a quarterly basis the MOPW
will report to USAID on 
the overall progress of the road program.
In addition, a local firm will be hired by the GOK to monitor MOPW
use of the GOK contribution and private contractor performance and
will provide copies of its reports to USAID.
 

MOPW staff will collect data on transport costs, volumes, and
distances traveled in order to 
assess the impact of road
improvements. 
District data will be analyzed by national level
MOPW technicians 
to inform decisions concerning increased road
maintenance resources 
ard market reform. This will call for
upgrading the existing system of data collection and analysis
through training in computer skills and analytical approaches
(including the Policy Analysis Matrix 
- described in detail

Section IV.F), 

in
 
the provision of computer hardware and software,
per diem for in-country travel, transport capacity (fuel,
vehicles), and short-term technical assistance.
 

b. Ministry of Agriculture Budget
 

The MOA will 
use $2.6 million in GOK budgetary contributions in
supporting the market information system and in undertaking data
collection and analysis regarding program impact and policy
reform. The MOA's Farm Management Division (FMD) will be
responsible for collecting wholesale and retail grain and
horticultural commodity prices at selected marketplaces in the
 seven program districts and adjacent major urban centers such as
Nairobi and Kisumu. Eventually this system is expected to be
expanded to 
cover all major markets in Kenya. Price information
will be disseminated to the public through twice weekly media
announcements or other appropriate means. 
 Although FMD managed a
similar activity in the past, system upgrading to ensure the
timeliness, quality and use of information is required. 
This will
entail providing survey method training to district level MOA
technicians, telephone and fax facilities, computer hardware and
software, vehicles, media advertising assistance, and short-term
technical assistance. 
 In accordance with program conditionality,
FMDs Market Information System will also announce regulations

affecting maize, bean, sorghum and millet marketing at the

beginning of each mark, 
season.
 

The Farm Management Division will collect and compile data on
farmgate prices and enterprise profitability. In coordination
with the Policy Analysis Matrix university teams, the MOA's
Development Planning Division (DPD) will use this data in
evaluating the actual and potential impact of KMDP policy
reforms. At the district 
level, FMD staff will require training
in survey methodologies, computer hardware and software, transport
capacity, and materials for recording data. MOA/FMD staff at the
national level will require training in simple analytical
methodologies, (to be provided by the University of Nairobi and toz
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include training in use of the Policy Analysis Matrix), computer

hardware and software, and short-term technical ass:stance for
 
systems development.
 

DPD will be the lead government agency in conducting applied

research, monitoring and evaluation to underpin USAID/GOK

discussions concerning program conditionality. This division will,

require short-term technical assistance for topical analysis,

seminars, and training in the PAM methodology.
 

DPD will also take the lead role in organizing and implementing

workshops and seminars intended to educate government officials as
 
to the role of competitive markets in the Kenyan economy in

general, and KMDP policy reforms and investments specifically.

Participants at 
these meetings will include representatives from

the ministries represented on the KMDP Policy Committee, policy
analysts from the universities implementing the PAM, and other
 
high level representatives.
 

Table 4
 
GK ConI!.b.ution-KSh Budget


($000 equivalent)
 

Road Rehabilitation 25,000
Road Structures (i.e. bridges) 
 2,000
 
Road Maintenance 
 2,000

District Road Eng. Travel 
 25

Road Inspection Visits 
 10

Data Collection (MOPW) 
 1,500

Data Collection (MOA) 
 1,585

Training 
 300
 
Seminars/Workshops 
 135
 
Media Costs - Market Info. 
 75

Local Currency Monitoring 
 500

Technical Assistance (short-term) 500
 
Facility Development (MOA) 
 28

Data Gathering Equipment (MOPW) 125
 
Contingency (@ 9%) .. 3
 

Total
 

3. Dollar Supported Technical Assistance and Commodity
 

Short tnd long-term technical assistance will be provided to the

Ministries of Public Works and Agriculture, the University of

Nairobi, and Egerton University. Within these institutions,

technical assistance will develop and support the capacity for

evaluating and analyzing the impact of KMDP reforms and

investments during program implementation. An additional major

objective of this technical assistance is the development of the
institutional linkages and capacities to foster increased and

sustainable university-government cooperation in identifying and
 
implementing agricultural policy reforms.
 



Nine person-years of long-term technical assistance, composed of
two long-term advisors in the MOA, one in the MOPW and one in the
university activities, will be provided. Commodities, including
vehicles, computer hardware and software, traffic counters and fax

machines specifically related to implementing the roadwork
 
component and market information systems and assessing program

impact will be provided.
 

The proposed technical assistance, commodity support, and training

will require a total of $5 million over the four-year program

period with the majority of the funds to 
be used for technical

assistance and related costs associated with policy studies,

reform implementation, and institutional strengthening.
 

At this stage, it is planned that two A.I.D. direct technical

assistance contracts will be financed. 
One will be a

competitively awarded contract for provision of short-term and

long-term technical assistance to the Ministries of AgricLulture

and Public Works, short-term training in-country, and commodity

procurement. 
This contract is planned to be a joint U.S.-Kenya

proposal and will utilize as much Kenyan technical assistance as

possible. The other 
technical assistance contract will be awarded
 
to Stanford University and the University of Arizona through a
buy-in to the centrally-funded Agricultural Policy Analysis

Project (APAP). 
 This contract will provide short-term and

long-term technical assistance to the University of Nairobi and
Egerton University in implementing applied research and analysis

programs employing the Policy Analysis Matrix (PAM) approach.
 

a. 
 Long-Term TeChnical Assistance to the MOA/FMD
 

Technical assistance will be provided to the Farm Management

Division's Input, Credit and Marketing Branch to develop a market

price information system and to promote the use of market price

data analysis in government policy making. Technical assistance

will help to 
 1) develop a plan for the collection and
 
dissemination of market price data including identification of
markets, commodities, users, channels, and terminology; 2)

upgrade market data collection, dissemination and end use

monitoring capacity, 3) develop a system for the routine

monitoring and analysis of market price trends, correlations,

temporal and spatial differentiation, and how quickly price

changes are transmitted from one market level to the next; 
 4)
develop extension messages on farmer use of market price

information; 5) initiate the development of a system of grades

and standards to facilitate trading at a distance; 6) develop a
long-term plan for the improvement of commodity trading including

futures markets, forward contracts, and legal methods for contract
 
enforcement; and 1) provide on-the-job training to Kenyan
 
counterparts.
 

Technical assistance will be provided to FMD's Research Branch to

assist in upgrading its capacity for farmgate commodity price
 



- 47 

collection and analysis. 
 This technical assistant will be the
Chief-of-Party to the technical assistance team. 
He/she will have
the overall responsibility for ensuring that government decision
makers employ market and farmgate price information and analysis
in developing policies affecting agricultural markets, and that
government and university policy analysts collaborate in the
analysis of data concerning agricultural market efficiency and its
impact on farmgate profitability. Other responsibilities will be
to assist in: 1) developing a conceptual approach for introducing
farmgate price information into policy discussions; 2) developing
FMD's capacity to collect, compile and analyze farm price data;
3) identifying the determinents of farmgate prices; 
 4) evaluating

the impact of market policy .4forms on farmgate prices; 5)
determining how farmers employ price signals in their enterprise

mix decisions; and 6) providing on-the-job training.
 

b. Long-Term Technical Assistance to MOPW/DPCD
 

Technical assistance will be provided to the Ministry of Public
Works Development Planning an Coordination Department in order to
improve its capacity to eval .ate the economic impact of road
improvement investments. Specifically, technical assistance will
assist in: 
 1) developing a strategy for introducing road
improvement impact information into policy decisions; 
 2)

developing 
a conceptual framework and identifying data
requirements for analyzing road improvement impact;

establishing computer systems for the compilation and 

3)
analysis of
transportation system data; 
 4) improving district level capacity
for data collection; 5) developing a system for monitoring
progress in implementing KMDP's road improvement component; 
 6)
performing environmental analyses of proposed road rehabilitation


activities; and 
 7) providing on-the-job training.
 

c. 
 "ong-Term Technical Assistance to the Universities
 

To continue work previously started under USAID's Institutional

Development for Agricultural Training project, technical

assistance will be provided to Egerton University and the
University of Nairobi for applied research activities in
collaboration with Stanford University and the University of
Arizona. This assistance will support the expansion of the Policy
Analysis Matrix (PAM) methodology for policy analysis. 
 Previous
experience with PAM in Kenya has illustrated its appropriateness

for assessing the impact of government policies on the private
profitability and overall economic efficiency of commodity
systems. Under KMDP, university-government ministry collaboration

in undertaking PAM activities and reviewing results will lay the
basis for 
a long-term effort to analyze constraints to increases
in agricultural productivity. This collaboration will also
provide another vehicle for building the broad consensus necessary
to support KMDP policy reforms. Technical assistance will focus
on: 
 1) developing the linkages between the two universities and
government ministries involved in agricultural sector policy
decisions; 
 2) assisting in the applied research activities using
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the Policy Analysis Matrix approach; 3) developing curriculummaterials for training in applied analytical approaches, including_
PAM; and 4) providing short-term classroom and on-the-job

training.
 

d. Short-Term Technical Assistance
 

Fifty-five person months of short-term technical assistance are
programmed for the MOA, MOPW, and Egerton and Nairobi
Universities. Although these plans may change, specific

analytical agendas and short-term technical assistance

requirements will be outlined in each institution's annual work
plans developed under the direction of the KMDP Steering
Committee. The following is an 
illustrative list of anticipated

short-term technical assistance requirements:
 

(1) Ministry of Agriculture
 

(a) Inventory of regulations affecting maize and bean trading;
(b) S~acific studies of the impact of announcing market
regulations on commodity flows and marketing techniques;

(c) Development of a strategy for implementing and sustaining

a national market price information system;

(d) Development of predictive scenarios of the impact of
maize and bean decontrol on national food security and the
 
NCPB;

(e) Analysis of possible future roles for NCPB in grain

marketing;

(f) Development of a national food security strategy;

(g) Evaluation of the private sector's capacity to respond to
 
liberalization;

(h) Analysis of the agricultural input sector's response to

market liberalization;

(i) Development of strategies for commodity market structure

(including forward contracting and futures);

(j) Assessment of the potential impact of maize movement
 
decontrol on farm enterprise mix; and

(k) Identification and monitoring of the impact of maize
movement decontrol on "losers" in the marketing system.
 

(2) Ministry of Public Works
 

(a) Evaluation of private sector potential to expand its
 
contract roadwork capacity;

(b) Development of strategies to reduce costs within the
 
ministry;

(c) An analysis of optimum road maintenance funding

requirements and management;

(d) An analysis of past road maintenance experience and
 
lessons learned;

(e) Analysis of alternative methods of obtaining revenues for

inter-market road maintenance;

(f) Analysis of potential environmental impact of proposed

road rehabilitation activities;
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(g) Evaluation of district level udLsd uueccion capacity and
 
strategies for improvement; and

(h) Development of 
a system for tracking road rehabilitation.

e. University Personnel and Ooeratinp Costs
 

Approximately $670,000 
to be converted into Kenyan Shillings will
be provided to Egerton University and the University of Nairobi to
 cover the personnel, operating, and workshop costs of implementing

their applied research program.
 

f. Cmmod_€ities 

The following commodities are planned to be financed directly by

A.I.D.:
 

For the MOPW, one vehicle for district visits, three computer

systems (systems include software), and 25 traffic counters;
 
and
 

For the MOA, eight vehicles for district data collection

activities, five computer systems, and seven fax machines for

''3rket price transmission between the districts and Nairobi.
 

g. Evaluation/Audit
 

Two evaluations are scheduled: one after the first one and
one/half years of program implementation and one at the three-year

point.
 

Table 5
 
Dollar Budet
 

Technical Assistance 
 A.I.D
 

Long-term 
 2,700
 
Short-term 
 550
 

Local University Personnel 
 380
 
University Operating Costs 290
 

Training
 
PAM Workshops - Short Courses 
 60"
 

Commodities 
 460-

Equipment Maintenance 
 160,
 
Contingencies 
 100
 

Evaluations/Non-Federal Audits 300
 

Total 5,000
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E. Proaram Conditionality and Negotiatina Status
 

The principal policy issues and proposed refor- measure outlined
 
in this document have been discussed and reviewed at the Permanent
 
Secretary level in the Ministries of Finance, Agriculture and
 
Public Works. The analysis on which the policy agenda is based
 
was directed by the Ministry of Planning and National Development
 
(MPND) Sectoral Planning Division whose chief was the chairperson
 
of the original KMDP Development Committee. This committee was
 
composed of technical representatives from the Ministries of
 
Agriculture, Planning and National Development, Public Works,
 
Supplies and Marketing, and the National Cereals and Produce
 
Board. The MPND representative also chaired the Committee's
 
review of the analyses, findings and recommendations. Within
 
these fora, GOK representatives have agreed with the goals

outlined in the reform agenda, although questions remain as to
 
timing and specific indicators. Finally, the market structure
 
policy reforms are in complete accordance with the GOK 1989-93
 
Five Year Development Plan and Sessional Paper No. 1 of 1986.
 

The following is the substance of the non-routine conditions upon
 
satisfaction of which disbursements will be made. It is
 
anticipated that during the course of negotiations there may be
 
non-substantive refinements in the language of the conditionality
 
and covenants. As specifically noted, for each condition
 
presented, the condition may apply to the project and/or the
 
program and/or the PL 480 assistance. The language of the
 
conditionality will be designed to reflect the mode of assistance
 
against which it is written. The underlying principle has been to
 
link policy-based program and PL 480 conditionality. To allow for
 
adjustments to a dynamic policy environment, some flexibility has
 
been intentionally built into the conditionality. Yearly

implementation plans for the institutions involved in carrying-out
 
and analyzing the impact of the policy reforms will help to adjust

and refine the reform agenda. Likewise, the variability of
 
agro-eco]-gical conditions within Kenya, fluctuating international
 
agricultural commodity markets, the impact that the cereals sector
 
has on GOK budget deficits, and the important role that
 
agriculture plays in the Kenyan economy also demand the
 
flexibility that has been designed into the conditionality.
 

1. Condition Precedent to Initial Disbursement/Assistance
 
(Applicable to KMDP Project and PL 480 Assistance)
 

a. For Initial U.S. 115 Million PL 480 Food Assistance Only
 

Prior to the provision by A.I.D. of the initial U.S. $15 million
 
of PL 480 food assistance, or to the issuance by A.I.D. of
 
documentation pursuant to which such assistance will be provided,

the GOK shall provide, in form and substance satisfactory to
 
A.I.D.:
 

Documentation confirming that the GOK, through its Ministry of
 
Finance, has formally proposed a Kenya Market Development Program
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line item for inclusion in the budgets of the Ministries of
 
Agriculture and Public Works which shall not be less than the

Kenya Shilling equivalent of U.S. dollars 40 million over 
the life

of the Program. The schedule for inclusion of said funds shall be
 
the subject of future Project Implementation ",etters (PILs) to be
 
issued by A.I.D.
 

Projected date for compliance with CP: April 1, 1990.
 

b. For Initial U.S. $4 Million KMDP Project Disbursement Only
 

Prior to the disbursement by A.I.D. of any funds made available
 
under the KMDP Project for technical assistance, training or
 
commodities, or 
to the issuance by A.I.D. of documentation
 
pursuant to which such disbursements will be made, the GOK shall
 
provide, in form and substance satisfactory to A.I.D.:
 

Documentation confirming that the GOK, through its Ministry of

Finance, has formally concurred in writing with the Request for
 
Proposal (RFP) for technical assistance, training and commodity

procurement to be financed under the Kenya Market Development

Project Agreement.
 

Projected date for compliance with CP: September 1, 1990
 

2. Conditions Precedent to Each Subsequent Disbursement/Assistance

(Applicable to KMDP Program and PL 480 Assistance)
 

Prior to the disbursement/provision by A.I.D. of any sector dollar
 
grant and/or PL480 food assistance, or to the issuance by A.I.D.
 
of documentation pursuant to which such disbursement/assistance

will be made, the GOK, through its Ministry of Finance, shall
 
provide, in form and substance satisfactory to A.I.D.,
 
documentation confirming that:
 

a. The budget allocations for the Ministries of Public Works and

Agriculture have not been reduced below the budget allocation
 
levels for such institutions established in the Government of
 
Kenya's Forward Budget for 1990/91. GOK Kenya Shillings provided

to such institutions as otherwise required by this Program are to
 
be additive resources for such institutions and shall not be
 
included for purposes of this Condition Precedent.
 

b. The Ministry of Public works has increased the recurrent
 
budget support for non-salary items for the Roads Maintenance
 
Branich by not less than 10% in "real" terms 
(incremental

percentage increase less the prevailing inflation rate) for the
 
year previous to the year in which the disbursement is sought, and

has not decreased allocations to the Roads Maintenance Branch
 
below the budget allocation for the Kenyan FY 1990/91. In no
 
case, shall resources be made available for non-personnel items in
 
the Road Maintenance Branch's budget by reducing other road
 
maintenance related budget allocations.
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C. The Ministry of Agriculture (MOA) has planner' and conducted a
publicity campaign via the press, radio and administration

services to inform consumers, producers, and the relevant public
and private sector parties of the most current laws, regulations

and policies affecting the movement and marketing of maize,
processed maize, beans, millet and sorghum within and between
administrative districts. 
The specific requirement for compliance
with this condition shall be the subject of 
a PIL to be issued by

A.I.D., but at a minimum shall include:
 

(1) For each year for which disbursement is sought, a written

description of legislation affecting the movement of maize,
processed maize commodities, beans and minor grains within Kenya.
 

(2) For each year for which disbursement !s sought, a schedule of
public announcements for removal of movement controls on specified
agricultural commodities for that year. 
 The specific requirements

for compliance with this condition shall be the subject of future
 
PILs to be issued by A.I.D.
 

(3) For each year for which disbursement is sought, written

confirmation that the publicity campaign set forth in (c) above
has been conducted by the the MOA in 
a timely manner prior to that

year's marketing seasons.
 

(4) For each year for which disbursement is sought, written

confirmation that district and provincial authorities have been
informed of the regulations described in (c) above and that their
compliance with these current laws, regulations and policies is
 
required.
 

3. Conditions Precedent to Secific Disbursements/Assistance

(Applicable to KMDP Program and PL 480 only)
 

a. Initial Tranche Sector Dollar Grant Disbursement (U.S. 12

Million Sector Grant)
 

Documentation, in form and substance satisfactory to A.I.D., 
that
 
the GOK has:
 

(1) Through its Ministry of Finance, instructed the MOA that the
MOA's Farm Management Division is mandated to collect, compile and
disseminate, via the media, the MOA extension service, and other
administrative channels, unofficial and official market price
information on grain and horticultural cc.rmodities, to begin with

the 1990/91 market season; and
 

(2) Through the Ministry of Agriculture, developed and is

implementing a plan for increasing the accuracy, timeliness,

reliability and use of the MOA's disseminated market price

information.
 

Projected date for Compliance with CP: December 1, 1990
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b. Second Tranche Sector Dollar Grant Disbursement and PL 480
Assistance (U.S. $3 Million Sector Grant: 
U.S. Sl0 Million PL 480

Food Assistance)
 

Documentation, in form and substance satisfactory to A.I.D.,

the GOK, through the Ministry of Finance, has: 

that
 

(1) gazetted and announced via the public media and government
administrative channels the elimination of all movement controls
 on beans and has informed the district and other administrative

authorities that their compliance with these reforms is required;

and
 

(2) has removed beans, millet, and sorghum from the list of
 
scheduled commodities.
 

Projected date for compliance with CP: April 1, 1991
 

c. Third Tranche Sector Dollar Grant Disbursement and PL 480
Assistance (U.S. $5 Million Sector Grant and U.S. 115 Million PL

480 Food Assistance)
 

Documentation, in form and substance satisfactory to A.I.D.,

the GOK, through the Ministry of Finance, has gazetted and 

that
 

announced via the public media and government administrative

channels the elimination of movement controls on maize and maize
products and has instructed district and other administrative
authorities that their compliance with these reforms is required.
 

Projected date for compliance with CP: April 1, 1992
 

4.Cnnts
 
a. The Government of Kenya does hereby ccvenant to undertake an
assessment of the environmental consequences of its road
rehabilitation activities financed by its contribution to the
Kenya Market Development Program, which assessment shall incluae:
 

(1) a review of adverse environmental impacts for each said GOK

road rehabilitatior design and execution; and

(2) 
a plan for mitigation of identified adverse environmental
 
impacts, if any.
 

b. The Government of Kenya shall provide to USAID, on a no 
less
than annual basis, a report setting forth for each completed road
rehabilitation activity financed by the GOK contribution to the
Kenya Market Development Program to include:
 

(1) a description of each road rehabilitation activity;
(2) a statement of the adverse environmental impacts, if any, of
 
said activity;

(3) a description of steps taken to mitigate said adverse
 
environmental impacts; and
(4) an evaluation of the success or 
failure of said mitigations.
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C. The Government of Kenya does hereby covenant that, 
in addition
 
to specific requirements of the Conditions Precedent set forth

under KMDP, it will seek to 
increase real road maintenance
 
budgets, allocations arid expenditures to a level commensurate with
 
requirements to maintain efficient inter-market transportation of
 
agricultural commodities. During program implementation, the
 
required increases shall be the subject of annual consultation
 
between USAID and the Ministry of Public Works, the first such
 
consultation to be held no later than May 1, 1990. 
 No less than
 
30 days after each such consultation, the GOK shall provide 
a
 
report describing its proposal for ccmpliance with this covenant.
 

d. The Government of Kenya does hereby covenant to maintain the
 
legislative and administrative reforms established under this
 
program.
 

F. A2plied Research. Monitoring and Evaluation System
 

In order to evaluate the impact of KMDP policy reform and
 
infrastructure development activities, and to continue the
 
development of a conceptual approach for evaluating the long-term

impact of agricultural sector policy reforms, the Program will
 
provide technical assistance and local currency resources for data
 
collection and analysis activities within the Ministry of
 
Agriculture, the Ministry of Public Works, the University of
 
Nairobi and Egerton University. This assistance is designed to
 
create a system that will integrate the following activities:
 
* enhanced farmgate price, market price, production cost, and
 
enterprise mix data collection and compilation by the MOA/FMD;
 

* enhanced traffic type, traffic volume, transport cost, and
 
transport distance data collection, compilation and analysis by
 
the Ministry of Public Works;
 

* enhanced analysis and planning by the MOA/DPD to underpin policy
 
reform regarding agricultural marketing, price stabilization and
 
strategic reserve maintenance issues;
 

* enhanced analysis and measurement of agricultural policy and
 
market road investment impact on market efficiency and farm
 
incomes to be carried-out by policy analysts from the University

of Nairobi and Egerton University.
 

These activities will assist in the performance of policy analysis

in the Development Planning Division of the Ministry of
 
Agriculture as well as the Development Planning and Coordination
 
Division (DPCD) of the Ministry of Public Works. DPD/MOA has a
 
longstanding mandate for policy development in the agriculture

sector and DPCD/MOPW has the institutional mandate to develop and
 
evaluate road investments. Policy analysts from the agricultural

economics departments of the two universities are currently

implementing an applied research program focusing on marketing

issues in the seven program districts. The results of their
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continued analysis of commodity systems, including maize and
beans, will contribute to the analytical findings and policy
impact of KMDP.
 

Under the proposed system for applied research, monitoring and
evaluation, DPD/MOA and Dl'CD/MOPW will exchange analytical
findings relevant to their two policy areas. 
 For example, the
Ministry of Public Works will provide DPD/MOA with working papers
and reports on changes in transportation efficiency resulting from
market policy reforms or 
road improvement investments. 
 In turn,
the Ministry of Agriculture will provide MOPW/DPCD with working
papers and reports concerning farmgate or market price changes
that could be attributed to road improvements and their impact on
market efficiency. 
In this way it
expenditures in 
is hoped that GOK resource
areas affecting agricultural transportation and
marketing will be based on a wider array of relevant information.
The University of Nairobi and Egerton University will also
contribute to 
the marketing and infrastructure improvement policy
dialogue by providing working papers, seminars and reports on
their applied research results, commodity system efficiency, and
overall agricultural sector productivity.
 

Data upgrading within the MOA's Farm Management Division will
entail three concurrent activities:
 

* farm enterprise budget modelling presently being supported by
the German Technical Cooperation Agency (GTZ), including
production costs, input and output mixes and relative
profitability comparisons of farm enterprises;
 
* farmgate (or primary sales point) price data collection,
analysis as 
to variables affecting those prices, identification of
variables affecting farmer response to price changes, price trend
analysis; and
 

* 
market price gathering, dissemination and analysis.
 
Data collection and analysis activities at the University of
Nairobi and Egerton University will employ the Policy Analysis
Matrix approach developed by Stanford University, the University
of Arizona, and Egerton University under USAID's IDAT Project.
PAM analyzes the private profitability and overall efficiency of
commodity systems including on farm production systems and post
farm transportation and processing activities. 
Using existing
data (such as that collected by FMD, CBS and MOPW), PAM permits
concise measurements of the current private profitability and
overall efficiency of a commodity system and the potential
implications of policy reforms. 
 Its analysis and results will be
provided to DPD to provide a basis for its work concerning market
reforms envisioned under KMDP. 
PAM analysis could also provide
information to MOPW concerning decisions related to the real and
potential role of increased inter-market road improvement
investments. 

reviewed as 

During this process the PAM methodology will be
to its use 
in tracking overall productivity and
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efficiency changes in the agricultural sector. Eventually, it is
hoped that the PAM methodology will be employed within the DPD in
carrying out its analysis and policy development mandate.
 

The ARMES component will form the basis for the interpretation of
analytical results, the impact of policy reforms and program
activities, and the effective presentation of future policy

options reolated to agricultural marketing. 
The KMDP Policy
Committee will be the institutional mechanism for this dialogue
 
process.
 

G. Program Monitoring and Evaluation Plan
 

The M&E plan is driven by the need to define the performance and
impact of KMDP during the initial four years of implementation.

The plan lays out specific indicators of performance at all stages
of the Program. It includes a methodology and time frame fuz
obtaining the different types of information required for
evaluating performance and impact. 
 Several agencies will be
involved in collecting and evaluating the information. This
mainly involves GOK institutions which deal with agricultural,

transportation and marketing data. 
 Universities will undertake
related economic analyses. 
USAID program staff, local contractors
and external evaluation teams will also be involved. 
By
developing 
a system of verifiable indicators, program management
will be able to evaluate success 
at each level of KMDP

implementation. The assumptions concerning those factors
 
necessary for success, but beyond program management control, are
included in the logical framework. Once KMDP begins, these
assumptions will be monitored regularly to assess their continuing

validity.
 

1. Key Indicators of Performance
 

a. Inout Indicators
 

Program inputs comprise the resources used and activities
undertaken under KMDP. Continuous monitoring of selected input
indicators will tell us whether and how efficiently program inputs

are being delivered.
 

Input indicators will include the following:
 

- Amount of dollars disbursed to GOK; 

- Amount of GOK funds committed (and used) for agreed upon
activities; 

- Tons and value of PL 480 commodities supplied; 

- Number of technical advisors hired; 

- Value and type of equipment and machines delivered; 
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Additional pol'icy and institutional reforms defined:
 

Number of Kenyan staff trained; and
 

Monitoring and Evaluation system developedi
 

b. Output Indicators
 

Program outputs are the policy and physical changes ,that are
 
produced as a result of the Program.
 

Output indicators will include the following:
 

Elimination of movement restrictions on maize. maira
products, beans, sorghums and millets;
 

Written descriptions, campaigns and public announcements of

specific laws, regulations and policies affecting maize and
 
bean trade;
 

Evidence of announcements concerning market prices;
 

A road improvement pJon that is based on economic criteria
 
for selection;
 

- A study of means to increase road maintenance;
 

A plan for increased reliance on private contractorsin road
 
maintenance;
 
Increased GOK non-salary recurrent budget for road
 
maintenance;
 

- 'Kilometersof roads rehabilitated;
 

Improved capacity for government policy analysis, policy

implementation and investment planning; and
 

Improved capacity for market information collection and
 
dissemination.
 

c. Measurement of Input and Outut Indicators
 

The specific means and procedures for obtaining and verifying

information on input and output indicators are detailed in the
logical framework. Program staff will follow a system of regular

feedback reviews with the GOK, contractors and other concerned
 
parties.
 

d. Puroose Level Indicators
 

Generation of the outputs listed above will result in the
accomplishment of certain benefits which constitute the purpose of
th3 Program, that is, the development of a more efficient maize
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and bean marketing system and the provision of greater price
incentives to maize and bean producers. Indicators of market
 
efficiency include:
 

Reduced average unit marketing costs;
 

- Reduced road transport costs; 

- 'Reduced geographic and temporai malze ana bean market price
differentials; and 

- Increased maize and beans producer prices.
 

Survey and continuous monitoring information will be used to
assess the performance of these indicators and to establish the
relationships between observed changes and program interventions.
 

(1) MeAs.1IL9nient 
and Timing of Purpose Level Information
 

(a) 

The first step in measuring purpose level indicators will be a
baseline survey to be completed during the first year of the
Program, not later than August 1990. 
 The survey will establish

the conditions existing before policy reforms and road
rehabilitation, in regard to the selected indicators. 
The
baseline data will contain information on current average unit
marketing costs for maize and beans, road transport costs, price
differentials, and maize and bean producer prices, which are
direct indicators of market efficiency. In addition, it will
include information on some intermediate indicators such as market
lorry travel distances, traffic numbers by type on each road, and
transported commodities by volume. 
These intermediate indicators
represent conditions that would normally precede the achievement

of the direct market efficiency indicators.
 

Some data on these indicators can be found in various Kenyan
institutions, and in particular, the Ministry of Agriculture,
Ministry of Public Works, and the Central Bureau of Statistics.
However, because the existing data has been collected and analysed

for different purposes, establishing a good baseline against which
changes can be tracked will require review of this existing data,
field verification, reorganization and completion of the gaps that
 
will be identified.
 

(b) On-Going Monitoring and Evaluation
 

After the baseline information is established, monitoring and
evaluation efforts will concentrate on measuring changes in the
baseline indicators as program implementation proceeds. 
KMDP
resources will be used to provide technical assistance, computers,
and operational supfort to the Ministry of Agriculture and Public
Works as 
a means to strengthen the existing capacities to

undertake the necessary data collection and analysis on an
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on-going basis. 
 The Ministry of Public Works already undertakes
traffic counts by type at 5,000 road points in the country using
approximately 130 fulltime survey staff. 
 Such capacities will be
strengthened to cover the seven KMDP districts and to 
include

additional transport variables required to measure the specified

market efficiency indicators. The Ministry of Agriculture's Farm
Management Division and CBS attempt 
to collect information on
market prices on 
a weekly basis. The frequency and quality of

this information needs improvement. Under KMDP, the Farm
 
Management Division will be strengLnened through technical
 
assistance and training of Kenya personnel to collect more
 
accurate maize and bean market prices and to provide good coverage

of rural markets in the seven districts.
 

There is no reliable information or organized procedure to collect

farmgate prices. 
 The Ministry of Agriculture has made some

estimates using primary market prices and estimated transport

costs. Technical assistance provided to the Farm Management

Division will direct surveys of farmgate prices with the aim of

establishing the di-.2ction and magnitude of change as 
the various
 
outputs are achieved. in addition, an analysis of price
determinants will be undertaken to show the factors that affect
 
farmgate prices. 
 It will further establish the proportionate

impact of KMDP interventions, as well 
as the supply responses to
 
policy reform, market information dissemination and road
 
improvements.
 

These on-going evaluations, therefore, will provide the basis for
assessing the Program's institutional strengthening activities.

After 18 months of implementation, a major mid-term evaluation
will draw together all the information generated by the on-going

M&E activities, and assess the drigree to which the planned KMDP

objectives have been achieved. 
It will reveal whether the Program

is still on course, and any need for mid-term corrections in
plans, objectives, or in the assumptions made at the beginning.
 

e. Goal Leyel Indicators
 

KMDP goals transcend the marketing sub-sector interests and relate

the Program to national objectives - objectives that are common to
other programs in the Mission and to agencies outside the

Mission. A successful marketing program will provide some of the

conditions that 
are necessary to achieve the stated long-term goal

of increasing agricultural productivity. While achievement of the
stated purpose is expected to have a direct effect on increasing

maize and bean producer prices during the life of the Progrm,

growth in agricultural productivity is seen as its longer-term

objective.
 

The goal level question is, to what extent could reduction of high
costs of agricultural marketing, resulting from poorly developed

infrastructure or inefficient government policies, lead to broader

growth of agricultural productivity. The research and analysis

required to answer this question involves studying a variety of
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inter-related factors including broad policy issues and a look
into historical patterns, recent baseline data and simulations.
At this level, 
research and analysis should provide information to

evaluate how improved agricultural marketing efficiency

contributes to long run agricultural productivity and economic

growth in Kenya. This entails measuring changes in the following

indicators:
 

Increased value added in agricultural production (inmarket
 
and social prices);
 

Increased sectoral efficiency as measured by reduced
 
divergence between market and social prices of inputs and
 
commodities;
 

Increased financial returns to producer investments of land

and labor in agricultural production; and
 

-
 Farmer shifts to higher value cropping mixes.
 

(1) Goal-Level Data Collection and Analysis Methodology Includes:
 

marketing policies).
 

- Collection of data on volumes of agricultural production,
planted areas, and yields; 

- Collection of data on values and value added in agricultural
production, in market and social prices (by crop and area); 

- Collection of data on and analysis of impact on agriculturalprofitability of (a) agricultural price, macro, and marketing
policies, (b) public and private institutions servicing
agricultural marketing, and (c) changes in domestic and
external prices for Kenyan agricultural products; and 

- Analysis of sources of agricultural productivity (by crop and
area), including contributions of changes in cropped area andyields, plus explanations of each (new land openings; crop
substitutions; irrigation investment; transportation
investment; research and extension of high yielding varieties 
or improved farming or processing technologies; and
incentives or disincentives from price, macroeconomic, and 

(2) Measurement and Timing of Goal Leve 
Information
 

The principal aim of analysis at the goal level is to understand

the role of marketing in agricultural development and to set the
context for microeconomic analysis of likely future impacts of
changes in policies or new public investments in infrastructure.
While there is a great need to understand this better in order to

direct agricultural sector growth, attempting to measure goal
level indicators within the three years of the Program using GOK
capacities would be too ambitious. 
 The aim is to build capacities
within Kenyan institutions to undertake this type of research and

analysis competently in the future.
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The Policy Analysis Matrix has been identified as the most

appropriate methodology to provide the conceptual framework to
understand agricultural productivity and to build analytical

capacities in Kenya. This methodology has already been tested in

Kenya under a Policy Research and Training Project based at
Egerton University, in collaboration with Stanford and Arizona

Universities. 
During the 18 months the project has been in

operation it covered two of the seven KMDP districts where it
identified and analyzed 15 different commodity systems. 
 In the
 
two districts covered, the Project has collected useful data that
will contribute to establishment of the baseline information.
 
Analytical results will form a basis for continuing work on the

goal level indicators. 
 Under KMDP, this Project will be expanded

to the University of Nairobi, and to cover 
all seven program

districts. The major purposes of this support to and

collaboration with universities and GOK planning departments, as
discussed earlier in the section on ARMES, are twofold: 
 to carry

out on 
the job training in agricultural policy analysis and to
 
create an improved analytical capability in Government of Kenya
agencies and universities, based on the principals of the Policy

Analysis Matrix.
 

f. End of Program Eyaluation
 

At the beginning of year three, an end of program evaluation will
be done involving an external evaluation team. Information from

the entire M&E system, including program records from continuous

monitoring, baseline data and reports, mid-term results and any
special studies will be organized by KMDP staff for review by the

evaluation team. This final evaluation will assess, among other

things, impact of KMDP on marketing efficiency as measured by

specified indicators and the resultant positive and negative
impact on different types of farmers and traders. 
 It will assess
the reasons for success or failure to achieve any of the expected

benefits and give guidance for the expansion of the Program.

will further provide lessons for future interventions in the 

It
 

agricultural marketing sub-sector.
 

2. Feedback Procedures and M&E Information Access
 

M&E information will be reviewed periodically and as special

studies are completed. The ARMES technical group formed during
design will be formalized to continue with implementation. It has
representation at the main KMDP Policy Committee. 
The ARMES
 
technical group includes members from Ministry of Agriculture,

Ministry of Planning and National Development, Ministry of Public

Works as well 
as Egerton and Nairobi Universities' departments of

economics. Results of the M&E system's interim and final reports
will be reviewed by the Mission and will be available to

AID/Washington staff as necessary.
 

H. Program Coordination and Management
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KMDP implementation responsibilities will cut across a variety of
 
levels, from overall agricultural marketing policy decisions to
 
programming of local currency for roadwork to management of
 
technical assistance resources. Continued coordination and
 
collaboration with the EEC and IBRD programs is also envisaged.

The Ministry of Finance (MOF) provides overall donor coordination
 
for the GOK. Due to the MOF's role in coordinating the EEC and
 
IBRD programs, and due to the effect that maize and bean market
 
liberalization could have on the national budget, the Ministry of
 
Finance will assume primary responsibility for the coordination
 
and negotiation of KMDP policy reforms. During program

implementation, the Ministry of Agriculture will assume primary

responsibility for program monitoring and for implementing an
 
analytical agenda defined by the KMDP Policy Committee. The
 
Ministry of Public Works will be responsible for implementation

and monitoring of the roads component.
 

1. Proaram Coordination
 

The Program will be coordinated through two mechanisms: the KMDP
 
Policy Committee and the KMDP Steering Committee, both chaired by

the MOF. The KMDP Policy Committee will be composed of
 
representatives from the Ministries of Finance, Agriculture,

Public Works, Planning and National Development, Supplies and
 
Marketing and the National Cereals and Produce Board. 
The Policy

Committee will meet semi-annually to determine progress in meeting

the Program's policy objectives, to review analyses of the impact

of policy changes and to make cecommendations for future policy

directions. The KMDP Steering Committee will be composed of
 
representatives of the Ministries of Finance, Agriculture and
 
Public Works. The Steering Committee (chaired by the MOF) wil
 
meet quarterly with the USAID/KMDP Program Monitoring Committee to
 
review program status, to recommend implementation actions and/or

changes, if necessary, and to maka GOK and dollar budget

allocation recommendations.
 

a. USAID
 

The Chief of the Mission's Agriculture Office will chair the USAID
 
Program Monitoring Committee composed of the KMDP Program Manay',r,

the Food for Peace/KMDP Roads Component project officer, the ARMES
 
project officer, the project development officer, and the program

economist. The USAID committee will have responsibility for
 
monitoring the policy reform program and for concurring in GOK
 
local currency usage with the MOF. It is expected that the USAID
 
committee will benefit from the analyses and reconmendations
 
provided by ARMES and the Policy Committee in assessing progress.
 

The responsibilities of the USAID Program Monitoring Committee
 
will include:
 

- monitoring the policy reform program and preparing reports 
for USAID as required; 
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preparing and reviewing with the GOK any changes or 
revisions
 
in the grant agreement; 

- reviewing monitoring and evaluation reports to ensure thatthe policy reforms are properly implemented and targets are 
being met; 

,: 	 coordinating with the Ministry of Finance to ensure the
conditions precedent in the grant agreement 
are met; and,
 

- concurrence in uses of counter-deposits
 

- monitoring the host country contribution.
 

Based on the recommendations of this USAID committee, the USAID
Mission Director will have primary responsibility for making
determinations as to whether conditions precedent have been met
for the disbursement of funds and food assistance or whether

modifications of policy reform targets are needed.
 

b. Donor Coordination
 

KMDP 	has been extensively discussed and will be implemented in
close coordination with the IBRD and EEC programs. USAID will
continue to initiate informal meetings and respond to informal
invitations from the other donors. To the extent possible, these
meetings will convey information as to policy reform progress and
analytical findings as well as 
potential program reorientations.
When joint areas of interest are identified, USAID will give

primary attention to implementing short-term analysis or workshops

in coordination with ongoing EEC and IBRD activities.
 

In order to heighten the level of cereals sector donor
coordination, the MOF will request that EEC and IBRD
representatives attend the KMDP Policy Committee meetings as
observers, and that USAID representatives attend the EEC and IBRD
related meetings. Eventually, the ASAO II, CSRP and KMDP

Committees will be merged, but only after KMDP is 
on a 	sound
implementation basis. 
 These MOF based, multi-program coordination
mechanisms will enable the Mission to monitor the progress of the
complementary EEC and IBRD programs as well as 
keeping them
informed as 
to KMDP progress. It will also rationalize GOK
administrative commitments, reinforce the importance of serious
dialogue concerning market reform, and build a broadbased

understanding of ongoing market reform programs within the GOK.
 

2. Program Management
 

a. 	 G 

The Ministry of Finance will be the lead official coordinating
agency while the Ministry of Agriculture will be the lead data
collection, analysis, and planning agency and the Ministry of
Public Works the lead road improvement agency. Through the Policy
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Committee, the MOF will coordinate the more important, non-routine

interactions between the two lead ministries and the other
ministries affected by KMDP. 
MOF will not provide day to day
guidance to MOA or MOPW. 
 Instead, these institutions will be
individually responsible for implementing their work programs with
overall guidance from the quarterly Steering Committee meetings.
In the context of implementing ARMES's research, monitoring and
evaluation agenda, data and analytical results will be passed
between the MOA and the MOPW on a routine basis.
 

In early 1988, the Ministry of Planning and National Development

(MPND) formed a KMDP Development Committee (including
representatives from MPND, Agriculture, Supplies and Marketing,
Public Works, Central Bureau of Statistics, the Kenyan Range and
Environmental Management Unit and the National Cereals and Produce
Board) to supervise pre-design analysis and coordinate the
ccntributions to and review of the analysis. As KMDP's scope
narrowed, it became apparent that MPND's more national level
planning activities, and the workload that these responsibilities

required, precluded it from fulfilling an effective management
role. In contrast, the MOF's donor coordination activities, and
its interest in reducing NCPB's burden on the national budget,
identified it as 
the logical program coordinator.
 

The GOK will nominate officers to serve as the authorized GOK
representatives from each of the three main institutions, i.e.
Finance, Public Works and Agriculture. These individuals will have
direct responsibility for liaising between their departments and
the KMDP Policy Committee and for ensuring compilation and
transmission to the Committee and USAID of evidence demonstrating
satisfaction of conditions precedent. 
They will also be
responsible for transmitting working papers and monitoring reports

detailing program impact and outlining the ARMES research agenda
 
on an annual basis.
 

ARMES will be assisted by a long and short-term technical

assistance team during project implementation. The prime
contractor will be selected and expected to be operational by
early 1991. The contract will include funding to provide
specialized short-term (local and expatriate) technical assistance
for a thirty month period. In the interim before the team
arrives, the institutional components of ARMES will host 
a
pre-implementation workshop where issues will be discussed, a
schedule for the KMDP Policy Committee finalized, and a draft
research and monitoring agenda drawn-up. Concurrent with the
establishment of this agenda, 
an inventory of existing data
 sources, analytical capacity (computer templates, district level
MOA technicians), and conceptual frameworks will be conducted to
identify relevancy to KMDP needs, data gaps and additional
upgrading needs. 
 In addition, short-term technical assistance to
explore specific issues will be provided.
 

The MOA currently operates a wide ranging farm level and market
price data collection system. 
In terms of undertaking ARMES type
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activities, the basic personnel and structure are 
already in

place. However, the MOA will have to strengthen certain aspects

of its data collection, price dis -cmination, and analytical

capacities. The Ministry of Public Works staffing capacity is


that of
similar to the MOA's; however, a focus of assistance to

the MOPW will be in aiding them to continue and to strengthen

their reliance on private sector contractors for inter-market road
 
rehabilitation.
 

b. USAID
 

The Program will be managed by the Office of Agriculture of
USAID/Kenya which is currently staffed with five U.S. Direct Hires
and two Kenyan professionals (a project specialist and a program

specialist).
 

KMDP's daily management will be the responsibility of the Food for

Peace/Program Officer (FFP/PO) who will manage the road component

and the PL480 Program; the FSN Program Specialist-Agriculture who
will manage the ARMES component; and the Agricultural

Economist/Program Manager who will manage overall program

coordination and assist the FSN and FFP/PO in managing the ARMES
and roads component. The Agricultural Economist will also provide

analytical input to the policy dialogue and maintain GOK and donor
 
coordination.
 

The first year of the Program will be the most management

intensive while the systems 
are being established for monitoring

and reviewing the CPs for release of the funds and the achievement
 
of benchmarks. Concurrently, efforts will focus on designing the
collaborative relationships between the MOA and MOPW at 
the

national and district level. 
 Because the technical assistance
will not be in place at the time the first benchmarks are
 
scheduled to be met, the following division of labor is
 
anticipated.
 

The Chief of the Agricultural Office will be responsible for
assuring that the workplans, scopes of work, pre-implementation

workshops, and policy dialogue processes with the KMDP Policy

Committee and MOF representative remain consistent with the
overall program objectives and the objectives of the Agricultural

Office's portfolio. 
He/she will attend KMDP Policy and Steering

Committee meetings and other donor meetings when appropriate.

He/she will devote 15% 
of his/her time to KMDP program management

issues.
 

The Agricultural Economistrrogram Manager will be responsible for

the overall policy dialogue and the monitoring of GOK compliance.

He/she will supervise and coordinate the FSN international
 
development specialist's development of the scope of work for the
technical assistance component to 
the MOA (under ARMES), and the
Food for Peace/Program Officer's development of the scope of work

for technical assistance to the roads component. He/she will
collaborate with the FSN, FFP/PO, the MOA and MOPW representatives
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in outlining ARMES's first year research and monitoring agenda for
review by the KMDP Policy Committee. He/she %ill have primary
responsibility for the Marketing Information S:stem. 
He/she will
liaise with the MOF representative to 
ensure ti:.ely implementation

of reforms and to 
address unforeseen issues. He/she will also
have the overall responsibility for drawing up the RFP,

participating in contractor selection, initiating and finalizing

all documents necessary for program maoagement, and monitoring of
 any short-term technical assistance conteacts 
implemented. He/she
will coordinate the Program Office and Controller's Office FSNs

who are responsible for monitoring the counter-deposited local
 
currency. The Program Manager will devote 60% 
of his/her time to
 
these tasks.
 

The FFP/PO roads component manager will be responsible for

liaising with the MOPW's representative in designing the first

year's work schedule and technical assistance scope of work (in
conjunction with the FSN/Program Specialist-Agriculture),

implementing district level workshops, putting in place the
 
structures to monitor MOPW performance of policy reforms, and
developing the data collection structures necessary for monitoring
road improvement impact. 
 He/she will also be responsible for PL

480 Program implementation, monitoring GOK budget contributions,
and attending KMDP Policy and Steering Committee meetings, Donor

Road Program coordination meetings, and IBRD and EEC meetings in
the absence of the Program Manager. The FFP/PO will put in place
management information systems to track policy reform and program

implementation including: development of data bases; schedules for
commodity arrivals; district level data collection plans; contract
implementation schedules; commodity procurement plans; monitoring

of performance against indicators; and generation of program

implementation reports. He/she will devote 60% 
of his/her time to
these activities and will 
use REDSO/ESA engineering assistance as
 
required.
 

The FSN/Program Specialist-Agriculture ARMES manager will have
primary responsibility for monitoring and facilitating the MOA's
development of the data collection, analysis and report generation
structures necessary in monitoring program impact and informing

GOK decision makers. 
 He/she will have primary responsibility for

USAID/AGR's monitoring and evaluation of KMDP and will assist the
FFP/PO in develoing KMDP's management information system. He/she
will be responsible for drawing up the ARMES technical assistance
 
scope of work (in conjunction with the FFP/PO), assisting the MOA

in developing and implementing ARMES's first year workplan,

managing the KMDP pre-implementation workshop and relevant

district level training, and assisting the Program Manager with

the first year workplan for the MOA's Marketing Information
 
System. 
He/she will attend all KMDP Steering Committee meetings
and the other related donor meetings when appropriate. He/she
will devote 60% 
of his/her time to these activities.
 

Near the end of year one, the technical assistance team is
expected to be in place and by the beginning of year two it should
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be fully functional. The second disbursements are scheduled to
take place midway through year two. The technical a~sistance
 
contractor is expected to 
play a major role in the day-to-day

operation of ARMES and the monitoring of the impact of policy
changes and road improvements. Procedures for USAID monitoring
will be in place based on year one experience. Therefore, USAID
 
management time is expected to decrease to 
50% of the Agricultural

Economist/Program Manager's time, 50% 
of the FFP/PO roads
 
component manager's time, and 40% 
of the ARMES manager's time.
Due to the Agriculture Office Chief's responsibilities, there will
 not be a significant decrease in his/her time devoted to KMDP in
 
year two.
 

c. Management and Use of the GOK Contribution
 

The GOK will provide budget support equivalent to $38 million.

These funds will serve as additional budgetary resources 
for the
implementing agencies. 
Use of the Kenya Shillings will support
the policy, infrastructure and institutional goals of the Program
which are primarily limited to 
investment requirements on the part

of implementing institutions.
 

The MOF, MOA, MOPW representatives will be responsible for the
review of 
local currency budget support programming proposals.
Written recommendations from these representatives will be
 
forwarded to 
the MOF and copied to USAID. 
The Auditor General's

(AG) Office of the GOK has responsibility for audits of GOK
finance and will periodically audit the 
use of the funds to ensure
compliance with program intent and GOK procedures. Any reports or
audits performed by the AG on funds expended will be made
 
available for USAID review.
 

d. Manaaement and Use of DFA Sector Program Grant and
 
Counter-Deposit
 

KMDP DFA sector dollar grants will be disbursed against policy
reforms in line with program objectives. The USAID Program

Monitoring Committee will recommend to the Mission Director
whether dollar disbursements are warranted given GOK

implementation of the agreed upon policy reform conditionality.

This recommendation will be based on 
the Agreements, and

documentation and information provided by the MOF, MOA and MOPW

representatives via the Steering Committee.
 

The GOK will use the sector yirant for general imports. The
counter-deposited local currency will be jointly programmed with

the GOK to support sector program objectives. USAID will track
the implementation of program dollars and counter-deposited local
 currency according to procedures defined in the Saction IV. D.l.

and Section IV.J. of this PAAD, the program agreement and
subsequent PILs, guidance in 87 State 325792 (Annex H) and Bureau
 
guidance.
 

s. DFA Procurement Plan - Good. andService.
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Under the projectized element of the Program, $5 million in
 
contractor service support is planned. 
Under DFA procurement

policies, AID Geographic Code 935 is authorized. It remains A.I.D
policy, however, to maximize U.S. procurement whenever
practicable. 
At this stage, it is planned that two A.I.D. direct,
technical assistance contracts will be financed. 
One will be a
competitively awarded contract for provision of long and
short-term technical assistance to the Ministries of Agriculture

and Public Works, short-term training in-country, and commodity
procurement. 
 This contracc is planned to be a joint U.S.-Kenya
proposal and will utilize as 
much Kenyan technical assistance as
possible. 
The other technical assistance contract will be awarded
to Stanford University and the University of Arizona through an
buy-in to the centrally-funded Agricultural Policy Analysis

Project (APAP). 
 This contract will provide short-term and

long-term technical assistance to the University of Nairobi and
Egerton University in implementing applied research and analysis
programs employing the P'olicy Analysis Matrix (PAM) approach.
 

The anticipated source and origin of the commodities to be
provided under the overall technical assistance contract element
 
is as follows:
 

CmoiySource/Origin 
 Et au
 

($ 000)
 
9 Vehicles 
 935
 
Right-Hand Drive 
 (Mission blanket 
 $180
 

waiver)
 

8 Computers 
 000 
 $150
 

25 Traffic Counters 000 
 $123
 

7 Fax.Machines 000
 

'Total 
 $460
 

TA Contract 
 2,440
 

PAM DUZ-IM 
 000 $ 1,480
 

Total $ 3,920
 

f. G:ax Amendment
 

The Mission is examining opportunities for minority, women-owned
 
and Gray Amendment firms to participate in implementation

contracting. The technical assistance contracts will comply with,
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the requirement of Section 579 of the FY 90 Foreign Assistance

Appropriation .ct for mandatory subcontracting with Gray Amendment
entities, and with implementing regulations in effect at the time
of contracting. 
The current interim regulation, AIDAR Notice
90-2, would require that 10% of their dollar value be

subcontracted to 
Gray Amendment entities, unless the contracting

officer certifies that there is 
no realistic expectation of U.S.
subcontracting opportunities or unless the Administrator approves
 
an exception.
 

I. Implementation
 

a. Implementation Planning
 

The implementation plan provided below is based on the assumption

that the PAAD will be authorized by the end of April, 1990. 
 It
includes time schedules for achievement of conditions precedent,

KMDP Policy Committee meetings that will provide the main avenue

for policy dialogue, KMDP Steering Committee meetings, the

publication of working papers and other activities. 
 The final
evaluation will take place after the last disbursement has been
 
made in year three of the Program.
 

Implementation Plan
 

Acion XnkthLXear 

Selection and convening of 
KMDP/GOK Negotiating Committee 
(eventual KMDP Policy Committee) February$ 1990 

Naming of GOK/MOA and MOPW represents
tives for KMDP Steering Committee (to
meet quarterly) February, 1990. 

KMDP Steering Committee meets March, 1990 

MOPW private sector road improvement 
capacity study March, 1990 
MOA inventory of regulations-affecting 
maize and bean trading March, 1990 

PAAD authorized April, 1990 

Grant Agreement signed April, 1990 

Final date for compliance with GOK 
KMDP budget item establishment 
CP ($15 million PL 480) April, 1990 

PL 480 Agreement signed April, 1990 
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Interim commodity procurement plan 


GOK submits to USAID a description of"
existing movement control regulations 


Semi-annual meeting of KMDP

Policy Committee 


KMDP Steering Committee meets 


Baseline study implementation plans
 
finalized 


Pre-implementation workshop (Nairobi) 


Formal GOK concurrence with RFP 


GOK mandates MOA to collect, compile
and disseminate market price information 

Definition of ARMES and MOPW first
 
year workplans 


ARMES research agenda drafted 


GOK publication of existing

Movement control regulations 


MOPW and MOF provide proof of

increased road maintenance resources
 
for MOPW 


Baseline survey initiated 


KMDP Steering Committee meets 


Baseline survey completed 


Final date for compliance with GOK-RFP
 
concurrence CP ($5 million DFA for TA) 

Semi-Annual meeting of KMDP Policy

Committee 


Final date for compliance with
 
MOPW maintenance resources, market
 
reoulation announcement, and market
 
price information CP ($2 million
 
sector grant) 


TA Contractor in place 


KMDP Steering Committee meets 


April, 1990
 

May,'1990'
 

June,. 199'0
 

June, 1990"
 

June, 1990
 

June, 1990
 

June, 1990
 

June, 1990
 

June, 1990
 

June, 1990
 

June, 1990
 

June, 1990
 

July, 1990
 

September, 1990
 

September, 1990
 

September, 1990
 

December, 1990
 

December, 1990
 

January, 1991.
 

April, 1991
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:Final date for compliance with
 
GOK announcement of bean decontrol
 
and bean, millet, sorghum de
scheduling CP ($3 million sector grant.

and $15 million PL 480) April, 1991
 

MOPW and MOF provide proof satisfying

increased MOPW road maintenance resources,

CP 
 April, 1991
 

GOK provides evidence satisfying
 
movement control regulation
 
announcement CP 
 April, 1991
 

ARMES Working Paper on impact of

market regulation announcements April, 1991
 

Semi-annual meeting of KMDP
 
Policy Committee 
 June, 1991
 
Definition of ARMES 2nd year
 
workplan 
 June, 1991
 

KMDP Steering Committee meets June, 1991
 

Evaluation 
 July, 1991
 

ARMES Working Paper on impact

of bean decontrol and minor

grain descheduling July, 1991
 

KMDP Steering Committee meets September, 1991
 

Semi-annual meeting of KNDP"

Policy Committee December, 1991
 

KMDP Steering Committee meets December, 1991
 

KMDP Steering Committee meets March, 1992
 

GOK provides evidence satisfying

movement control regulation
 
announcement CP 
 April, 1992-


MOPW and MOF provide proof satisfying

increased MOPW road maintenance
 
resources CP 
 APril, 1992
 

Final date for compliance with
 
maize a i maize product movement
 
decontroi CP ($5 million sector grant,

$15 million PL 480) :April,',1992
 

KMDP Steering Committee meets June, 1992
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Definition of ARMES 3rdyearworkplan 
 June, 1992 

Semi-annual meeting of KMDP
 
Policy Committee 
 'July, 1992
 

ARMES Working Paper on impact of
 
maize decontrol and other program

activities 
 July, 1992
 

KMDP Steering Committee meets September,, 1992"
 

KMDP Steering Committee meets 
 December, 1992
 

ARMES Working Paper on program

impact 
 December, 1992
 

Semi-annual meeting of KMDP

Policy Committee 
 December, 1992
 

January, 1993
 

KMDP Steering Committee meets March, 1993'
 

KMDP Steering Committee meets 


Evaluation 


June,. 1993.
 

ARMES Working Paper on program
 

1993
impact 
 June, 

ARMES-University Working Paper
 
on areas for further policy reform June, 1993
 
TA Contract Close Out 
 June, 1993
 

Semi-annual meeting of KMDP
 
1993
Policy Committee 
 June, 

KMDP Steering Committee meets September, 1993
 

KMDP Steering Committee meets December, 1993
 

hRMES-University Working Paper
 
on program impact 
 December, 1993 •
 

kRMES-University Working Paper
 
Dn areas for further policy reform December, 1993
 

Semi-annual meeting of WLDP
 
Policy Committee 
 December, 1993
 
?ACD 
 February, 1994
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b,
, 611 (a) Assessment
 

Based on the Mission Director's review of the Program and
 
complementary Project documentation and consultations with GOK,
 
AID and external experts, it is his assessment that the financial
 
and other plans necessary to carry-out such assistance and a
 
reasonably firm estimate of the costs to the U.S. Government of
 
providing such assistance have been completed.
 

Based on the Mission Director's review of the Program and
 
complementary Project documentation, the political commitment of
 
the GOK to the reform agenda, and consultations with senior GOK
 
officials, it is his assessment that upon execution of the
 
Agreements, legislative action may reasonably be anticipated to be
 
completed in time to permi- the orderly accomplishment of the
 
purpose of this Program and Project. (See Annex J)
 

J. 	 FINANCIAL PLAN
 

The total fundiag level for KMDP is $55 million over a four-year
 
period. The source of funding for $15 million of the Program is
 
DFA. In addition, the GOK will contribute the equivalent of $38
 
taillion as a Kenya Shillings for the Program.
 

A total of $10 million is planned as dollar disbursements to be
 
provided by sector program grants in support of proposed policy
 
reforms. The $10 million is expected to be disbursed directly to
 
the MOF in three tranches subject to documented accomplishment of
 
the policy reform conditionally.
 

Dollar disbursements will be made as follows:
 

a. 	 A.I.D. and the GOK will sign a sector dollar grant agreement
 
which will contain policy reform conditions precedent tied to
 
the dollar disbursements. The conditionality will be set out
 
in substantive terms with the understanding that elaborations
 
and modifications, within the substantive context, may be
 
undertaken by the Misvion through PILS.
 

b. 	 Upon GOK compliance, satisfactory to A.I.D., with the
 
conditions precedent, the Regional Accounting Management
 
Center (RAMC) Paris will be requested by the Controller,
 
based on documentation provided by USAID/Kenya, to issue a
 
U.S. 	dollar check to t e Central Bank of Kenya.
 

c. 	 The USAID/Kenya Cashier will hand-carry the check to the
 
Treasury of Kenya, from where he/she will obtain a receipt

which USAID/K will copy to the MOF. At the time of deposit
 
into the special account, the bank will send a receipt

containing the check number, amount and dat, of deposit to
 
the USAID Controller.
 

d. 	 At the time of the deposit of the dollar check into the
 
special account, the GOK will counter-deposit an equivlent
 
amount of local currency into another special account.
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In addition to the $10 million in dollar sector grant, $5.0
 
million is proposed to be obligated through a complementary

Project Grant Agreement. The $5.0 million is planned for
 
technical assistance, commodities, training, policy studies,

seminars/workshops, and audit/evaluation. 
 Four million will be
 
obligated in Fiscal Year 1990 and the remaining $1.0 million
 
planned for FY 91. The local currency from the counter-deposit

will be jointly programmed in support of sector program
 
objectives, general agricultural budget support, uses which are
 
separate from the $38 million equivalent host country

contribution. The deposits and expenditures from the local
 
currency special account will be monitored by USAID through a
 
contract with a local accounting firm.
 

Direct A.I.D. contracting under two contracts to be managed by
 
USAID/Kenya/AGR is planned, using standard A.I.D. procedures. The
 
method of financing will be direct payment. Normal USG audit
 
provisions will apply under the project grant to the technical
 
assistance contractor(s) with whom USAID will have a direct
 
contract relationship.
 

Procurement of office and household furniture and equipment for
 
the technical assistance team will be carried-out by the U.S.
 
contracting instig-tion involved in accordance with USG
 
regulations. Some commodity procurement for the GOK implementing

institutions will require foreign exchange and may need to be
 
executed prior to the arrival of the technical assistance
 
contractor. Standard A.I.D. procurement procedures will be
 
followed.
 

Food assistance disbursements will be made as follows:
 

a. A.I.n. and the GOK will sign a PL 480 Food for Progress

Agreement which will contain policy reform conditions
 
precedent tied to the provision of annual food assistance.
 
The policy conditionality in the Food for Progress agreement

will parallel the Program Agreement conditionality for the
 
sector dollar grant.
 

b. On the basis of an "annual review" process which will
 
incorporate performance evaluation factors and required
 
reports, agreement will be reached as to whether the GOK has
 
satisfied the conditions pre,.-,dent. Once agreed upon, the
 
Country Team will notify the USG Food Aid Sub-Committee (DCC)

that conditions have been met. The commodity to be called
 
forward and time and place of delivery will be laid out in
 
the agreement.
 

C. The GOK will follow in detail the section on "Commodity
Arrangements" found in the Food for Progress Agreement.
 
Commodity arrangements will specifically address the issues
 
of ocean transport costs, and freight forwarding and booking.
 



d. 	 The agricultural commodities will be admitted duty free and
 
exempt from all 
taxes.
 

a. The GOK will make all necessary arrangements for receiving

the agricultural commodities and will assume full
 
respcnsibility for storage and maintenance cf the
 
agricultural commodities from the time of delivery at the
 
port.
 

f. 	 All claims due to losses, damages or misuse of the
 
commodities will follow the procedures outlined in the food
 
assistance agreement.
 

The GOK contribution will be managed as follows:
 

a. 	 The GOK will establish a K14DP budget line item in the
 
Ministries of Agriculture and Public Works into which it will
 
budget and expend $38 million (equivalent) of Kenya Shilli..gs
 
over the life of the Program.
 

b. 	 These funds will be programmed by the GOK.
 

c. 	 The local currency funds will be expended by the MOF, the
 
MOPW and the MOA in accordance with established GOK
 
procedures.
 

d. 	 At various points during the Program, the GOK will make
 
documentation available to USAID to demonstrate that the
 
local currency was budgeted and expended as agreed upon. The
 
GOK will procure the services of an accounting firm, using

funds from the GOK local currency contributions, to track its
 
local currency expenditures.
 

2. 	 Budaet Tables
 

The following budget tables are found on the next three pages:
 

Table 6 Illustrative Budget -- DFA and FFPr
 

Table 7 Illustrative GOK Budget Contribution
 

Table 8 Methods of Implementation and Financing
 

K. Environmental Consideration
 

Although the GOK's local currency contribution's for road
 
rehabilitation are not subject to Regulation 16 and are not
 
jointly programmed with A.I.D., the Program has been designed in
 
keeping with the April 1988 AID Policy Paper entitled "Environment
 
and National Resources" and provides responsible safeguards for
 
the environment.
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Kenya Market Development Progra.
 
t ustrifive! Expenditure, Budget 

FY FY ,FY FY Total 
1990 1991 1992 .1993 iudget
 

............---.
........
-----------------..........................................
 

1.Policy efore Conditionality
 

(a)DFA 

Ib)
Food ior Progress 


2.Tethnical Assistance
 

(a)Long-tern -- Ministries 
(b) xpatriate -- Universities 
(.cLocal -- Universities 
(d)University Operating Costs 

(e)Short-term 


3.Co4modities
 

(a)Vehicles 

(b)Comouter Svstems 

(c)lraific Counters 

(dl Fax machines 


4.Training
 

, orkshops & Short Courses 


S.Other Costs
 

Evaluations 

E,'jwp~ent maintenance' 
Contingency .. 

2,000 13 00 5,000 10,000
 
15.001 10,000 5:ISI00 40,000
 

50.000
 

450 900 750 2,100
 
150 300 150 
 600
 
127 127 126 
 360
 
97 197 96 290
 

200 175 175 550
 

3,920
 

10 
 180
 
150 
 150
 
123 
 123
 
1 
 1
 

460
 

20 20 20 
 60
 

ISO ISO 30A
 
'50 61) 51) 16
 

25 25 25 25 
 100
 

560
 ................. 1.......
,529 14,84
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..Kenya Market Developeent Program
 
Illustrative Budget
 

.GOK Budget Contribution
 
WlOODl
 

FY FY FY
FY Total
 
lIte 1990 1I 1992 1993 Budget
 

--- - ----- --- - -- -- .--- - -


1.Road Rehabilitation t 

Road Rehabilitation 
 7,400 7,400 7,400 22,200

Road Structures (e.g. bridges) 750 750
750 2,250

Road Maintenance 
 465 1,400 2,320 4,185

Travel -OWo 3 8
8 9 27

Road Inspection Visits 3 3 3 T 12
 
Data Collection (HOPW) 300 500 
 500 500 1,800

I.A., Environmental Impact |00 5r0 100 300
 

30,774
 

2.Market Information
 

Data Collection (MOAI 385 425 425 
 425 1,660

fMedia Costs 
 Is 20 60
40 135
 
Facility Development (MOA) 
 35 65 100
 
Other costs 
 50 75 75
75 275
 

2.170
3.Other 


Training 
 50 to0 100 50 300
 
Sesinarstvorkshops 
 25 
 40 40 30 135
 
Technical iNsistance (Short) 50 150 500
150 150 

L.C.Monitoring 125 135 135
135 530
 
Other costs 
 125 125 25
100 375

Contingency (Q 92) 782 783 782 783 3,130 

4,970 

-------------------...---------......--------------

1,9.13 11,114 12,073 12,814 38,000 

I The cost 0t renabilitating 1.500 kil'1,.t ,iof road to gravel standard isbased 
on a Per kicloteter rate of Ul2,c83. The 'ost of rehabilitation includes an additional 
$14.390 or kilometer for sealing 200 (McPW orojectioni of the 1,500 khioseters. The
 
cost of roa structures was based an an avera;e kilometer cost -f 
.41.21A. The Cost 
of muintaining the reni!ihtated roocs was casea on an annual cost of $1.554 per

icceter, witn aintenance phasec zn as renaailitation wort procresses.
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Mlethods of Italementatior, and Financing, 
($C000)
 

Total
Method of Method of 
I Implementation Payment, 

I.Policy Reform Conditionality
 

(a)DFA P~ogra Grant Sector Program 6rant 101000
 

FFP Grant Food Shipments 40,400
(b)Food for Progress 

50,000
 

2.Technical Assistance
 
-.-------.---------- DOirect A.I.D. Contract Direct Payment
 

(a)Long-term -- HInLstries 2.10 

(b)Expatriate -- Universities WO 
380(c)Local --Univvrsities 


(d)University Ope,'ating Costs 290
 
550
(e)Short-term 


7.920
 

Direct A.L.O. Contract Direct Payment
S.Commodities 


190
(a)Vehicles 

ISO
1b) Computer Systems 

123
(c)Traffic Counters 


(d)Fax machines 1 
460 

Direct A.l.D,Contract Direct Payment
4.Training 


Workshops &Short Courses 60
 

Direct A.1.D. Contract Direct Payment
5.Other Costs 


300

Evaluations 
 160

Equipment Maintenance 
 too
Contingency 


........7- --
...................
..............
-------------------..-------..... 



- 79 

1. Program Description
 

KMDP will provide support for rural road maintenance and
 
rehabilitation. No new roads will be built, and no roads to be

rehabilitated will be rerouted. During the four year program

life, the equivalent of $30.7 million from the GOK contribution

will be used for the rehabilitation of approximately 1,500 kins of
 
rural roads in agricultural districts in the following areas: 1)

Kisii, 2) Nakuru, 3) Nyeri, 4) Kakamega, 5) Uasin Gishu, 6) Kitui,

and 7) Narok.
 

The rehabilitation of the roads could have detrimental
 
environmental effects if environmental considerations are not
 
included in the design and execution of the rehabilitation. For
 
example, road slopes and drainage patterns could have negative

environmental effects through erosion. Alternatively, the pits

from which local materials (gravel sand) are taken could adversely

affect local environmental conditions.
 

2.Coeat
 

In order to ensure that this does not happen, the program grant
 
agreement will provide the following covenants:
 

a. The Government of Kenya does hereby covenant to undertake an
 
assessment of the environmental consequences of its road
 
rehabilitation activities financed by its contribution to 
the
 
Kenya Market Development Program, which assessment shall include:
 

(1) a review of adverse environmental impacts for each said GOK
 
road rehabilitation design and execution; and
 
(2) a plan for mitigation of identified adverse environmental
 
impacts, if any.
 

b. The Government of Kenya shall provide to USAID, on a no 
less
 
than annual basis, a report setting forth for each completed A'oad
rehabilitation activity financed by the GOK contribution to te

Kenya Market Development Program to include:
 

(1) a description of each road rehabilitation activity;

(2) a statement of the adverse environmental impacts, if any, of
 
said activity;
 
(3) a description of steps taken to mitigate said adverse
 
environmental impacts; and
 
(4) an evaluation of the success or failure of said mitigations.
 

3. DFA Funde,'PLo.rtion of Program
 

The DFA portion of the Program will provide $10 million to be
 
disbursed as 
a sector program grant against achievement of
 
mutually agreed upon policy objectives and $5 million to fund
 
technical assistance in support of the institutional requirements

needed to make and maintain the policy changes. The attached IEE
 
provides a categorical exclusion for the DFA funded portion of the
 
Program. (See Annex F)
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V. FEASIBILITY ANALYSES
 

A. Economic Impact Analysis
 

KMDP 	economic analyses have emphasized a unique feature of the

Program: the linking of 
a market reform component to a

complementary infrastructure development (inter-market roads)

component. The summary costs 
and benefits associated with each
 
component are clearly identifiable in Table 2. 
This 	section
 
covers the following topics:
 

o 
 A brief review of the derivation and critical assumptions

involved in the cost and benefit streams 
in Table 2;
 

o 	 A review of the internal rate of return calculations for the
 
two major components and KMDP as a whole;
 

o 
 A summary discussion of the overall economic justification
 
for the Program.
 

1. KMDP Cost and Benefit Streams
 

The cost streams in Table 2 are described in detail in Sections
 
IV.D, Program Inputs and IV.J, Financial Plan of the PAAD. Here
 we note simply that costs are made up of US dollar costs (DFA

sector program grant and project funds) and costs financed by the
GOK budget. 
 In the latter category are administrative costs in
the Ministry of Public Works and the costs of maintaining the
roads rehabilitated under the KMDP inter-market roads component.

Greater detail on the derivation of the roads component costs and

benefits are contained in unattached Annex F, Transport Sector
 
Analysis.
 

Market reform component benefits are attributable to the

elimination of movement controls on maize and beans and related

reforms and in the wider dissemination of better market

information. Efficiency gains take the form of maize and bean
marketing cost reductions and the resulting savings that 
accrue to

the informal maize and bean trade (i.e. 
that 	trade which is

outside the current NCPB/major mills network). They are

determined by estimating potential reductions in marketing margins

at the wholesale level.
 

The overall market share of inforr:3l trade in grain markets has
been growing in recent years relative to that of the NCPB.
Analysis of maize marketing channels and practices indicates that

substantial savings could be realized if shipments were
unrestricted by quantity or destination. 
For example, current
small-scale wholesalers in Eldoret purchase maize from local

traders ("first handlers") for KShs 315 (about $15) per 90 kg

bag. They incur expenses of KShs 60 in shipping the maize in
small volumes (less than 10 bags) to their customers in adjoining

seasonal deficit areas. 
 If maize movement among districts were
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permitted, traders would be allowed to purchase maize directly

from farmers in surplus producing areas and deliver it by the
 
truckload (about 100 bags) to their customers in deficit areas.
 
Under this scenario, the traders would accrue estimated savings of
 
KShs 65 (about $3) per bag reflecting a combination of a lower
 
cost of goods and lower unit transportation and handling costs.
 
Numerous similar examples were worked throug.' during the PAAD
 
economic analysis and consistently the savings realized through

efficiency gains were in the KShs 55-75 per bag range. Assuming

turnover in private channels of 7 million bags oer year, the
 
aggregate gross saviigs are on the order of $20 million per year.
 

Trading in beans is equally constrained by formal system rules,
 
even though only a fraction of marketed volumes actually reach the
 
NCPB. Under present policy conditions, excess marketing costs
 
average about KShs 75 ($3.50) per bay. As with maize, these costs
 
are directly attributable to the maneuvering, inefficient
 
practices and unnecessary intermediaries that are used to
 
circumvent movement controls. Interestingly, the KShs 75 per bag

affects both small-scale traders (mainly in the form of handling

costs) and unauthorized larger-scale traders who engage in
 
inter-district arbitrage (e.g. Kisii to Nairobi), but must pay

substantial rents at roadbloch3 along the Gross savings of
route. 

$3.50 per bag on private sector trading volume of 1.8 million bags

of beans would aggregate to $6.3 million per year.
 

In Table 2, the estimate of net benefits to the Kenyan economy of
 
the elimination of movement controls on maize and beans represents

only about 30 % of the cost savings from the reduction in maize
 
and bean marketing margins. This is because only the
 
distributional efficiency savings (composed of reduced real costs
 
for handling, transport, and informal rents) are considered to be
 
net economic gains to the econom- as a whole. The rest of the
 
marketing margin reduction represents transfers within thie
 
economy, primarily from a sub-group of small market traders to
 
producers, consumers, and wholesale level traders.i/
 

Overall the marketing reforms, under very conservative
 
assumptions, produce a stream of benefits of approximately $59
 
million over ten years against costs of about $25 million,
 
occurrina laraplv in I-ha FireA 4-hrn uar
 

A/One could also assume that some of the reduced margin

going to traders and producers would have further secondary

impacts on increased maize production and on reduced costs from

wholesalers having a greater propensity to reinvest extra profits

in transport, btorage and handling facilities which would further
 
reduce the aggregate costs of marketing. However, none of these
 
secondary benefits have been included in this summary economic
 
analysis.
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2. Distribution of Benefits fiom Marketing Reforms
 

The 	benefit streams in Table 9 were estimated to be distributed to

producers, consumers and traders in the expanding wholesale
 segment of the vertical marketing channels for maize and beans.
The projected impacts of potential reforms at the farm level for
two farm sizes (under and over 8 hectares) and six Provinces of

Kenya, are summarized below in Kenya Shillings:
 

Table 10
 
Benefits in KShs Millions
 

zoeSmall 	 Larg Ttl fToa
 

1. 	Coast and
 
"Dry East 25 0 25 2%
 

2. 	Central and
 
"West East" 129 7 136 11%
 

3. 	Rift Valley 346 368 714 60%
 

4. 	Nyanza 91 8 99 
 8%
 

5. 	Western 211 8 219 
 18%
 

Totals 	 802 
 391 1,194 100%
 

These results indicate that a greater than proportionate share

of the KMDP farmgate benefits will flow to Rift Valley farmers,
while less than proportionate benefits go to zones 1, 2 and 4

above. Western Province (zone 5) is a third case that will

receive benefits which are proportionate to maize production

levels there. 
 The 	basic logic is that traders will tend to
 
concentrate on areas such as Upper Rift which have substantial
 
surpluses to export to other regions and where better

infrastructure and past practice give a definite advantage to

the region's farmers, with benefits going most rapidly to
larger farms which may have been benefiting selectively already
by being able to skirt the movement controls one way or another.
 

When we look at the distribution of benefits going to traders
 
and consumers, we see that overall, shilling benefits from the
elimination of controls are distributed as follows during the

early and later years of the KMDP effort:
 



- 84 -

Table l!
 
rarcent of Benefits to:
 

Time Period 	 Prdcl 
s~Trar Q6nsumis
 
,,	Years 2-4 27 37 36
Years 5-10 
 40 20 
 40
 
First 10 Years 36 25 39
 

Early excess profits are important to stimulating trade as they
provide incentives for others to enter the maize market which
would then increase competition and eventually contribute to

higher prices going to producers and to consumers paying less for
basic food supplies. 
 It should be noted that consumers in earlyears of the Program benefit substantially more than producers

(twice as 
much in year 2) since they are more concentrated and
easier to reach than producers. The economic analysis of the
market component is further explained in unattached Annex A,

Economic Analysis.
 

3. Cost and Benefits of the Roads Component
 

KMDP road investments are intended to integrate the system of
Class C and D roads with district centers and production areas,
and upgrade existing inter-market roads to gravel standards.

economic analyses are based on the evaluation of three cases: 

The
 

Class C and D road projects in a high potential maize surplus 
area
(Nakuru), a high potential cash crop area 
(Kakamega or Kisii) and
 
a grain deficit area (Kitui).
 

Because reductions in transport costs 
are the most direct benefits

that accrue to users of an improved road urder a regime of
competitive markets, these benefits are used as the basis for the
analyses. Vehicle operating costs savings come about when a
gravel road in poor condition is restored to 
its original design

standards. Because such an improvement results in changes in the
surface condition of the road, the costs of operating vehicles
 
over the road are lowered. The resulting transport benefits were
first annualized and then projected over 
the life of the improved
road. The discounted benefits were then compared to the
discounted costs of construction and the costs of both routine and
periodic maintenance of the road improvement over the same period
of time. 
The net benefits (i.e., the discounted benefits minus
the discounted costs) were used to conduct the internal rate of
 
return.
 

The procedure used in performing the analysis was to evaluate a
base case scenario first for Class C and D roads in the two high
potential 
areas and in the low potential areas. Under the base
case scenario, the economic analysis was conducted on user savings
only. 
The costs of inputs for the base case analysis included the
construction costs estimated at KShi 260,000 ($12,700 @ 20.5
KShs/U.S.$) per km, annual maintenance costs estimated at KShs
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10,900 ($531) per km for routine maintenance and KShs 150,000
 
($7317) per km for periodic maintenance. All cost inputs were
 
shadow priced for the foreign exchange component and for the use
 
of the unskilled labor to reflect economic costs rather than
 
financial costs. (The shadow prices are based on I.B.R.D. 1986.)
 

Vehicle operating cost savings or user benefits were estimated on
 
the basis of the savings achieved from using an earth road in poor
 
condition as compared to using an improved gravel road. Vehicle
 
operating costs can be grouped into two categories consisting of
 
fixed costs and variable costs. Fixed costs are those incurred as
 
a result of owning the vehicle such as license fees, taxes,
 
insurance and depreciation. Variable costs, or more precisely

running costs, relate to those costs incurred as a result of
 
putting the vehicle into service. Variable costs include: fuel,
 
oil and lubricant consumption, spare parts consumption, tire
 
consumption, maintenance repair costs, crew costs, and idling
 
costs.
 

Fixed costs represent 65% of total operating cost for a seven-ton
 
lorry or about KShs 35.75 per km. The variable costs are 35% of
 
the vehicle operating costs or KShs 19.59 per km. Assuming that a
 
lorry spends 50% of its running time on a gravel road and 50% on a
 
paved road (both in good condition), the operating cost should be
 
approximately KShs 18.76 per km. However, because of the road
 
conditions prevailing in the study area, the running costs per km
 
for a lorry are estimated to be 53% (KShs 6.81 per km) above what
 
they would be if the roads were in good condition.
 

In order to estimate indicative aggregate cost savings brought

about by KMDP road improvement investments, it is assumed that
 
over ten years average daily traffic on the 1,500 kms of road to
 
be rehabilitated would average 50 seven-ton vehicles. (This

figure is derived from MOPW estimates of present road usage levels
 
and represents the transportation of 1.01 million 90 kg bags of
 
maize, a reasonable figure considering total national annual
 
formal and informal maize marketings of approximately 13.5 million
 
bags.) Based on that volume of traffic, and the 6.81 KShs per km
 
cost savings estimated above, total running cost savings over ten
 
years (2600 operating days) are estimated at $64.9 million (@20.5

KShs/U.S.$). As these assumptions cannot be based on exact
 
projections, the case studies were subjected to sensitivity

analysis illustrating the effects of 25% reductions in average

daily traffic or cost savings. These are illustrated in the the
 
tables in Unattached Annex F, Transport Sector Analyses.
 

4, Proaram Economic IRR's and Justification
 

Internal rates of return, after four and ten years, were
 
calculated for both of the major KMDP components, market reform
 
and inter-market roads, and for the Program as a whole. Results
 
of these computations are summarized below:
 



Table 12
 
Internal Rates of Return after:
 

,Market Reform -18% 29% 

Market Roads -26% 32% 

Total KMDP -23% 30% 

It will be noted that the market roads component has a slower 
rate

of payback but that the 32% 
rate of return after ten years is
considered very good for investment in rural 
roads
infrastructure. 
 Because the major policy component of maize
 movement decontrol occurs in year three, the accrual of a positive
return is not evident during implementation of the initial four
 
years.
 

The rates of return for the market reform component reflect the
large savings which can easily be realized through economies of
scale if normal private wholesalers of maize and beans are allowed
 
to expand without distortions due to restrictions on supply
movements between surplus and deficit areas. 
 This is the heart of
KMDP: 
 it is both the major economic justification for the Program
and the most difficult part of the policy agenda for the GOK to
accomplish. The reasons for hesitation in adopting simple reforms
with clear-cut benefits are partly due to the inertia of marketing

system policies which have been in operation for 50 years, and
partly to legitimate concerns on the part of the GOK that it be
able to fulfill its critical role in assuring national food
 
security.
 

As previously discussed in Section III.C.I., Other Donor

Assistance, GOK and donor representatives have voiced concern over
the potential negative impacts of movjment control elimination on
the financial viability of the NCPB. 
 It is felt that during a
transitional period to greater maize market liberalization,

decontrol would threaten NCPB's ability to purchase and sell
enough maize to avoid net increases in per unit throughput costs.
Increased costs would cause greater NCPB operating deficits and
greater requirements for national budget subsidies. 
This would
have a negative impact on the economic feasibility of the
Program. However, analysis has found 
:
 

o 
 Under average and bumper supply conditions, the elimination of
the controls would not appreciably affect the NCPB as a buyer
since its harvest price would generally be above prevailing

market levels because the time period when NCPB purchases the

majority of its stocks is immediately after harvest when
informal market prices are at levels generally below NCPB's
 
prices;
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Under mild deficit conditions, it is clear that liberalization
 means 
that NCPB would have to compete on price for its needed

stock acquisitions. 
 This effect would be transitory, however,
since under more severe deficit and drought conditions, NCPB
would cease buying and begin the release of the security stock
while it considers increased food aid and commercial imports

of cereals; and
 

o Administrative monitoring of miller purchases, and fines as 
a
disincentive to millers seeking their supplies from other than
NCPB sources will provide short-term protection of NCPB's
wholesale market outlets while it increases its operational

efficiency and competitiveness.
 

B. Social Impact Analysis
 

During the process of PAAD design, field studies were conducted in
districts targeted for assistance under KMDP. 
The study team
focused its analysis on market linkages and spatial relationships
between production areas and markets, and then on the principal

socio-economic groups involved in the marketing system for maize
and 	beans. To lay the groundwork for identifying probable
"winners" and "losers" under 
a scenario of policy reform, the

analysis began with the stakes that various groups have in the
 
current system.
 

Important distinctions were noted in the capacity and performance

of the formal system in purchasing the output of different
producer groups, and meeting the needs of various consumer
 
groups. In large part the uneven performance of the NCPB system

and the development of an active "informal system" of private

trade which operates in parallel are traceable to its origins.
The predecessors of the current Board were organized half a
century ago, with the objective of ensuring a market and a
gazetted price for large farmers (then exclusively Europeans), and
ensuring delivery of grain and flour 
(through the closely

connected milling industry) to consumers 
in urban areas. Yet
while Kenya's rural economy and land tenure systems have been

substantially transformed since that time, altering the

relationship between producers and markets for maize and beans,
the monopoly/monopsony status and associated regulatory system of

the Board have remained essentially the same.
 

By increasing transparency and deregulating the existing informal

trade, KMDP offers advantages to groups who have not been well

served under the existing system:
 

o 
 Medium-scale maize farmers, especially in resettlement zones,
who depend on maize as an important income source, will be

able to direct their significant surpluses to a wider range of
 
buyers;
 

o 	 Wholesalers and medium to large-scale traders, who will
realize greater economies of scale because they no longer have
to maneuver around the restrictions of the formal systems;
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o, 
Rural consumers in many regions, especially those living in
 
areas 
that experience seasonal deficits characterized by

severe price swings, such as the districts adjoining Lake
 
Victoria or 
those in Central Province which have switched over
 
to high value cash crops; and
 

o 	 Lower-income urban consumers, who would have greater 
access to
 
grain for unsifted pQsho flour, especially under bumper

harvest conditions when producer prices are relatively low.
 

One 	of the most significant transformations will take place in the

marketing channels between rural surplus and deficit 
zones. Here.
 
the increased efficiencies in handling and transport will be

achieved through elimination, on average, of one handler/middleman

in the chain. Some of those displaced are likely to be women
 
traders, in cases where the freer flow of trade favors

consolidation of shipments into lorry loads or pick up loads,

rather than very small quantities sent via donkeys, bicycles,

buses, or ma±atdu . However, the success of women entrepreneurs in

the marketing of unregulated commodities such as potatoes,

bananas, and vegetables - many already operating at large-scale,

with their own means of transport - suggests that in a more open

and competitive trading environment, some of those now dealing in
 
maize and beans will be able to expand and prosper.
 

The 	reduction of prices during the "hungry season" of April to

July in seasonal deficit areas will be one of the key indicators
 
of program impact. In these areas, not only are there large

numbers of female-.headed households, but rural purchasing power

tends to be low and the scarcity of maize and beans after stocks
 
from the previous harvest 
run 	out creates a genuine hardship. By

opening up the flow of staples into these areas the Program should

have direct, measurable impact on the consumption of affected
 
houiseholds.
 

The ARMES unit of KMDP will be provided with adequate support to
 
carry out several key functions, among them:
 

o 	 Reporting on price indicators to monitor changes in spatial

and seasonal differentials;
 

o 	 Short-term diagnostic studies to dig deeper into issues
 
arising from data on price patterns and trends;
 

o 	 Longer-term applied research, using the Policy Analysis Matrix
 
(PAM) and other methodologies at the farm level to improve

understanding of commodity systems; and
 

o 
 Helping to develop and refine a comprehensive strategy for
 
food security.
 

The 	first two of these functions will be implemented so as to
 
provide analysis and result with a quick turn around so that USAID
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and GOK policy makers are able to monitor program impact, identify

vulnerable groups (or intended beneficiaries who have not yet been
 
reached), and take remedial action.
 

The proposed infrastructure component to rehabilitate roads
 
linking markets is being modelled on th3 successful Minor Roads
 
Program which enjoys multi-donor support. The MRP has pioneered

efforts to ensure that women benefit from employment

opportunities, and road improvement under KMDP will draw on its

experience and procedures. Private contractors engaged by the
 
Ministry of Public Works to upgrade linkage roads 
(Class C and D)

will be required to observe the criteria of the Ministry.
 

C. Beneficiary Impact Analysis
 

KMDP economic analysis shows that the net benefits from the
 
proposed marketing policy reforms and from the market roads
 
program amounts to $ 73.3 million at the end of ten years. 
 The
 
road improvement program will result in immediate benefits as
 
producers and consumers gain better access to markets, and traders
 
experience less transport costs. 
 The most important benefit
 
stream, both in terms of policy reform and in terms of the size of
 
annual benefits to the Kenyan economy, is that associated with the
 
elimination of movement controls for maize. 
This summary points

out the expected impact of reform on beneficiaries and losers
 
among Kenyan maize producers, traders, millers and consumers, and
 
the potential effect of resultant changes on agricultural
 
productivity.
 

1. Beneficiaries
 

Elimination of movement controls will result in significant gains

in income for those medium-scale (8-20 hectares) farmers who
 
concentrate on maize production. These farmers have a sizeable
 
market surplus. Smallholders in grain producing areas will
 
experience relatively modest gains in income because, typically,

they sell small amounts soon after harvest when prices are low.
 
In a free market, however, this category of farmers, because they

are less prone to drought, would get higher incomes during deficit
 
years as prices rise due to scarcity in other areas. In good
 
years large scale farmers will get higher prices created by

competition, but even larger financial benefits would accrue in
 
deficit years as they market large quantities to drought affected
 
areas.
 

Among the traders, large-scale wholesalers would see a big

improvement in business. 
 Lifting of movement controls would make
 
their operations more profitable and allow expanded wholesaling

operations with greater efficiencies. These large benefits would
 
attract new entrants causing effective competition and higher

producer prices. Major marketing cost savings will be a result of
 
this improvement in operational efficiency which is currently

impeded by trade restrictions. Analysis based on field data
 
describes marketing savings of approximately KSh 65.00 a bag of
 



- 90 

maize as it moves from the farmgate or first handler level to the
 
mills, wholesalers or retailers. Under reform, small-scale
 
.traders using donkeys and moving small loads on matitia will
 
retain their niches as strictly local retailers and 'first
 
handler' assemblers.
 

The P.9_Q milling industry would continue to grow in both urban
 
and rural areas, with areas currently experiencing grain shortage
 
due to seasonal deficits seeing the highest growth. Posho millers
 
would save costs currently incurred due to maize movement
 
restrictions and would have no difficulties in obtaining grain to
 
deal with the unmet P demand, especially in the large urban
 
centers.
 

Maize consumers in all income groups would benefit under reform.
 
The biggest impact would be on consumers in seasonal deficit areas
 
such as the Lake Basin, Central and Eastern Provinces, and urban
 
consumers in the low income category. Price distortions due to
 
restrictions on trade cause unfavorable seasonal price swings in
 
seasonal deficit regions. This situation would change as supplies
 
move more freely, and "hungry season" maize and bean prices fall.
 
Low income consumers who spent approximately 40% of food
 
expenditure on maize would be better off as grain and posho flour
 
become available for purchase. Normally, this group prefers
 
unsifted pQao which costs KShs 4.20 per kg as opposed to KShs
 
5.60 per kg for the sifted flour, a 30% difference. Apart from
 
access, this group would actually reduce expenditure on food by an
 
estimated 13% by eating more of the preferred cheaper posho
 
flour. Consumers in chronic deficit areas like Kitui and Marsabit
 
would see a smaller impact es NCPB is likely to remain the main
 
supplier. NCPB has a well developed supply network following
 
recent food security concerns over these areas. At the same time,
 
these areas are not currently served by competitive private trade.
 

2. Losers
 

With reform, medium to small-scale wholesalers are likely to be
 
squeezed out unless they shift to more cost-effective means of
 
transport. Currently, they move small loads on matatus or on top
 
of buses packed in less than one bag loads to escape institutional
 
transaction costs and the police, and do not make much money on
 
their operations. A day's turnover is about one 90 kg bag, making
 
about KSh. 0.30-0.50 per kg and therefore approximately KShs.
 
27.00-45.00 per day. Permitting large trading volumes and lorry
 
load shipments of seven tons and over would mean that some
 
small-scale and medium-scale traders would be out of business. A
 
few large milling companies represent the second group that would
 
see reduced advantages in a less protected situation where they

would need to compete for their supply with private traders and
 
the smaller goshm millers.
 

We also anticipate that the current beneficiaries of the syste :f
 
economic "rents" will be losers due to the removal of movement
 
controls. This group's possible range of reactions and the
 

http:27.00-45.00
http:0.30-0.50
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anticipated effects of these reactions are dealt with in detail in
 
Unattached Annex I - Political Analysis.
 

3. Effect of Present Policies on Incomes of Different Groups
 

Under current policies, the large-scale farmers (over 20 hectares)

and large milling corporations have an advantage in the maize
 
industry. Large-scale farmers annually producing anything up to
 
2,000 bags and over benefit from NCPB's bulk buying, storage and
 
transportation facilities, including the railway system. Many

farmers in this category also enjoy privileged access to large

millers and private markets. Under reform this group is likely to
 
prefer to sell their maize to their existing customers in bumper

and normal years, while in deficit years they will probably take
 
advantage of liberalized markets to transport grain to seriously
 
affected areas where they would fetch a price above that offered
 
by NCPB. In any case, most large-scale farmers earn substantially
 
more income from wheat and dairy productiin; thus, any reform in
 
the maize market is likely to affect only minimally their overall
 
incomes. The large millers' income growth has been favored by the
 
gazetted price structure of the current system. They have done
 
even better, in financial terms, when they were able to purchase

maize through the "back door" directly from large farmers or lorry

traders. Even under conditions of market restructuring and
 
probable growth in the market share of private traders, it should
 
be emphasized that most of Kenya's large millers have the
 
resources and experience needed for successful adjustment.
 

Some small-scale farmers, small traders and high-income urban
 
consumers have also benefited to some extent under the current
 
system. Small-scale holders in grain producing areas have
 
experienced a slight advantage in Oumper and normal years because
 
access to NCPB assures them a market. In d'fiicit years they lose
 
some potential benefits by selling at lower prices than would
 
prevail under a freer market. Small traders can take advantage of
 
low volume trade under the current system while middle and high

income urban consumers benefit significantly from fixed price for
 
flour and dependable supply.
 

The remaining groups of maize market actors have their income
 
growth and food security constrained significantly by the current
 
maize marketing policies.
 

Medium-scale producers in the large farm/settlement areas appear
 
to incur the greatest costs among all producer groups. Among this
 
group, sales of 100 to 200 bags are common, but because they have
 
only one outlet for their produce (NCPB), they lose significant
 
revenue. Large-scale traders and wholesalers who resort to
 
unauthorized trade dealings absorb the highest risks and potential
 
costs under the current system. The other categories of losers
 
include small-scale producers in deficit regions who are largely
 
net purchasers, low-income urban consumers and to an extent middle
 
and high-income urban consumers, urban and rural 2_h millers,
 
not to mention the undesirable erosion of government revenue as a
 
result of maintaining the present policies.
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4. Potential Longer-Run "No-Loser" Effects of Reform
 

The analysis of beneficiary impact and the surveys upon which this
analysis is based indicate that in the short 
run some economic

gains may shift from a few market actors, particularly large scale
farmers and millers who 
are currently protected by economically

inefficient trade regulation, to other groups in the economy.
Also, some medium-small-scale traders are 
expected to be displaced

by larger, more efficient operations. However, there are real net
economic gains to Kenya to 
be realized from improved efficiency in
maize marketing. If these economic gains result in overall

economic growth, there should not be any real longer 
run losers as
 a result of reform. The apparent short run losers will shift to
alternative profitable activities created by economic growth in
 
the country.
 

The longer run effect of undertaking the reforms on the growth of
agricultural productivity will more than offset the short run
 
losses.
 

First, under freer marketing, small-scale maize producers can be

assured of marketing their surplus produce. Consumers of maize,
the country's food staple, can be assured of supply. 
Given more

confidence in the ability to buy and sell, many subsistence

farmers will be willing to 
shift to commercial production. First,

they will produce more maize because they can sell it and improve

their income level 
- a supply response to availability of
effective maize market and higher prices from trader competition.
 

Second, as 
subsistence maize producers become more commercialized

and see 
a reliable supply of maize during drought and off-season

periods, they will shift to higher value enterprises to earn
higher incomes. They will increasingly depend on purchased maize
for their food. This is a slow and continuous process of change
that is already evident in some parts of Kenya. These shifts will

force people to consider comparative advantage positions in

choosing new enterprises. Under such circumstances, farmers will
 earn higher incomes making agriculture a more attractive industry
and a major source of growth. With agriculture becoming a more
profitable enterprise, there will be less need for farmers to be
partly engaged in inefficient low paying small-scale maize trade.

At that point, the group that is initially displaced by more

efficient traders may choose to concentrate on farming.
 

At the same time, increase in commercial agriculture will create
 more trading activities at local levels and create employment for
 extra first handlers, who can assemble produce and make more than
the KShs. 27.00-45.00 that this group makes today. 
Before this
happens, there is evidence that indicates that the unprotected

large-scale farmers and,millers have the ingenuity and the
 
resources required to adjust and reap benefits from a growing
 
economy.
 

http:27.00-45.00
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D. Institutional Analysis
 

The principal institutions involved in the implementation of KMDP
 
will be the Ministry of Finance, the Ministry of Agriculture, and
 
the Ministry of Public Works. The Ministry of Finance will serve
 
as 
the program coordinator and will chair the inter-ministerial
 
KMDP Policy Committee. The MIS sub-component will be located in
 
the Ministry of Agriculture, Farm Management Division. The ARMES
 
sub-component, while involving various ministries, will be housed
 
in the Development Planning Division, Ministry of Agriculture.

The Ministry of Public Works will implement the Roads Improvement

Component.
 

In addition, successful implementation of the Program will require

participation and coordination with the University of Nairobi,

Egerton University, the Ministry of Planning end National
 
Development, private road construction contractors and the
 
inter-ministerial KMDP ?olicy and Steering Committees.
 

1. Office of the Vice-President and Ministry of Finance (OVP&MOF)
 

The Office of the Vice-President and Ministry of Finance is well
 
suited to serve as the coordinating ministry in the GOK for KMDP.
 
The OVP and MOF has the requisite stature to guide high level
 
decision making in achievement of the policy changes targeted.

The Ministry is clearly in the best position to influence budget

decisions that will be critical to implementation and achievement
 
of policy objectives. The Ministry is already the coordinating

body for the World Bank's ASAO II, the EEC's CRSP and the
 
GOK-USAID PL 480 Steering Committee.
 

The GOK coordinator for KMDP will be an Under-Secretary in the
 
MOF. USAID/Kenya has had extensive contact with the individual
 
proposed in his capacity as the Mission's principal contact in the
 
GOK and as the chairman of the PL 480 Steering Committee.
 

The OVP and MOF has sufficient capacity and expertise to fulfill
 
its role in KMDP. Therefore, no KMDP resources are planned for
 
this institution.
 

2. Ministry of Agriculture (MOA)
 

The Ministry of Agriculture has the mandate for development and
 
management of the Kenyan agricultural sector. The Ministry's span

of control has diminished over tha years as some functions have
 
been transferred to new ministries. Nonetheless, the MOA remains
 
the dominant ministry in the management of the agricultural sector.
 

At the top of the MOA's organizational structure is the Minister
 
of Agriculture and the Assistant Ministers. 
The Permanent
 
Secretary is the highest ranking civil servant. 
Reporting to the
 
Permanent Secretary are the Director of Agriculture, the Deputy

Secretary for Administration and the Head of the Development

Planning Division. Under the Director of Agriculture are seven
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technical divisions. One of the seven is the Farm Management
 
Division.
 

The MOA has considerable capability and'experience in policy

development and implementation of programs. Its organization and
 
operations span the full range of technical and professional

activities necessary for the effective management of the sector.
 
In some functions, such as crop development, farming statistics,
 
marketing, irrigation and soil conservation, the MOA shares
 
responsibility with other GOK institutions. Where the Ministry's

control has been transferred to other ministries, the MOA has
 
reduced the depth of its involvement.
 

a. The Development PlanningaDivision (DPD). MOA
 

The Development Planning Division is one of three divisions that
 
report to the Permanent Secretary of the Ministry of Agriculture.

The Division is divided into four sections: commodity analysis,

inputs, project preparation and strategy. Under KMDP, DPD will be
 
responsible for coo:dination of the ARMES sub-component in the GOK.
 

DPD is the GOK's only organizational unit explicitly mandated to
 
undertake stratenic and policy analysis of the agricultural
 
sector. As noted above, the Head of the DPD reports directly to
 
the Permanent Secretary. This makes DPD well positioned to
 
present policy issues to decision makers. The Division is called
 
on by the Permanent Secretary to review policy and strategic

analysis reports from other divisions and government departments.
 

DPD is also well positioned to obtain data and information from
 
the technical divisions in the MOA. The functional role of the
 
Division demands that it work closely with the other divisions
 
within the MOA. This occurs either through informal contacts
 
between officers or through formal mechanisms such as ad hoc
 
committees and task groups, and through the Ministry's management
 
meetings.
 

DPD has developcd strong formal and informal linkages with other
 
GOK institutions in policy development and has the respect of
 
other GOK institutions in policy analysis. For example, the
 
Division has recently been requested to prepare a food security

policy paper for an inter-ministerial task force. These linr'!-es
 
are due, in part, to the fact that all the Kenyan staff in DPD are
 
economists or planners seconded from the Ministry of Planning and
 
National Development. While the DPD staff may report to the
 
Permanent Secretary of MOA, they are professionally responsible to
 
the MPND.
 

The Division's position will be enhanced under the proposed

IBRD-funded Monitoring and Evaluation (M&E) project. The M&E
 
project stresses the need for line ministries, like the MOA, to
 
develop their analytical capabilities to pfrform minor analyses

and to use more quantitative information in their decision making
 
processes. Likewise, the institutional strengthening activities
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,planned for DPD under KMDP will improve the quality of DPD's
 
contribution to the M&E project.
 

However, DPD's technical capacity currently is nct sufficient to
 
carry-out the Division's mandate in policy analysis. Due to the
 
low level of renumeration offered to professional staff in the
 
civil service, the Division has faced a high rate of personnel
 
turn-over. In addition, of tb2 18 professional staff in the
 
Division, six are on leave for post-graduate training.
 

Three local professionals have been recruited as technical
 
assistants funded by IBRD to replace departing expatriates. These
 
local experts are on short-term contracts, and will probably leave
 
DPD within three years. Most of the other local staff are
 
relatively new in the Division, replacing other officers who left
 
after receiving their post-graduate degrees.
 

In addition, DPD does not have reliable data bases to support

comprehensive and timely analysis of policy issues. In the past,

DPD has concentrated its efforts on the analysis of crisis policy

issues without the use of farm level data. The Division is aware
 
of the need to develop data bases for policy analysis in order to
 
quantify the impact of policy reform on private and social
 
profits, market efficiency and agricultural production.
 

Assistance will be provided to DPD under KMDP to increase the
 
Division's access and capacity to analyze high quality farm level
 
data. KMDP will upgrade DPD's farm level data bases in
 
collaboration with the Farm Management Division. Short-term
 
advisors and commodities will be provided as needed to increase
 
the Department's capacity to manage the data bases. The Program

will also provide short-term training to increase the analytical

and planning capacity of DPD staff.
 

b. The Farm Manaaement Division (FMD). MOA
 

The Farm Management Divi.sion is one of seven technical divisions
 
in the MOA. The Division is comprised of three branches covering

Farm Inputs and Marketing, Farm Systems and Statistics, and Land
 
Use Planning. The FMD will be responsible for implementation of
 
the Market Information System. It will also work with the DPD to
 
implement ARMES. Two FMD initiatives are of particular importance
 
to its role in KMDP, i.e., the development of its data bases and
 
its market information system.
 

The FMD data bases have been described as the most expansive and
 
organized farm-level production data in Kenya. The three main
 
data bases were developed between 1978 and 1987. They will
 
provide a firm basis for development of the data sets required for
 
ARMES. Under KMDP, these data will be verified and updated and a
 
data base system for strategic planning and policy making will be
 
institutionalized. A long-term advisor will be provided to assist
 
with this work and to assist in the development of a system to
 
monitor factors that influence farmgate prices.
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In the mid-1980's, FMD started a Market Information System (MIS)
to improve market transparency by collecting data on wholesale

market prices in nine major urban centers. This information was

disseminated 
on a weekly basis through radio broadcasts. Most MIS

activities stopped last year due to 
a lack of funds to cover the
 
recurrent cost of telephone and telex correspondence between
 
enumerators and the head office and the cost of the weekly radio
 
broadcasts.
 

A well functioning MIS is still an important goal for FMD. Data
 
on 
rural market prices continue to be gathered by the Ministry's

farm-level agricultural technical assistants. 
 These data are then

forwarded to the District Agricultural Officers who compile

monthly reports submitted to MOA headquarters. However, the FMD's
organizational capacity and recurrent resources are inadequate to

systematically manage and process the data collected.
 

KMDP will assist FMD upgrade its ability to collect, process and
 
manage market price information. The Program will provide a
 
long-term advisor in market information systems development,

short-term training, commodities and local currency funds for
 
operating expenses.
 

c. MOA, District Level
 

The MOA district level establishment has several sections which
 
represent most of the technical divisions of the Ministry. These

sections are headed by officers with graduate and post-graduate

educations in their fields. 
 A District Agricultural Officer (DAO)

has overall responsibility for MOA activities at this level.

DAO has a functional reporting relatioiiship to all heads of 

The
 

technical divisions of MOA. 
FMD and DPD district level ARMES and

MIS related activities in the implementation of ARMES and MIS will
 
be coordinated by the DAO.
 

3. Ministry of Public Works (MOPW)
 

The Ministry of Public Works has t o responsibility for
 
development, maintenance and improvement of the country's

classified and unclassified road networks. 
The networks measure

61,688 kms and 88,912 kms respectively. Among the Ministry's

other functions are development and maintenance of public

buildings, inventory maintenance of government property and

mechanical services to other government agencies.
 

As wf.th other GOK ministries, the Permanent Secretary of MOPW
 
reports to the Minister. The Chief Engineer (Roads), the Chief
Engineer (Planning), and the Engineer-in-Chief report directly tn
the Permanent Secretary. The Chief Engineer (Planning) supervi~es

the Development Planning and Coordination Department (DPCD). The
 



- 97 -

Chief Engineer (Roads) heads the Roads Department which is divided
 
into four branches; Design, Special Projects, Construction and

Maintenance. 
 Each branch is headed by a Chief Superintendent

Engineer. About half of MOPW's staff is engaged in the Roads

Department. The department accounts for about 65% 
and 90% of the

Ministry's recurrent and development budgets respectively.
 

Over the past 15 years, the Ministry has launched three major
 
programs for 
the development of non-bitumen roads. These are the

Graveling, Bridging and Culverting Program (GBCP), the Rural

Access Roads Program (RARP) and the Minor Roads Program (MRP).

Based on their experiences in these projects, donors and

consultants have described the Ministry as one of the best run
 
ministries in the GOK. Through these projects MOPW has gained

much experience in collaborating and coordinating with other GOK

departments and donors. 
 The Ministry also developed systems and
 
procedures that can provide internal tracking and external
 
accountability for funds.
 

The Ministry will be the institution responsible for
 
implementation of the Road Component of KMDP. 
Within the

Ministry, the Coordinator of the Road Improvement Component will
 
be the Senior Superintendent Engineer for Regravelling in the

Roads Main tenance Branch. The Coordinator will work closely with

the Development Planning and Coordination Department. (It is
 
expected that the Assistance Coordinator will be from DPCD.) The

Planning Department will be responsible for monitoring the impact

of road rehabilitation and assisting the coordinator in monitoring

project implementation. The Coordinator will also be able to call
 
on the Construction Branch and the GBCP, Special Projects Branch,

for design of road structures (i.e., bridges and culverts). The

Ministry has found that project coordinators are an effective
 
mechanism for large project management and the departments have a
 
strong collaborative working relationship.
 

a. Road Maintenance Branch, Roads Departmentp MOPW
 

The Maintenance Branch is one of the four branches of the Roads

Department. Reporting to the Chief Superintendent Engineer for
 
Maintenance are the Senior Superintendent Engineers for the

Inspection and Management System, Regravelling, Resealing and Road
 
Marking and the Provincial Road Engineers.
 

Unlike the other three major rural road programs, KMDP will not be
 
implemented by the Special Projects Branch. 
The Maintenance
 
Branch has a number of advantages that will contribute to the
 
success and sustainability of this program component. 
 The primary

advantage is that the Maintenance Branch has a country-wide

organization and some idle operating capacity which can be
 
mobilized to support the implementation of KMDP. In particular,

District Roads Engineers are better placed and have more capacity
 



than the MRP/RARP District improvement and Maintenance Engineers

to supervise the KMDP road activities at the district level.
 

Unlike the Special Projects Branch, the Maintenance Branch has had

considerable experience over 
the years in the employment of
 
private contractors. In recent years the Maintenance Branch has

developed a system for costing, budgeting and monitoring

expenditures on road maintenance based on 
the IBRD's Highway

Maintenance Model. Furthermore, using the Maintenance Branch will
 
also avoid further fragmentation of the MOPW maintenance
 
operations. Already, some institutional fragmentation has
 
resulted from the development of parallel structures and
 
operations under GBCP and RARP/MRP.
 

The introduction of the ORoad Toll Fund' and the use of private

road contractors have provided the Road Maintenance Branch with
 
full and sustainable capacity to maintain the country's trunk
 
roads. This does not include the 2,500 kms of paved roads that

need to be rehabilitated. 
As these roads are rehabilitated with

assistance from other donors, they will be maintained by the Road
 
Toll Fund.
 

The Branch remains operationally weak only in the routine
 
maintenance of graveled roads. The Branch is only able to

regravel 600 kms of the 5,000 kms of roads targeted per year. The
 
main constraints are the lack of funds to purchase, maintain and
 
operate equipment, and weak management in the maintenance camps.

The Branch is taking steps to relieve these constraints through

increased use of private contractors and adoption of the routine
 
maintenance system used under RARP and MRP.
 

The funds provided by the KMDP Roads Component will help the
 
Ministry clear some of the backlog of non-paved roads requiring

rehabilitation. 
KMDP's emphasis on the use of private contractors
 
for rehabilitation and periodic maintenance will reduce the

Ministry's dependence on donor assistance for procurement and
 
maintenance of equipment. The Ministry's plans to use a modified
 
lengthman system for routine maintenance of C and longer D roads

will reduce equipment needs and increase the utilization of
 
existing road maintenance staff.
 

Through policy conditionality and covenants as well as the the GOK
 
local currency contribution, the Program will increase the level

of resources available to the Ministry for routine and periodic

maintenance. Short-term technical assistance will be provided to
 
address issues related to increasing the Branch's efficiency, with
 
specific focus on the constraints to appropriate budgetary

allocations for maintenance.
 

Additional assistance, computer equipment and training, will be
 
provided to assist the Coordinator with project management.
 



Short-term technical assistance will be provided to address

constraints as they arise and for studies related 
to increasing

the efficiency of the Maintenance Branch.
 

b. Developing Planning and Coordination Department (DPCD), MOPW
 

The Development Planning and Coordination Department is comprised

of six units: Policy Review, Economics and Statistics Unit,
 
Advance Planning Programming Unit, Implementation and Monitoring

Unit, Toll Collections Unit, Traffic Engineering Branch, and Road
 
Safety Unit. With the exception of the first unit, all of the
 
units are headed and staffed with civil engineers.

Reporting to the Chief Engineer (Planning) is the Chief
 
Superintendent Engineer (Planning). The Chief Superintendent

Engineer in turn supervises the Senior Economist, the
 
Superintendent Engineers and the Traffic Engineer who head the
 
units. The Senior Superintendent Engineer for Project

Implementation and Monitoring will most likely be the Assistant
 
Road Component Coordinator. The organizational structure is
 
somewhat fluid in that staff resources are often shared to meet
 
peak workloads or to assist units that are understaffed.
 

The DPCD will play a major role in implementation and impact
 
monitoring for the KMDP Roads Component. The Implementation and
 
Monitoring Unit will work closely with the Roads Component

Coordinator to track progress in road rehabilitation and the
 
expenditure of GOK funds for. the Program. Implementation status
 
data will be sent to the Coordinator from the districts. The
 
Coordinator will pass the data to the Implementation and
 
Monitoring Unit for analysis and reporting. The Unit provides

this service for all major road projects undertaken by MOPW and
 
has the capacity to take on more work.
 

Despite this existing capacity, only two officers are assigned to
 
cover the Implementation and Monitoring Unit and the Advance
 
Planning Unit. While the Department is sufficiently flexible to
 
provide these officers with additional staff as needed, computer

equipment and training will be provided to increase their
 
efficiency. Training will be provided in the use of computers for
 
project management and in policy analysis.
 

The Traffic Engineer is in charge of the Toll Collections Unit,
 
the Traffic Engineering Unit and the Road Safety Unit. The
 
Traffic Engineer, through the Traffic Engineering Unit, will be
 
responsible for data collection and analysis for the KMDP Roads
 
Component. The Traffic Engineering Unit has a senior staff of 20
 
officers available to undertake special studies, surveys and
 
evaluations for road projects. In addition, there are 100
 
enumerators fully occupied with the Unit's on-going traffic survey
 
and 60-point traffic census.
 



While the Unit is well staff to collect traffic data, the Unit's
 
budget is 50% of the KShs. 2 million required to cover the costs
 
of the traffic surveys. The Unit has all but exhausted its travel
 
buaget allocation for 1989-90, less than six months into the year.

The data collected are compiled and coded by the Traffic
 
Engineering Unit. They are then sent to the Government Computer
 
Services Centre (GCSC) ror processing. Due to limited capacity of
 
the GSCS and the large jobs the Center must process (e.g., the GOK
 
payroll), the turn-around time to process the traffic data is one
 
year. Consequently, DPCD's planning and monitoring is based on
 
out of date data. The Department also does not have the capacity
 
to analyze the data beyond what was done by GCSC.
 

Assistance will be provided to the Traffic Engineering Unit to
 
strengthen its capacity to collect and analyze traffic data.
 
Twenty-five mechanical traffic counters will be provided to
 
increase the Unit's capacity to collect traffic volume data
 
without increasing personnel costs. Computer equipment, computer

training and technical assistance will be provided to enable the
 
Unit to analyze the data collected in a timely manner.
 

c. MOPW, District Level
 

Initial road selection, tendering and contractor management will
 
take place at the district level. District Works Officers (DWO)

will have responsibility for overseeing implementation of road
 
rehabilitation and maintenance activities. Reporting to the DWO
 
are the District Improvement and Maintenance Engineer (DIME) and
 
the District Roads Engineer (DRE), among othcrs. DIMEs implement

the RARP and the MRP. DR~s will be responsible for implementation
 
of the KMDP road activitieS. They have the requisite skills and
 
excess capacity to supervise these operations.
 

District Roads Engineers, while supervised by the DWOs are
 
functionally responsible to the Provincial Road Engineers.

District Roads Engineers supervise the 275 maintenance camps
 
across the country, each headed by an Officer-in-Charge.
 

Workshops will be held to ensure that district officers are
 
prepared to implement the KMDP road component. Workshop topics

will include procedures for tendering, managing contractors,
 
impact monitoring and the Policy Analysis Matrix.
 

4. Other Institutions
 

a. District Level Institutions
 

The principal institutions involved at the district level will be
 
the District Development Committees (DDC), the District Executive
 
Committees, the District Tender Boards, the District Treasuries
 
and district level establishments of the MOPW and MOA. All have
 



been strengthened under the GOK's District Focus Strategy. 
 The
 
district level institutional set-up provides for accounting and
 
financial control, the procurement and payment for services, and

accouning and reporting on expenditures on a monthly basis. The
 
MOA's ana tte :!OPW's district level organizations are discussed
 
above.
 

b. Private Road Contractors
 

The MOPW has a long tradition of employing private contractors for
 
virtually all its major road projects. It has employed large,

mainly international, contracting firms in major bitumen works.
 
In periodic: maintenance (resealing) of trunk roads, the MOPW has
 
been contracting out to what it regards as medium-sized
 
contractors. The medium-sized contractors are also available for
 
large graveling jobs. For most regravelling jobs, usually in the

Class C and D roads, there has been extensive involvement of small
 
domestic contractors for a number of years.
 

Preliminary reviews (by consultants, REDSO/ESA and from
 
discussions with MOPW officials) show that private road
 
contractors have the capacity to undertake the work planned for
 
KMDP. However, to ensure that this is the case, a more detailed
 
study of contractor capacity and constraints will be conducted at

the beginning of the first program year. If necessary, local
 
currency funds will be re-allocated to address the needs
 
identified.
 

c. 
Ministry of Planning and National Development (MPND)
 

It is a mandate of the Ministry of Planning and National
 
development to undertake analysis of economic and development

issues and to formulate overall strategies for the implementation

of development programs and projects. The Ministry has been major

player in the design of KMDP. The Ministry's Central Bureau of
 
Statistics, Sectoral Planning Department and Department of

Resource Survey and Remote Sensing have been the organizational

units most involved.
 

MPND will continue to be active in the Program's implementation,
 
but to a lesser degree. The change in the Ministry's level of
participation is due to a change in program focus, full commitment
 
of Ministry resources to other donor projects (particularly, the
 
World Bank's new Monitoring and Evaluation project) and
 
limitations on KMDP's budget and the Mission's management capacity.
 

Duriny implementation, MPND's role will be one of providing data
 
to other participating ministries, assisting in data collection
 
and analyzing data on program impact. At the district level,

district planning officers will be called upon to assist in
 
guiding road project selection and in monitoring program impact.
 



No KMDP resources are planned for MPND. 
 It is expected that
MPND's nEeds will be met by other donor projects and USAID/Kenya's

on-going project in the Rural Planning Department.
 

d. Agricultural Universities
 

Egerton and Nairobi Universities will make a major contribution
and play an 
integral role in the implementation of the ARMES
research and analysis agenda. 
The two universities will continue
their ongoing program of applied research and analysis concerning
the impact of policy changes and road investments on maize, bean
and other principal agricultural commodity systems. 
 They will
perform a crucial function in KMDP policy development by
contributing to KMDP Policy Committee discussions and by
collaborating with district level MOA and MOPW technicians in data
base development. The cwo universities have been involved in
applied research on marketing investment and policy development in
a project that has been underway for 18 months. During this
period, they have worked in collaboration with Stanford and Arizon
Universities in applying and establishing the strengths of the
Policy Analyses Matrix (PAM) approach to Kenya's policy
development process. 
 Under KMDP this collaborative effort will be
expanded through short-term training of GOK economists and
planners and through the development ana publication of
ministry/university working papers on program impact. 
 University
researchers will also take the lead in identifying and elucidating
additional policy reforms that could enhance the efficiency of
commodity systems not dealt with in KMDP's initial policy agenda.
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A. P"LICY MASURES: THIE SUPPLEMENT DESCRIBES 3 POLICYCONSTRAINT AREAS TO BE ADDRESSED BT THE NPA COMPONENT OF

TET PPOG .AM: (1) TEE EXCESSIVE PUBLIC SECTOR MARKIT
SFAR-; (2) MOVEMENT CONTROLS; AND (3) PRICE STRUCTURE.

THE STIPPLE!NT ADDS THAT DURING PAAD DESIGN USAID ANDTHE GOT WILL COLLAPORATIVELY DEVELOP A DETAILED POLIC'
AG, NDA COVERING THESE POLICY AREAS, AND THAT THE AGENDA
WILL INCLUDE SPECIFIC SELF-HELP MEASURES AND VERIFIABLE
BENCHMARKS FOR TEAR 1 AS WELL AS THE EXPECTED TIMEFRAME

AND PROBABLE SELF-HELP MEASURES FOR IMPLEMENTATION OF
POLICY MI'ASURES DURING TEARS 2 AND 3. THIS CLEAR ANDWELL-RECTIVED SUMMARY OF PAAD DEVELOPMENT APPROACH TO
POLICY CONDITIONALITY ASPECT OF NPA COMPONENT, YHICH

CLOSELY TRACES PRIOR GUIDANCE, APPEARS TO BE
INCONSISTENT WITH DETAILS SPELLED OUT ON SUCEEDING PAGES

0? THY. SUPPLFMENT.
 

FOR ETAMPLE, WITHI RESPECT TO MOVEMENT CONTROLS AND PRICESTRUCTURE, TRE PC'S READING OF THE SUPPLEMENT (PP 30-31)
LEvT IT WITH THE IMPRESSION THAT THE KMDP'S FIRST TEAR
PROGRAM ACHIEVEMENTS MIGHT BE LIMITED TO A SERIES OF

ANALYTICAL STUDIES. 
WITH RESPECT TO THE MARKET SHARE
POLICY AREA, THE PC'S READING OF THE SUPPLEMENT (PP
29-30) LEFT IT WITH THE PERCEPTION THAT GO "POLICY"
DECTSIOOIS HVE BEEN AND ARE BEING MADE THROUGH THE EEC
AND IRD PROGRAMS AND THAT OUR ASSISTANCE WILL BE

P.ITARILT IN SUPPORT OF GOK IMPLEMENTATION THROUGH
DEVeLOPMENT OF & PROCUREMENT PLAN AND MONITORING SYSTEM

BOTH OF WHICH SEEM TO BE SUITABLE TA ACTIVITIES BUT

DO NOT APPEAR TO BE POLICY REFORMS.
 

ALONG SIMILAR LINES, SUPPLEMENT STATES THAT IMPROVEMENT
IN MAIZE AND BEAN MARKETING SYSTEMS ARE THE FOCUS 07 THE
POLICY .4EASUR2S COMPONENT BECAUSE OF TES POTENTIAL
DIPECT AND INDIRECT SAVINGS WHICH CAN BE REALIZED ST
REDUCING MARKET INEFFICIENCIES. BUT'THE SUPPLEMENT DIDNOT SPECIFY ANY PRELIMINART TARGETS FOR POLICT CHANGE TOBE ACEIEVED IN THE FIRST YTEAR OR BY THE END OF THE
PROGRAM, NOR DID IT INDICATE THE ANTICIPATED IMPACT 0F
POLICY CHANG!. 
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Yn v. -NT"ALLT , . U NT NOT APPEAR T" Page 3 
ESTA''LIS7 CLEA. LIKAG .ETW!E DISBURSE.IENT OF &PA AND
 
GOT C 04'o; !:ErvCSA- TO ACHIEVE PROGRAM PURPOSES OR TO
 
OT- R'IST J1USTIFY USE OF NPA VS OTHqR FORMS OF
 
ASSISTAICE TO ADDRESS TP2 SECIIC CONSTRAINTS TARGETED
 
VOR A:D ASSISTANCE IN SUPPLEMENT.
 

WE A RES TFAT APPROPRIATE ANALYTICAL RESEARCH IS NEEDED
 
IN T9E CONTREXT OF THE CONTINUING POLICY DIALOGUE WITH
 
T.TH- GOVERNMENT OF KENYA (GOK). IT IS ALSO TRUE THAT
 
DETAILEr) POLICY CHANGES, CONDITIONALITY AND THE
 
POTENTIAL I-MPACT OF POLICY CHANGES ARE NOT REQUIRED TO
 
BE FINALIZED UNTIL PAAD DESIGN. YET IT REMAINS UNCLEAR

W.T19TETR "'HE DESIGN METHODOLOGY OUTLINED IN THE
 
SUPPL'M. NT WOULD YIELD A PAAD WHICH IS CONSISTENT WITH
 
REFTEL DARA. 9R, AND AFRICA BUREAU DFA NPA SECTOR
 
ASSICAN. T GUIDANCE (JULY 1989) BOTH OF WHICH REOUIRE
 
CONCPE'F STATEMENTS Ov CONDITIONALITY. THE COMPLETE
 
PAAD (WITH NDA COMPONENT INCLUDED) SHOULD CLEARLT
 
DESCRIBE (1) THE RELATIONSHIP BETWEEN THE PROVISION OF
 
THE ASSISTANCE AND TEE ACHIEVEMENT OF PROGRAM PURPOSE
 
,AND OUTPUTS; (2) SPECIFIC ACCOMPLISHMENTS TO BE ACHIEVED
 
AT SPTCIFIC TIMES AND THE TRANCHING OF PROGRAM
 
DriBUPSEM-NTS TO THESE ACCOMPLISHMENTS; AND (3) WHAT THE 
PROGRAM EXPECTS TO ACHIEVE THROUG. DOLLAR CONDITIONALITY
 
AND TFE PROGRAMMING OF LOCAL CURRENCY RESPECTIVELY.
 
PA&9 WILL NOT 'F APPROVED UNLESS IT MEETS THESE
 
STANDARDS AND CO"PLIES WITH GUIDANCE CONTAINED IN REFTEL
 
AND READQUARTERS MANAGEMENT NOTICE 88--4. 

IF, ON TXF OTHER HAND, YOU FIND THAT TEAR ONE-IS 
N9CESSART TO CARRY OUT STUDIES WHICR WOULD LEAD TO
E%'TINTTION OF A SPECIFIC GOr - APPROVED POLICY AGENDA,
 
Tr. PROGRAM MIGRT BE MORE APPROPRIATELY PACKAGED AS A
 
TEC.INTCAL ASSISTA.CE COMPONENT WITHIN AN OVERALL 3 TEAR
 
SECTOR ASSISTANCE PROGRAM WHICH WOULD ALSO INCLUDE
 
IN RASTRUCTURE DEVELOPmENT, INSTITUTIONAL STRENGTHENING 
AND TITLE III AS PLANNED. UT NO DFA-NPA COMPONENT OR
 
DISBUR-EmENTS. THE RrSULTING SPECIFIC POLICY AGENDA
 
WOULD ENA.LE THEPA COMPONENT TO BE FINALIZED AND ADDED
 
TO Tv? PROGRAM.. THIS DFA-NPA COMPONENT COULD BE
 
AUTiORIZED BY MISSION AS AN AMENDMENT WHEN FULLY
 
DESIGNED, VOLLOWING REVIEW BY AID/W OF THE POLICY AGENDA
 
AND PROPOSED CONDITIONALITY. A MAJOR ASSUMPTION HERE IS
 
THAT EVEN IF NO SPECIFIC POLICY AGENDA IS EVENTUALLY
 
AGREED UPON WITH THE GOK, AT LEAST SOME KEY OBJECTIVES
 
OF THE 3-YEAR DOLS 5 MILLION DFA SECTOR PROGRAM THAT -


WOULD BE AUTHORIZED THIS FT UNDER THIS SCENARIO WOULD 3E
 
ACHIEVED. I THIS SCENARIO ADOPTED 
:PAAD SHOULD ADDRESS
 
THIS ASSUMPTION. THE DECISION RXGAkDING NPA NOW OR '
 
LATER BELONGS, PROPERLY, TO THE MISSIOI. REQUEST 

-


MISSION PLEASE ADVISE AID/W OF PLANNED COURSE OF ACTION
 
AND APPROXIMATE TIMING OF DOCUMENT SUBMISSION.
 

B. TN?'IASTDUCTURE DEVELOPMENT: 1MD? INVESTMENT' IN
 
RURAL ROADS IS IDENTIFIED AS AN INTEGRAL COMPONENT OF
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." OqT";A.NT TO MA."TT 

Dr-..E-OM-N. "O'TJT" , IT WAS JOT CLEAR *W.A R L7 GOK 
?LAT !I. :. pOS .A RO.')SU;PCRT cF RUJ.ALPOLICTES AND TTTI-UTIC'S M,9T ' E !,LIA
'REt.Ai IH ITATION, 

CCSTS ?fI!:NCINg). WOULDfl'V"
SUSTkTNABILITY (RECURREN. 
wLr K.fDp a!PDp7S5 POLICIES AFFECTING A VIA-tE ROAD 

E.G. RECURRENT COST
MAITEN4A.CE/RE:-3ILITATION PROGRA, 

VINANCIM'G,'TECF4IICAL CAPACITY, INSTITUTIONAL ASPECTS,
 ETC? T.F PAAD OR PP (DEPENDING O WHICH SECTOR
 

ASSISTANCE MODE FOR FY S9 AUTHORIZATION MISSION CHOOSES
 

PE. PPECEDING DISCUSSIOI) S;fOUILD PROVIDE SUFFICIENT
 
(1)
ECONfOMIC, INSTITUTIONAL AND TECHNICAL INFORMATION 


THE ROLE THESE ROADS PLAY IN MARKETING EFFICIENCT;
O 
AFFECTING THE MAINTENANCE OF RURAL ROADS
(2) CON:STRAINTS 


(3) A.I.D. OR OTHER DONOR INVOLVEMENT IN
IN 73NT& AND 

TE"E SICTOR WHICH WILL LEAD TO SUSTAINABLE BENEFITS 

IN
 

THE 'LONG-T7,R7 .
 

TvE PC CONCURS THAT TgERE IS A LACE OF SUFFICIENT
 

ANALYSTS TO SUDPORT THE CONCLUSION THAT INADEQUATE
 
IS A CONSTRAINT TO MARKETING
MARKET TOWN INFRASTRUCTURE 


IN KENYA. ART SUBSEQUENT DECISION TO INCLUDE TOWN
 

INlRASTRUCTURT UNDER THIS PHASE O? KMDP WOULD REQUIR3 
A 

PAAD/PP AMENDMENT FULLY JUSTIFYING IT AND INCLUDING 
THE
 

APPROPRIATE ANALYSES, CONDITIONS AND FINANCIAL 
PLANS.
 

TEE SUPPLEMENT STATES
C. INSTITUTIONAL STRENGTENING: 

THA.T A CONSTRAINT TO UNDERTAKINa'THE PROPOSFD POLICY
 

INSTITUTIONAL CAPACITY TO CARRY
MEASURES IS THE GO''S 

OUT EXTE1NSIVE P.EFORMS It,A R.ELATIVELT SHORT PERIOD OF
 

TIME. THIS SmATEMENT WAS MADE WITHIN THE CONTEXT OF
 

PROVIDING TF. RATIONALE FOR INTEGRATING TME APPLIED
 

RESEARC!, MONITORING AND EVALUATION SYSTEM (ARMS) WITH
 

TEE POLICY MEASURES AND INFRASTRUCTURE DEVELOPMENT
 NOT CLEAR
HOWEVER, IT IS
COMPONENTS OF TE PROGRAM. 

WHIETER ARMS IS AN EXISTING GOI ENTITY OR WILL BE
 

CR.ATED, WHICH GOK MInISTRY/AGENCY WILL BE RESPONSIBLE
 

FOP MANAGING T7E IM.PLEMENTATION OF THE S!STEM, AND THE
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9.TINT OF CCO.DI'ATIO.- AMONGST GO' MINISTRIES dEIu.! MAY Page 5 

D v__TTr ,O PAA. 14 ADDRSSSS TEF ISSUE OF
PROGRA 'I AA_MA ?; T WITHE: TEE CO. TEE PAAD/PP 

"1NSTtUTO'AL ANALYSIS SHOULD PROVIDE AN Iri-iEPTH 
ANALYSIS T=E .TRE'%GTFS AND WATNESSES OF GOK CENTP.AL 
AND LOCAL GOVERNMENT INSTITUTIONS ON WHICH SjCCESSFUL 

( 	 PROGPA! IMPLE ENTATION WILL DEPEND. TH7 PAAD/PP SHOULD
 
ALSO INCL IDP A CONCISE DESCRIPTION OF ARMS: (A) PURPOSE
 
AND CO'.POSITIO, OF TEL TECHNICAL ASSISTANCE; (B) OTHER
 

.	 RESOURCE REQUIREMENTS AND POTENTIAL SOURCES OF
 
ASSISTANCE; (C) APPROPRIATE INSTITUTIONAL ARRANGEMENTS
WITH A GOK AGENCY; AND (D) PCTE'4T.AL RESEARC/POLICY 

( 	 AGENDAS. 

4. PROG.A'! BENFICIARIES: THE SUPPLEMENT STATES THAT
 
T!F.TR ARv TWO nyROUPS WHO WILL BE DIRCTLT AFFECTED BY
 
Tr-KtDP, I.E. SMALLHOLDERS (LARGELY WOMEN) AND URBAN
 
CONSUMERS, THE FIRST BEING THE MlOST SIGNIFICANTLY
 
A77ECTED GROUP. IT WILL INDIRECTLY AFFECT MERCHANTS AND
 
BISINESSES IN URAL AREAS. ALSO THE SUPPLEMENT STATES
 
THAT _EAP'S AND MAIZE SMALLHOLDERS AND RURAL CONSUMERS


(. PRIMARILY USE AN INFORMAL SYSTEM 07 SMALL TRADERS (AND
 
,,, NOT TFS NATIONAL CEREALS AND PRODUC-3 BOARD) WHERE PRICES
 

ARE NOT TASED 09 THE GAZETTED PRICE AND FLUCTUATE
 
( ACCORDING TO SUPPLY AND DEMAND. THE POTENTIAL IMPACT OF
 

PLANNED PROGRAM ACaIEVEMENTS IN BEANS AND MAIZE ON THE
 
IDENTIFIED PROGRAM BENEFICIARIES, THEREFORE, IS NOT
 

( 	 CLEAR. THERE IS ALSO AN ABSENCE OF ANY DISCUSSION 07
 
THE POTENTIAL LOSERS, E.G. NCP? BUYERS "HO MAT BE
 
NEGATIVELT AVFECTED BY RELAXED OR ELIMINATED GRAIN
 

( 	MOVEMENT RESTRICTIONS; MILLERS WHO MAT SUFFER INCREASED 
OPERATING COSTS AS NCPB'S ROLE IS REDUCED; RURAL/URBAN
CONT7MERS VITH TH LEAST PURCHASING POWER, ETC. THE 

( 	LACK OF SUCH ANALYSIS SHOULD BE ADDRESSED BY INCLUDING A 
THOROIC ANALTSTS OF THE CONDITION OF THE WINNERS AND 

OSFRS A"TECTED BY PLANNED PROGRAM ACHIEVEMENTS; AND A
 
DETAI.ED DESCRIPTION OF HOW THE PROGRAM WILL AFFECT
 
THEIR PROD)UCTION AND CONSUMPTION OPPORTUNITIES.
 

5. PPOGRAM OBJECTIVES: THE SUPPLEMENT HIGELIGHTS WHAT
 
MA! 2E POLICT DIFFERENCES AMONGST THE IIRD, EC AND
 
A.I.D. IN THE GRAIN MIARKETING SECTOR. THE OTHER DONORS
 
APPEAR TO B PROVIDING A TYPE 07 ASSISTANCE YHICH IS
 
INTENDED TO ENHANCE NCPB'S EFFICIENCY VEILE A.I.D. IS

( PURSUING A POLICY ENVIRONMENT CONDUCIVE TO PRIVATE 
.,,SECTOR DOMINANCE OF THE GRAIN MARKETING SECTOR. DO 

THESE DONORS INTEND, AND IS THEIR ASSISTANCE IN TACT
 
" CONSISTENT WITH, A REDUCED ROLE FOR HCPB?
 

THE SUPPLEMENT STATES THAT THE" ISSUIS'TO BE ADDRESSRD" IN
C. 	THE LONG-TERM INCLUDE: -(A) DEVELOPING COST EFFECTIVE ". 

MEANS O PROVIDING FOOD SECURITY; (3) ANALYZING THE 
IMPLICATIONS OF A STRATEGIC RESERVE FOR DOMESTIC BUYING@". 

.	 AND SELLINa ACTIVITIES; AND (C) ASSESSING THE
 
rI'LS 3ILITY OF DECREASING NCPB'S OVERHEAD EXPENDITURES
 
B! REDUCING P..ISICAL STORAGE CAPACITY. THE DETAILS OF
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SUCH M-ASUR7S ARE EXPECTED TO B! D-VELOPED DURING ... .. 
PAAD/P? DFTI',N. WE UDE?.STAND ARMS WILL HAVE A ROLZ IN 
R",SOLVP1G TEESE ISSUES AND PROMOTING A PRIVATE SECTOR 
APP?.OAC.. IN A)DI"'ON, THE PAAD/P? DESIG SHOTLD 
INCLUDE A D.SCRITIOON OF T7-- IISSION'S STRATEGY/PLAq FOR 
DZ1.ELOPING UNANIMITT OR CO.MPLEMENTARITT WITH EC AND IBP.D 
PROGRAM OBJECTIVES IF THEY DO NOT ALREADT EXIST AND 
PROMOTE COLLABORATION BETWEEN ARMS AND OTHER ACTIVITIES 
SPONSORED BT .A.I.D. AND OTHER DONORS. BAKER 
BT 
#7659
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A"INEX B
 

5C(l) - COUNTRY CHECKLIST - KENYA - FY 1990 

Listed below are statutory criteria applicable to: (A) FAA
 
funds generally; (B)(1) Development Assistance funds only; 
or
 
(B)(2) the Economic Support Fund only.
 

A. 
GENERAL CRITERIA FOR COUNTRY ELIGIBILITY
 

1. 	 FY 1990 Appropriations Act Sec. 569(b). Has the 
 NO
 
President certified to the Congress that the
 
government of the recipient country is failing to take
 
adequate measures to prevent narcotic drugs or other
 
controlled substances which are cultivated, produced
 
or processed illicitly, in whole or in part, in such
 
country or transported through such country, from

being sold illegally within the jurisdiction of such
 
country to United States Government personnel or their
 
dependents or from entering the United States
 
unlawfully?
 

2. 	 FAA Sec, 481(h); FY 1910 Appropriations Act Sec. 
569(b). (These provisions apply to assistance of any 

N/A 

kind provided by grant, sale, loan, lease, credit, 
guaranty, or insurance, except assistance from the 
Child Survival Fund or relating to international
 
narcotics control, disaster and refugee relief,

narcotics education and awareness, or the provision of
 
food or medicine.) If the recipient is a "major

illicit drug producing country" (defined as a country

producing during a fiscal year at 
least five metric
 
tons of opium or 500 metric tons of coca or marijuana)
 
or a "major drug-transit country" (defined as 
a
 
country that is a significant direct source of illicit
 
drugs significantly affecting the United States,
 
through which such drugs
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are transported, or through which
 
significant sums of drug-related
 
profits are laundered with the
 
knowledge or complicity of the
 
government): (a) Does the country have
 
in place a bilateral narcotics
 
agreement with the United States, or a
 
multilateral narcotics agreement? and
 
(b) Has the President in the March 1
 
International Narcotics Control
 
Strategy Report (INSCR) determined and
 
certified to the Congress (without
 
Congressional enactment, within 45 days
 
of continuous session, of a resolution
 
disapproving such a certification), or
 
has the President determined and
 
certified to the Congress on any other
 
date (with enactment by Congress of a
 
resolution approving such
 
certification), that (1) during the
 
previous year the country has
 
cooperated fully with the United States
 
or taken adequate steps on its own to
 
satisfy the goals agreed to in a
 
bilateral narcotics agreement with the
 
United States or in a multilateral
 
agreement, to prevent illicit drugs
 
produced or processed in or transported
 
through such country from being
 
transported into the United States, to
 
prevent ane. punish drug profit
 
laundering 4.n the country, and to
 
prevent and punish bribery and other
 
forms of public corruption which
 
facilitate production or shipment of
 
illicit drugs or discourage prosecution
 
of such acts, or that (2) the vital
 
national interests of the United States
 
require the provision of such
 
assistance?
 

3. 	 1986_[r.uoAt Sec. 2013. (This section
 
applies to the same categories of
 
assistance subject to the restrictions
 
in FAA Sec. 481(h), above.) If
 
recipient country is a "major illicit
 
drug producing country" or "major
 
drug-transit country" (as defined for
 
the purpose of FAA Sec 481(h)), has the
 
President submitted a report to
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Congress listing such country as one: 
(a) which, as a matter of government 
policy, encourages or facilitates the 
production or distribution of illicit 
drugs; (b) in which any senior official 
of the government engages in, 
encourages, or facilitates the 
production or distribution of illegal 
drugs; (c) in which any member of a 
U.S. Government agency has suffered or 
been threatened with violence inflicted 
by or with the complicity of any 
government officer; or (d) which fails 
to provide reasonable cooperation to 
lawful activities of U.S. drug 
enforcement agents, unless the 
President has provided the required
certification to Congress pertaining to 
U.S. national interests and the drug
control and criminal prosecution 
efforts of that country? 

4. FAA Sec. 620(c). If assistance is to a NC 
government, is the government indebted 
to any U.S. citizen for goods or 
services furnished or ordered where: 
(a) si'ch citizen has exhausted 
availalle legal remedies, (b) the debt 
is not denied or contested by such 
government, or (c) the indebtedness 
arises under an unconditional guaranty 
of payment given by such government or 
controlled entity? 

5. FAA Sec. 620(e)(1). If assistance is NC 
to a government, has it (including an3 
government agencies or subdivisions)
taken any action which has the effect 
of nationalizing, expropriating, or 
otherwise seizing ownership or control 
of property of U.S. citizens or 
entities beneficially owned by them 
without taking steps to discharge its 
obligations toward such citizens or 
entities? 
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6. 	 FAA Secs. 620(a). 620(f), 620D: FY 1990 NO*
 
Apropriations Act Secs. 512. 548. Is N/A

recipient country a Communist country?
 
If so, has the President: (a)

determined that assistance to the
 
country is vital to the security of the
 
United States, that the recipient
 
country is not controlled by the
 
international Communist conspiracy, and
 
that such assistance will further
 
promote the independence of the
 
recipient country from international
 
communism, or (b) removed a country
 
from applicable restrictions on
 
assistance to communist countries upon
 
a determination and report to Congress
 
that 	such action is important to the
 
national interest of the United
 
States? Will assistance be provided
 
either directly or indirectly to
 
Angola, Cambodia, Cuba, Iraq, Libya,

Vietnam, South Yemen, Iran or Syria?
 
Will 	assistance be provided to
 
Afghanistan without a certification, or
 
will assistance be provided inside
 
Afghanistan through the
 
Soviet-controlled government of
 
Afghanistan?
 

7. 	 FAA Sec. 620(j). Has the country NO
 
permitted, or failed to take adequate
 
measures to prevent, damage or
 
destruction by mob action of U.S.
 
property?
 

8. 	 FAA Sec. 620(l). Has the country No
 
failed to enter into an investment
 
guaranty agreement with OPIC?
 

9. 	 FAA Sec. 620(o): Fishermen's Protective NO
 
Act of 1967 (as amended) Sec. 5. (a)
 
Has the country seized, or imposed any
 
penalty or sanction against, any U.S.
 
fishing vessel because of fishing
 
activities in international waters?
 
(b) If so, has any deduction required
 
by the Fishermen's Protective Act been
 
made?
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10. FAA.Sec. 620(g); FY 1990 Appropriations (a) NO 
Act Sec. 518 (Brooke Amendment). (a) 
Has the government of the recipient 
country been in default for more than 
six months on interest or principal of 
any loan to the country under the FAA? 
(b) Has the country been in default for (b) NO
more than one year on interest or 
principal on any U.S. loan under a 
program for which the FY 1990 
Appropriations Act appropriates funds? 

-11. FAA Sec. 620(s). If contemplated N/A 
assistance is development loan or to 
come from Economic Support Fund, has 
the Administrator taken into account 
the percentage of the country's budget 
and amount of the country's foreign 
exchange or other resources spent on 
military equipment? (Reference may be 
made to the annual "Taking Into 
Consideration" memo: "Yes, taken into 
account by the Administrator at time of 
approval of Agency OYB." This approval 
by the Administrator of the Operational
Year Budget can be the basis for an 
affirmative answer during the fiscal 
year unless significant changes in 
circumstances occur.) 

12. FAA Sec. 620(t). Has the country NO, 
severed diplomatic relations with the 
United States? If so, have relations 
been resumed and have new bilateral 
assistance agreements been negotiated 
and entered into since such resumption? 

13. FAA Sec. 620(u). What is the payment While Kenya was 
status of the country's U.N. slightly in arrears 
obligations? If the country is in as of January 1, 1989 
arrears, were such arrearages taken this was taken into 
into account by the A.I.D. account by the A.I.D. 
Administrator in determining the Administrator in 
current A.I.D. Operational Year approving the FY 90 
Budget? (Reference may be made to the OYB. Kenya is not 
"Taking into Consideration" memo.) delinquent within 

the meaning of 
Article 19 of the 
UN charter. 
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14. 	 FAA Sec. 620A. Has the President NO
 
determined that the recipient country
 
grants sanctuary from prosecution to
 
any individual or group which has
 
committed an act of international
 
terrorism or otherwise supports
 
international terrorism?
 

15. 	 FY 1990-Appropriations Act Sec. 564. !NO
 
Has the country been determined by the
 
President to: (a) grant sanctuary from
 
prosecution to any individual or group
 
which has committed an act of
 
international terrorism, or (b)
 
otherwise support international
 
terrorism, unless the President has
 
waived this restriction on grounds of
 
national security or for humanitarian
 

reasons?
 

16. 	 ISDCA of 1985 Sec. 552(b). Has the NO
 
Secretary of State determined that the
 
country is a high terrorist threat
 
country after the Secretary of
 
Transportation has determined, pursuant
 
to section 1115(e)(2) of the Federal
 
Aviation Act of 1958, that an airport
 
in the country does not maintain and
 
administer effective security measures?
 

17. 	 FAA Sec. 666(b). Does the country NO
 
object, on the basis of race, religion,
 
national origin or sex, to the presence
 
of any officer or employee of the U.S.
 
who is present in such country to carry
 
out economic development programs under
 
the FAA?
 

18. 	 FAA Secs. 669. 670. Has the country, NO
 
after August 3, 1977, delivered to any
 
other country or received nuclear
 
enrichment or reprocessing equipment,
 
materials, or technology, without
 
specified arrangements or safeguards,
 
and without special certification by
 
the President? Has it transferred a
 
nuclear explosive device to a
 
non-nuclear weapon state, or if such a
 
state, either received or detonated a
 
nuclear explosive device? (FAA Sec.
 
620E permits a special waiver of Sec.
 
669 for Pakistan.)
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19. 	 FAA Sec. 670. If the country is a 

non-nuclear weapon state, has it, on or
 
after August 8, 1985, exported (or
 
attempted to export) illegally from the
 
United States any material, equipment,
 
or technology which would contribute
 
significantly to the ability of a
 
country to manufacture a nuclear
 
explosive device?
 

20. 	 ISDCA of 1981 Sec. 720. Was the 

country represented at the Meeting of 

Ministers of Foreign Affairs and Heads 

of Delegations of the Non-Aligned 

Countries to the 36th General Assembly 

of the U.N. on Sept. 25 and 28, 1981, 

and did it fail to disassociate itself 

from the communique issued? If so, has 

the President taken it into account? 

(Reference may be made to the "Taking 

into Consideration" memo.) 


21. 	 FY 1990 Appropriations ActS__ 1. 

Has the duly elected Head of Government
 
of the country been deposed by military
 
coup or decree? If assistance has been
 
terminated, has the President notified
 
Congress that a democratically elected
 
government has taken office prior to
 
the resumption of assistance?
 

22. 	 FY 1990 Appropriations Act Sec. 539. 

Does the recipient country fully
 
cooperate with the international
 
refugee assistance organizations, the
 
United States, and other governments in
 
facilitating lasting solutions to
 
refugee situations, including
 
resettlement without respect to race,
 
sex, religion, or national origin?
 

NO
 

Kenya was repre
sented at the
 
meeting and failed
 
to disassociate
 
itself from the
 
Communique. This
 
was taken into con
sideration by the
 
Administrator in
 
approving the FY 90
 
OYB.
 

NO
 

YES,
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B. FUNDING SOURCE CRITERIA FOR COUNTRY,
 

1. Development Assistance Country Criteria
 

a. FAA Sec. 116. Has the Department of NO
 
State determined that this government has
 
engaged in a consistent pattern of gross

violations of internationally recognized
 
human rights? If so, can it be
 
demonstrated that contemplated assistance
 
will directly benefit the needy?
 

b. FY 1990 Appropriations Act Sec. 535. NO
 
Has the President certified that use of
 
DA funds by this country would violace
 
any of the prohibitions against use of
 
funds to pay for the performance of
 
abortions as a method of family planning,
 
to motivate or coerce any person to
 
practice abortions, to pay for the
 
performance of involuntary sterilization
 
as a method of family planning, to coerce
 
or provide any financial incentive to any
 
person to undergo sterilizations, to pay

for any biomedical research which
 
relates, in whole or in part, to methods
 
of, or the performance of, ab,)rtions or
 
involuntary sterilization as L means of
 
family planning?
 

2. Economic Support Fund Country Criteria
 

a. FAA Sec. 502B. Has it been NO
 
determined that the country has engaged
 
in a consistent pattern of gross

violations of internationally recognized
 
human rights? If so, has the President
 
found that the country made such
 
significant improvement in its human
 
rights record that furnishing such
 
assistance is in the U.S. national
 
interest?
 

b. FY 1990 Appropriatis AS YES
 
569d)_. Has this country met its drug
 
eradication targets or otherwise taken
 
significant steps to halt illicit drug
 
production or trafficking?
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5C(2) - PROJECT CHECKLIST 

Listed below are statutory criteria applicable
 
to projects. This section is divided into two
 
parts. Part A includes criteria applicable to
 
all projects. Part B applies to projects funded
 
from specific sources only: B(1) applies to all
 
projects funded with Development Assistance;
 
B(2) applies to projects funded with Development
 
Assistance loans; and B(3) applies to projects
 
funded from ESF.
 

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO 
DATE? HAS STANDARD ITEM YES 
CHECKLIST BEEN REVIEWED FOR 
THIS PROJECT? YES 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	FY 1990 Appropriations Act Sec. 523. A CN was submitted
 
FAA Seg. 634A. If money is to be on March 30, 1990
 
obligated for an activity not previously and the 15-day

justified to Congress, or for an amount waiting period
 
in excess of amount previously justified expired without
 
to Congress, has Congress been properly objection on April 14,
 
notified? 1990.
 

2. 	FAA Sec. 611(a). Prior to an obligation YES
 
in excess of $500,000, will there be:
 
(a) engineering, financial or other plans
 
necessary to carry out the assistance;
 
and (b) a reasonably firm estimate of the
 
cost to the U.S. of the assistance?
 

legisativeRepresentations by
 
3. 	FAA Sec. 611(a)(2). If legislative senior government
 

action is required within recipient officials, including
 
country with respect to an obligation in the Vice-Pres. and
 
excess of $500,000, what is the basis for t er anc
 
a reasonable expectation that such action Minister of Finance,
 
will be completed in time to permit analysis of legis
orderly accomplishment of the purpose of lative requirements,

the 	assistance? recent legislation


related to project
 

objectives, recent
 
experience, terms
 
of the program
 
agreement and
 
favorable political
 
environment.
 

4~r
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4. 	FAA Sec. 611(b): FY 1990 Avpropriations

Act Sec. 501. If project is for water or
 
water-related land resource construction,
 
have benefits and costs been computed to
 
the extent practicable in accordance with
 
the principles, standards, and procedures

established pursuant to the Water
 
Resources Planning Act (42 U.S.C. 1962,
 
at zaq.)? (See A.I.D. Handbook 3 for
 
guidelines.)
 

5. 	FAA Sec. 611(e). If project is capital 

assistance (eg._, construction), and
 
total U.S. assistance for it will exceed
 
$1 million, has Mission Director
 
certified and Regional Assistant
 
Administrator taken into consideration
 
the country's capability to maintain and
 
utilize the project effectively?
 

6. 	FAA Sec. 209. Is project susceptible to 

execution as part of regional or 

multilateral project? If so, why is
 
project not so executed? Information and
 
conclusion whether assistance will
 
encourage regional development programs.
 

7. 	FAA Sec. 601(a). Information and 

conclusions on whether projects will 

encourage efforts of the country to: 

(a) increase the flow of international 

trade; (b) foster private initiative and 

competition; (c) encourage development

and use of cooperatives, credit unions, 

and savings and loan associations; 

(d) 	discourage monopolistic practices;

(e) improve technical efficiency of 

industry, agriculture and commerce; and 

(f) 	strengthen free labor unions. 


8. 	FAA Sec. 601(b). Information and 

conclusions on how project will encourage

U.S. private trade and investment abroad 

and encourage private U.S. participation

in foreign assistance programs (including 

use of private trade channels and the 

services of U.S. private enterprise), 


N/A
 

N/A
 

NO 
N/A
 

Project assistance
 
will finance policy
 
studies that will
 
facilitate market
 
efficiency changes.
 
These changes will
 
increase internal
 
trade, foster
 
private sector
 
competition, dis
courage monopolies
 
and 	improve tech
nologies in agri
culture.
 

The technical
 
assistance contract
 
will U.S. private
 
enterprise. It is
 
expected that A.I.D.
 
financed commodities
 
will also be from
 
the U.S.
 



9. 	 FAA Secs. 612(b), 636(h). Describe steps
taken to assure that, to the maximum 
extent possible, the country is 
contributing local currencies to meet the 
cost of contractual and other services, 
and foreign currencies owned by the U.S. 
are utilized in lieu of dollars. 

10. 	FAA Sec. 612(d). Does the U.S. own 

excess foreign currency of the country

and, if so, what arrangements have been 

made for its release? 


11. 	FY 1990 Appropriations Act Sec. 521. If 

assistance is for the production of any

commodity for export, is the commodity
 
likely to be in surplus on world markets
 
at the time the resulting productive

capacity becomes operative, and is such
 
assistance likely to cause substantial
 
injury to U.S. producers of the same,
 
similar or competing commodity?
 

12. 	FY 1990 Appropriations Act Sec. 547. 

Will the assistance (except for programs
 
in Caribbean Basin Initiative countries
 
under U.S. Tariff Schedule "Section 807,'

which allows reduced tariffs on articles
 
assembled abroad from U.S.-made
 
components) be used directly to procure

feasibility studies, prefeasibility

studies, or project profiles of potential
 
investment in, or to assist the
 
establishment of facilities specifically

designed for, the manufacture for export
 
to the United States or to third country

markets in direct competition with U.S.
 
exports, of textiles, apparel, footwear,
 
handbags, flat goods (such as wallets or
 
coin purses worn on the person), work
 
gloves or leather wearing apparel?
 

13. 	FAA Sec. 119(g)(4)-(6) & (10). Will the 

assistance: (a) support training and
 
education efforts which improve the
 
capacity of recipient countries to
 
prevent loss of biological diversity;

(b) be provided under a long-term
 
agreement in which the recipient country
 
acrees to protect ecosystems or other
 

The host country is 
contributing 40% of 
the program cost in 
cash and in-kind. 
They include salary 
and benefits for person
nel, office spac . office 
furniture, utility costs 
and operating costs. 

10. The U.S. does not own
 
excess Kenya shillings.
 

11. N/A
 

No.
 

N6
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wildlife habitats; (c) support efforts
 
to identify and survey ecosystems in
 
recipient countries worthy of
 
protection; or (d) by any direct or
 
indirect means significantly degrade

national parks or similar protected areas
 
or introduce exotic plants or animals
 
into such areas?
 

14. 	FAA Sec. 121(d). If a Sahel project, has N/A
 
a determination been made that the host
 
government has an adequate system for
 
accounting for and controlling receipt

and expenditure of project funds (either

dollars or local currency generated
 
therefrom)?
 

15. 	FY 1990 Appropriations Act. Title II. 
 N/A,

under heading "Agency for International
 
Development." If assistance is to be
 
made to a United States PVO (other than a
 
cooperative development organization),

does it obtain at least 20 percent of its
 
total annual funding for international
 
activities from sources other than the
 
United States Government?
 

16. 	FY 1990 Appropriations Act Sec. 537. 
 If 	 N/A

assistance is being made available to 
a
 
PVO, has that organization provided upon
 
timely request any document, file, or
 
record necessary to the auditing

requirements of A.I.D., and is the PVO
 
registered with A.I.D.?
 

17. 	FY1990.Appropriations Act Sec. 514. If 
 N/A

funds are being obligated under an
 
appropriation account to which they were
 
not appropriated, has the President
 
consulted with and provided a written
 
justification to the House and Senate
 
Appropriations Committees and has such
 
obligation been subject to regular

notification procedures?
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Will such local currencies, or an 

equivalent amount of local currencies, be 

used only to carry out the purposes of 

the DA or ESF chapters of the FAA 

(depending on which chapter is the source 

of the assistance) or for the 

administrative requirements of the United
 
States Government?
 

Has A.I.D. taken all appropriate steps to 

ensure that the equivalent of local 

currencies disbursed from the separate 

account are used for the agreed purposes? 


If assistance is terminated to a country, 

will any unencumbered balances of funds
 
remaining in a separate account be
 
disposed of for purposes agreed to by the
 
recipient government and the United
 
States Government?
 

Yes, the gen
erated local
 
currencies will be
 
used in support
 
of sector program
 
objectives.
 

The program
 
agreement will
 
establish appro
priate measures.
 

YES
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18. 	State Authorization Sec. i,. (as

interpreted by conference report). Has 

confirmation of the date of signing of 

the project agreement, including the 

amount involved, been cabled to State L/T 

and A.I.D. LEG within 60 days of the 

agreement's entry into force with respect 

to the United States, and has the full 

text of the agreement been pouched to 

those same offices? (See Handbook 3,
 
Appendix 6G for agreements covered by

this provision).
 

19. 	Trade Act Sec. 5164 (as interpreted by 

conference report), amending Metric
 
Conversion Act of 1975 Sec. 2. Does the
 
project use the metric system of
 
measurement in its procurements, grants,

and other business-related activities,
 
except to the extent that such use is
 
impractical or is likely to cause
 
significant ii~efficiencies or loss of
 
markets to United States firms? Are bulk
 
purchases usually to be made in metric,
 
and are components, subassemblies, and
 
semi-fabricated materials to be specified
 
in metric units when economically
 
available and technically adequate?
 

20. 	FY 1990 ApprQpriations Act TitlII.. 
under heading "Women in Development."

Will assistance be designed so that the
 
percentage of women participants will be
 
demonstrably increased?
 

21. 	FY 1990 Appropriations Act Sec. 592(a). 

If assistance is furnished to a foreign 

government under arrangements which 

result in the generation of local 

currencies, has A.I.D. (a) required that 

local currencies be deposited in a 

separate account established by the 

recipient government, (b) entered into an 

agreement with that government providing 

the 	amount of local currencies to be
 
generated and the terms and conditions 

under which the currencies so deposited 

may be utilized, and (c) established by 

agreement the responsibilities of A.I.D.
 
and that government to monitor and
 
account for deposits into and
 
disbursements from the separate account?
 

Cable is not
 
required, since
 
the agreement does
 
not exceed $25
 
million and the
 
agreements are
 
not otherwise
 
significant.
 

YES
 

YES 

(a) The program
 
agreement will
 
require that the
 
$i0 million LC
 
equivalent gen
erated by the dollar
 
disbursement be
 
deposited into a
 
separate account.
 

(b) and (c) The
 
program agreement
 
will so provide.
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B. FUNDING CRITERIA FOR PROJECT
 

1. Development Assistance Project Criteria
 

a. FY 1990 Appropriations Act Sec. 546 

(as interpreted by conference report for
 
original enactment). If assistance is
 
for agricultural development activities
 
(specifically, any testing or breeding

feasibility study, variety improvement or
 
introduction, consultancy, publication,
 
conference, or training), are such
 
activities: (1) specifically and
 
principally designed to increase
 
agricultural exports by the host country
 
to a country other than the United
 
States, where the export would lead to
 
direct competition in that third country

with exports of a similar commodity grown
 
or produced in the United States, and can
 
the activities reasonably be expected to
 
cause substantial injury to U.S.
 
exporters of a similar agricultural
 
commodity; or (2) in support of research
 
that is intended primarily to benefit
 
U.S. producers?
 

b. FAA Sec. 107. Is special emphasis 

placed on use of appropriate technology
 
(defined as relatively smaller,
 
cost-saving, labor-using technologies
 
that are generally most appropriate for
 
the small farms, small businesses, and
 
small incomes of the poor)?
 

c. FAA Sec. 281(b). Describe extent to 

which the activity recognizes the 

particular needs, desires, and capacities 

of the people of the country; utilizes 

the country's intellectual resources to 

encourage institutional development; and 

supports civic education and training in 

skills required for effective 

participation in governmental and
 
political processes essential to
 
self-government.
 

N/
 

N/A
 

By promoting the
 
role of private
 
sector markets,
 
the program sup
ports wider
 
participation in
 
the development
 
process.
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FAA Sec. 101(a). Does the activity YES
d. 

give reasonable promise of contributing
 
to the development of economic resources,
 
or to the increase of productive
 
capacities and self-sustaining economic
 
growth?
 

e. FAA Secs. 102(b), 111, 113, 281(a). (1) More efficient market-

Describe extent to which activity will: ing, which will result
 
(1) effectively involve the poor in from the conditionality of 
development by extending access to the overall program sup
economy at local level, increasing ported by this technical 
labor-intensive production and the use of assistance will directly 
appropriate technology, dispersing increase access by the 
investment from cities to small towns and rural poor to a key agri
rural areas, and insuring wide cultural input; (2) no 
participation of the poor in the benefits direct assistance to 
of development on a sustained basis, cooperatives will be pro
using appropriate U.S. institutions; vided, but cooperatives 
(2) help develop cooperatives, especially involved in storage and 
by technical assistance, to assist rural marketing of the crops 
and urban poor to help themselves toward targeted in the project 
a better life, and otherwise encourage will benefit from 
democratic private and local governmental increased efficiency and 
institutions; (3) support the self-help market information dis
efforts of developing countries; (4) semination; (3) increased 
promote the participation of women in the food self-reliance which 
national economies of developing will result from increased 
countries and the improvement of women's productivity in the agri
status; and (5) utilize and encourage cultural sector is the most 
regional cooperation by developing basic of self-help efforts; 
countries. (4) as the majority of 

the farming population,
 
t. FAA Secs. 103, 103Af 104, 105, 106, and operators in the market 
120-21; FY 1990 Appropriations Act, system and consumers, 
Title II, under heading "Sub-Saharan women will directly benefit 
Africa, DA. Does the project fit the from increased efficiency 
criteria for the source of funds in the agricultural sector; 
(functional account) being used? (5) no impact is antici

pated on regional cooper
g. FY 1990 Appropriations Act! Title IIi ation.
 
under heading Sub-Saharan Africa, DA.
 
Have local currencies generated by the f. YES
 
sale of imports or foreign exchange by
 
the government of a country in g. YES
 
Sub-Saharan Africa from funds
 
appropriated under Sub-Saharan Africa, DA
 
been deposited in a special account
 
established by that government, and are
 
these local currencies available only for
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use, in accordance with an agreement with
 
.the United States, for development

activities which are consistent with the
 
policy directions of Section 102 of the
 
FAA and for necessary administrative
 
requirements of the U. S. Government?
 

h. FAA Sec. 107. Is emphasis placed on N/A
 
use of appropriate technology (relatively

smaller, cost-saving, labor-using
 
technologies that are generally most
 
appropriate for the small farms, small
 
businesses, and small incomes of the
 
poor)?
 

i. FAA Secs. 110. 124(d). Will the 

recipient country provide at least 25
 
percent of the costs of the program,

project, or activity with respect to
 
which the assistance is to be furnished
 
(or is the latter cost-sharing

requirement being waived for a
 
"relatively least developed" country)?
 

j. FAA Sec. 128(b). If the activity 

attempts to increase the institutional 

capabilities of private organizations or 

the government of the country, or if it 

attempts to stimulate scientific and 

technological research, has it been 

designed and will it be monitored to 

ensure that the ultimate beneficiaries 

are the poor majority? 


k. FAA Sec. 281(b). Describe extent to
 
which program recognizes the particular
 
needs, desires, and capacities of the 

people of the country; utilizes the 

country's intellectual resources to
 
encourage institutional development; and
 
supports civil education and training in
 
skills required for effective
 
participation in guvernmental processes

essential to self-government.
 

1. FY 1990 Appropriations Act. under 

heading "Population. DA." and Sec. 535.
 
Are any of the funds to be used for the
 
performance of abortions as a method of
 
family planning or to motivate or coerce
 
any person to practice abortions?
 

YES
 

Improvement in the
 
Ministry of Agriculture's
 
ability to forecast crop
 
yields and quality will
 
permit the small holder
 
farm.rs to make informed
 
planting decisions and,
 
therefore, increase
 
their ultimate economic
 
welfare.
 

See answer to question
 
on page 15, item lc 

'NO.
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Are any of the funds to be used to pay
 
for the performance of involuntary
 
sterilization as a method of family
 
planning or to coerce or provide any

financial incentive to any person to
 
undergo sterilizations?
 

Are any of the funds to be made availabl 

to any organization or program which, as
 
determined by the President, supports or
 
participates in the management of a
 
program of coercive abortion or
 
involuntary sterilization?
 

Will funds be made available only to 

voluntary family planning projects which
 
offer, either directly or through
 
referral to, or information about access
 
to, a broad range of family planning
 
methods and services?
 

In awarding grants for natural family 

planning, will any applicant be
 
discriminated against because of such
 
applicant's religious or conscientious
 
commitment to offer only natural family
 
planning?
 

Are any of the funds to be used to pay 

for any biomedical research which
 
relates, in whole or in part, to methods
 
of, or the performance of, abortions or
 
involuntary sterilization as a means of
 
family planning?
 

m. FAA Sec. 601(e). Will the project 

utilize competitive selection procedures
 
for the awarding of contracts, except

where applicable procurement rules allow
 
otherwise?
 

n. FY 1990 Appropriations Act Sec, 579.
 
What portion of the funds will be
 
available only for activities of 

economically and socially disadvantaged 

enterprises, historically black colleges 

and universities, colleges and
 
universities having a student body in
 
which more than 40 percent of the
 
students are Hispanic Americans, and
 

NO
 

N/A
 

N/A
 

NO
 

YES,
 

See Gray Amendment
 
discussion in PAAD,
 
on page 68 
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private and voluntary organizations which
 
are controlled by individuals who are
 
black Americans, Hispanic Americans, or
 
Native Americans, or who are economically
 
or socially disadvantaged (including
 
women)?
 

o. FAA Sec. 118(c). Does the assistance 

comply with the environmental procedures 

set forth in A.I.D. Regulation 16? Does 

the assistance place a high priority on
 
conservation and sustainable management
 
of tropical forests? Specifically, does
 
the assistance, to the fullest extent
 
feasible: (1) stress the importance of
 
conserving and sustainably managing

forest resources; (2) support activities
 
which offer employment and income
 
alternatives to those who otherwise would
 
cause destruction and loss of forests,
 
and help countries identify and implement
 
alternatives to colonizing forested
 
areas; (3) support training programs,

educational efforts, and the
 
establishment or strengthening of
 
institutions to improve forest
 
management; (4) help end destructive
 
slash-and-burn agriculture by supporting
 
stable and productive farming practices;

(5) help conserve forests which have not
 
yet been degraded by helping to increase
 
production on lands already cleared or
 
degraded; (6) conserve forested
 
watersheds and rehabilitate those which
 
have been deforested; (7) support
 
training, research, and other actions
 
which lead to sustainable and more
 
environmentally sound practices for
 
timber harvesting, removal, and
 
processing; (8) support research to
 
expand knowledge of tropical forests and
 
identify alternatives which will prevent
 
forest destruction, loss, or
 
degradation; (9) conserve biological
 
diversity in forest areas by supporting
 
efforts to identify, establish, and
 
maintain a representative network of
 
protected tropical forest ecosystems on a
 
worldwide basis, by making the
 
establishment of protected areas a
 

YES
 
N/A
 
N/A
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condition of support for activities
 
involving forest clearance or
 
degradation, and by helping to identify
 
tropical forest ecosystems and species in
 
need of protection and establish and
 
maintain appropriate protected areas;
 
(10) seek to increase the awareness of
 
U.S. Government agencies and other donors
 
of the immediate and long-term value of
 
tropical forests; and (11)/utilize the
 
resources and abilities of all relevant
 
U.S. government agencies?
 

p. FAA Sec. 118(c)(13). If the Nik
 
assistance will support a program or
 
project significantly affecting tropical
 
forests (including projects involving the
 
planting of exotic plant species), will
 
the program or project: (1) be based
 
upon careful analysis of the alternatives
 
available to achieve the best sustainable
 
use of the land, and (2)/take full
 
account of the environmental impacts of
 
the proposed activities on biological
 
diversity?
 

q. FAA Sec. 118(c)(14). Will assistance NO
 
be used for: (1) the procurement or use
 
of logginq equipment, unless an
 
environmental assessment indicates that
 
all timber harvesting operations involved
 
will be conducted in an environmentally
 
sound manner and that the proposed
 
activity will produce positive economic
 
benefits and sustainable forest
 
management systems; or (2) actions which
 
will significantly degrade national parks
 
or similar protected areas which contain
 
tropical forests, or introduce exotic
 
plants or animals into such areas?
 

r. FAA Sec. 118(c)(15). Will assistance NO
 
be used for: (1) activities which would
 
result in the conversion of forest lands
 
to the rearing of livestock; (2) the
 
construction, upgrading, or maintenance
 
of roads (including temporary haul roads
 
for logging or other extractive
 
industries) which pass through relatively
 
undergraded forest lands; (3) the
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colonization of forest lands; or (4) the
 
construction of dams or other water
 
control structures which flood relatively
 
undergraded forest lands, unless with
 
respect to each such activity an
 
environmental assessment indicates that
 
the activity will contribute
 
significantly and directly to improving
 
the livelihood of the rural poor and will
 
be conducted in an environmentally sound
 
manner which supports sustainable
 
development?
 
s. FY 1990 Appropriations Act 


534(a). If assistance relates to
 
tropical forests, will project assist
 
countries in developing a systematic

analysis of the appropriate use of their
 
total tropical forest resources, with the
 
goal of developing a national program for
 
sustainable forestry?
 

t. FY 1990 Appropriations Act Sec. 

534(b). If assistance relates to energy,

will such assistance focus on improved
 
energy efficiency, increased use of
 
renewable energy resources, and national
 
energy plans (such as least-cost energy

plans) which include investment in
 
end-use efficiency and renewable energy
 
resources?
 

Describe and give conclusions as to how
 
such assistance will: (1) increase the
 
energy expertise of A.I.D. staff, (2)

hlp to develop analyses of energy-sector
 
actions to minimize emissions of
 
greenhouse gases at least cost, (3)

develop energy-sector plans that employ
 
end-use analysis and other techniques to
 
identify cost-effective actions to
 
minimize reliance on fossil fuels, (4)

help to analyze fully environmental
 
impacts (including impact on global

warming), (5) improve efficiency in
 
production, transmission, distribution,
 
and use of energy, (6) assist in
 
exploiting nonconventional renewable
 
energy resources, including wind, solar,
 
small-hydro, geo-thermal, and advanced
 

N/A
 

N/A
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biomass systems, (7) expand efforts to
 
meet the energy needs of the rural poor,
 
,(8) encourage host countries to sponsor
 
meetings with United States energy

efficiency experts to discuss the use of
 
least-cost planning techniques, (9) help
 
to develop a cadre of United States
 
experts capable of providing technical
 
assistance to developing countries on
 
energy issues, and (10) strengthen
 
cooperation on energy issues with the
 
Department of Energy, EPA, World Bank,
 
and Development Assistance Committee of
 
the OECD.
 

u. FY 1990 Appropriations Act. Title II. 
under heading "Sub-Saharan Africa. DA" 
(as interpreted by conference report upon 
original enactment). If assistance will 
come from the Sub-Saharan Africa DA 
account, is it: (1) to be used to help 
the poor majority in Sub-Saharan Africa 
through a process of long-term 

development and economic growth that is 

equitable, participatory, environmentally 

sustainable, and self-reliant; (2) being

provided in accordance with the policies 

contained in section 102 of the FAA; 

(3) being provided, when consistent with 

the objectives of such assistance, 

through African, United States and other 

PVOs that have demonstrated effectiveness 

in the promotion of local grassroots

activities on behalf of long-term 
development in Sub-Saharan Africa, 
(4) being used to help overcome 
shorter-term constraints to long-term 
development, to promote reform of
 
sectoral economic policies, to support
 
the critical sector priorities of
 
agricultural production and natural
 
resources, health, voluntary family
 
planning services, education, and income
 
genqrating opportunities, to bring about
 
appropriate sectoral restructuring of the
 
Sub-Saharan African economies, to support
 
reform in public administration and
 
finances and to establish a favorable
 
environment for individual enterprise and
 
self-sustaining development, and to take
 

(1)YES. The 
assistance will 
encourage improvement 
to agricultural 
marketing networks 
which both supply 
and are operated 
by smallholder 
farmers. 
(2)YES
 

(3)PVO participa
tion is not con
sistent with the
 
objectives of the
 
program.
 
(4) YES. The 
assistance is
 
specifically designed 
ntsupport reform 

of the agricultural 
marketing subsector. 
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into account, in assisted policy reforms,
 
the need to protect vulnerable groups;

(5) being used to increase agricultural
production in ways that protect and 
restore the natural resource base,
especially food prcduction, to maintain 
and improve basic transportation and 

communication networks, to maintain and 

restore the renewable natural resource
 
base in ways that increase agricultural

production, to improve health conditions
 
with special emphasis on meeting the
 
health needs of mothers and children,
 
including the establishment of
 
self-sustaining primary health care
 
systems that give priority to preventive
 
care, to provide increased access to
 
voluntary family planning services, to
 
improve basic literacy and mathematics
 
especially to those outside the formal
 
educational system and to improve primary
 
education, and to develop

income-generating opportunities for the
 
unemployed and underemployed in urban and
 
rural areas?
 

v. International Development Act Sec, 

711. FAA Sec. 463. If project will
 
finance a debt-for-nature exchange,
 
describe how the exchange will support

protection of: (1) the world's oceans
 
and atmosphere, (2) animal and plant

species, and (3) parks and reserves; or
 
describe how the exclange will promote:

(4) natural resource management,
 
(5) local conservation programs,
 
(6) conservation training programs,

(7) public commitment to conservation,
 
(8) land and ecosystem management, and
 
(9) regenerative approaches in farming,
 
forestry, fishing, and watershed
 
management.
 

w. FY 1990 Appropriations Apt Sec, 515. 

If deob/reob authority is sought to be
 
exercised in the provision of DA
 
assistance, are the funds being obligated
 
for the same general purpose, and for
 
countries within the same region as
 
originally obligated, and have the House
 
and Senate Appropriations Committees been
 
properly notified?
 

(5) YES. The policy
reforms supported 
by the program will 
promote increased 
agricultural pro
duction. 

N/A
 

N/A _
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2. Develo2ment Assistance Project Criteria
(Loans Only) N/A, 

a. FAA Sec. 122(b). Information and 
conclusion on capacity of the country to 
repay the loan at a reasonable rate of 
interest. 

N/A 

b. FAA Sec. 620(d). If assistance is 
for any productive enterprise which will 
compete with U.S. enterprises, is there 
an agreement by the recipient country to 
prevent export to the U.S. of more than 
20 percent of the enterprise's annual 
production during the life of the loan, 
or has the requirement to enter into such 
an agreement been waived by the President 
because of a national security interest? 

N/A 

c. FAA Sec. 122(b). Does the activity 
give reasonable promise of assisting 
long-range plans and programs designed to 
develop economic resources and increase 
productive capacities? 

N/A 

3. Economic Support Fund Project Criteria N/A 

a. FAA Sec. 531(a).. Will this 
assistance promote economic and political 
stability? To the maximum extent 
feasible, is this assistance consistent 
with the policy directions, purposes, and 
programs of Part I of the FAA? 

N/A 

b. FAA Sec. 531(e). Will this 
assistance be used for military or 
paramilitary purposes? 

N/A 

c. FAA Sec. 609. If commodities are to 
be granted so that sale proceeds will 
accrue to the recipient country, have 
Special Account (counterpart) 
arrangements been made? 

N/A 

)V
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3(A)2 NONPROJECT ASSISTANCE CHECKLIST
 

The critdria listed in Part A are applicable
 
generally to FAA funds, and should be used
 
irrespective of the program's funding source.
 
In Part B a distinction is made between the
 
criteria applicable to Economic Support Fund
 
assistance and the criteria applicable to
 
Development Assistance. Selection of the
 
criteria will depend on the funding source for
 
the program.
 

CROSS REFERENCES: 	 IS COUNTRY CHECKLIST UP
 
TO DATE? HAS STANDARD YES
 
ITEM CHECKLIST BEEN
 
REVIEWED? YES
 

A. GENERAL CRITERIA 	FOR NONPROJECT ASSISTANCE
 

I. 	 FY 1990 Appropriations Act c.-523: 1.A Congressional

FAA Sec. 634A. Describe how Notifica.:ion was
 
authorization and appropriations 	 submitted ot, March 30,

committees of Senate and House have 1990, and the 15-day
been or will be notified concerning waiting period
the project. expired without objec

tion 	on April 14, 1990.
 
2. 	FAA Sec. 611(a)(2). If further
 

legislative action is required within 2. Representations by

recipient country, what 	is basis for 
 senior government

reasonable expectation that such action officials, including

will be completed in time to permit 	 the Vice-President 
orderly accomplishment of purpose of the and Minister of Finassistance? 	 adMnse fFn ance, analysis of
 

3. FAA Sec. 209. Is assistance more 	 legislative requireefficiently and effectively provided ments, recent legis
through regional or multilateral lation related to 
organizations? If so, why is assistance program objectives, 
not so provided? Information and recent experience 
conclusions on whether assistance will terms of the program 
encourage developing countries to agreement and fav
cooperate in regional development orable political 
programs. environment. 

3. NO
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4. FAA Sec. 601(a). Information and 
conclusions on whether assistance will 
encourage efforts of the country to: 
(a) increase the flow of international 
trade; (b) foster private initiative and 
competition; (c) encourage development 
and use of cooperatives, credit unions, 
and savings and loan associations; 
(d) discourage monopolistic practices; 
(e) improve technical efficiency of 
industry, agriculture, and commerce; and 
(f) strengthen free labor unions. 

Assistance will 
foster private 
sector competition, 
discourage monopolies, 
facilitate market 
efficiency and 
improve technologies 
in agriculture. 

5. FAA Sec. 6Ql(b). Information and 
conclusions on how assistance will 

The source of most 
technical assistance 

encourage U.S. private trade and 
investment abroad and encourage private 
U.S. participation in foreign assistance 
programs (including use of private trade 
channels and the services of U.S. private 
enterprise). 

will be U.S. and 
will, therefore, 
encourage U.S. 
private enterprise 
and private trade. 

6. FAA Sec. 121(d). If assistance is being 
furnished under the Sahel Development 
Program, has a determination been made 
that the host government has an adequate 
system for accounting for and controlling 
receipt and expenditure of A.I.D. funds? 

N/A 

B. FUNDING CRITERIA FOR NONPROJECT ASSISTANCE 

1. Ninroiect Criteria for Economic Suoport
Fund 

a. FAA Sec. 531(a). Will this 
assistance promote economic and political 
stability? To the maximum extent 
feasible, is this assistance consistent 
with the policy directions, purposes, and 
programs of Part I of the FAA? 

N/A 

b. FAA Sec. 531(e). Will assistance 
under this chapter be used for military 
or paramilitary activities? 

N/A 
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C. FAA Sec. 531(d). Will ESF funds made 

available for commodity import programs
 
or other program assistance be used to
 
generate local currencies? If so, will
 
at least 50 percent of such local
 
currencies be available to support
 
activities consistent with the objectives
 
of FAA sections 103 through 106?
 

d. FAA Bec. 609, If commodities are to 
be granted so that sale proceeds will 
accrue to the recipient country, have 
Special Account (counterpart) 
arrangements been made?
 

e. FY 1990 Anpropriations Act. Title II.
 
under heading "Economic Support Fund."
 
and Sec. 592. If assistance is in the
 
form of a cash transfer: (a) Are all 

such cash payments to be maintained by

the country in a separate account and not
 
to be commingled with any other funds?
 
(b) Will all local currencies that may

be generated with funds provided as a 
cash transfer to such a country also be 

deposited in a special account, and has 

A.I.D. entered into an agreement with 

that government setting forth the amount 
of the local currencies to be generated,
the terms and conditions under which they 
are to be used, and the responsibilities 
of A.I.D. and that government to monitor 
and account for deposits and 
disbursements? (c) Will all such local 

currencies also be used in accordance 

with FAA Section 609, which requires such 

local currencies to be made available to 

the U.S. government as the U.S. 
determines necessary for the requirements
of th@ U.S. Government, and which
 
requires the remainder to be used for
 
programs agreed to by the U.S. Government
 
to carry out the purposes for which new
 
funds authorized by the FAA would
 
themselves be available? (d) Has 

Congress received prior notification
 
providing in detail how the funds will be
 
used, including the U.S. interests that
 
will be served by the assistance, and, as
 
appropriate, the economic policy reforms
 
that will be promoted by the cash
 
transfer assistance?
 

N/A
 

NIA
 

(a) YES 

(b)The $10 million
 
equivalent in local 
currency which will be
 
generated will be
 
placed in a separate,
 
special account. The 
grant agreement and/or 
PILs will specify 
these items.
 

(c)YES. Local
 
currency for USG re
quirements will be 
obtained from the 
generation of other 
programs. 

(d)YES
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2. Nonproiect Criteria for Development
 

a. FAA Secs. 102(a). 111. 113. 281(a). 

Extent to which activity will: (1) 

effectively involve the poor in 
development, by expanding access to 
economy at local level, increasing 
labor-intensive production and the use of 
appropriate technology, spreading 
investment out from cities to small towns 

and rural areas, and insuring wide 

participation of the poor in the benefits 

of development on a sustained basis, 

using the appropriate U.S. institutions; 

(2) help develop cooperatives, especially 

by technical assistance, to assist rural 

and urban poor to help themselves toward 

better life, and otherwise encourage 

democratic private and local governmental 

institutions; (3) support the self-help 

efforts of developing countries; 

(4) promote the participation of women in 

the national economies of developing 

countries and the improvement- of women's
 
status; and (5) utilize and encourage
 
regional cooperation by developing
 
countries?
 

b. FAA Secs. 103. 103A. 104. 105. 106. 

120-21. Is assistance being made
 
available (include only applicable
 
paragraph which corresponds to source of
 
funds used; if more than one fund source
 
is used for assistance, include relevant
 
paragraph for each fund source):
 

(1) [103] for agriculture, rural
 
development or nutrition; if so
 
(a) extent to which activity is
 
specifically designed to increase
 
productivity and income of rural poor;
 
[103A] if for agricultural research,
 
account shall be taken of the needs of
 
small farmers, and extensive use of
 
field testing to adapt basic research
 
to local conditions shall be made; (b)
 
extent to which assistance is used in
 
coordination with efforts carried out
 

The program will
 
provide assistance
 
in removing policies 
which revult in 
inefficient agri
cultural tmarketing. 
The removal of 
these policies will
 
result in greater
 
trader margins, the
 
majority vf whom
 
are women. The
 
policy changes will
 
also result in
 
higher prices to
 
the farmers for
 
their produce.
 
This will provide
 
farmers with more
 
financing for self
help efforts.
 

N/A
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under Sec. 104 to help improve
 
nutrition of the people of developing
 
countries through encouragement of
 
increased production of crops with
 
greater nutritional value; improvement
 
of planning, research, and education
 
with respect to nutrition, particularly
 
with reference to improvement and
 
expanded use of indigenously produced
 
foodstuffs; and the undertaking of
 
pilot or demonstration programs
 
explicitly addressing the problem of
 
malnutrition of poor and vulnerable
 
people; and (c) extent to which
 
activity increases national food
 
security by improving food policies and
 
management and by strengthening
 
national food reserves, with particular
 
concern for the needs of the poor,
 
through measures encouraging domestic
 
production, building national food
 
reserves, expanding available storage
 
facilities, reducing post harvest food
 
losses, and improving food distribution.
 

(2) (104] for population planning N/A
 
under Sec. 104(b) or health under Sec.
 
104(c); if so, extent to which activity
 
emphasizes low-cost, integrated
 
delivery systems for health, nutrition
 
and family planning for the poorest
 
people, with particular attention to
 
the needs of mothers and young
 
children, using paramedical and
 
auxiliary medical personnel, clinics
 
and health posts, commercial
 
distribution systems, and other modes
 
of community outreach.
 

(3) [105] for education, public N/A
 
administration, or human resources
 
development; if so, (a) extent to which
 
activity strengthens nonformal
 
education, makes formal education more
 
relevant, especially for rural families
 
and urban poor, and strengthens
 
management capability of institutions
 
enabling the poor to participate in
 
development; and (b) extent to which
 
assistance provides advanced education
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and training of people of developing
 
,countries in such disciplines as are
 
required for planning and
 
implementation of public and private

development activities.
 

(4) (106] for energy, private
 
voluntary organizations, and selected
 
development problems; if so, extent
 
activity is:
 

(i)(a) concerned with data collection
 
and analysis, the training of skilled
 
personnel, research on and
 
development of suitable energy
 
sources, and pilot projects to test
 
new methods of energy production; and
 
(b) facilitative of research on and
 
development and use of small-scale,
 
decentralized, renewable energy
 
sources for rural areas, emphasizing
 
development of energy resources which
 
are environmentally acceptable and
 
require minimum capital investment;
 

(ii) concerned with technical
 
cooperation and development,
 
especially with U.S. private and
 
voluntary, or regional and
 
international development,
 
organizations;
 

(iii) research into, and evaluation
 
of, economic development processes
 
and techniques;
 

(iv) reconstruction after natural or
 
manmade disaster and programs of
 
disaster preparedness;
 

(v) for special development
 
problems, and to enable proper

utilization of infrastructure and
 
related projects funded with earlier
 
U.S. assistance;
 

(vi) for urban development,
 
especially small, labor-intensive
 
enterprises, marketing systems for
 
small producers, and financial or
 
other institutions to help urban poor
 
participate in economic and social
 
development.
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(5) [120-21] for the Sahelian region; N/
 
if so, (a) extent to which there is
 
international coordination in planning
 
and implementation; participation and
 
support by African countries and
 
organizations in determining
 
development priorities; and a
 
long-term, multidonor development plan
 
which calls for equitable
 
burden-sharing with other donors; (b)

has a determination been made that the
 
host government has an adequate system
 
for accounting for and controlling
 
receipt and expenditure of projects
 
funds (dollars or local currency
 
generated therefrom)?
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.5C(3) - STANDARD ITEM CHECKLIST 

Listed below are the statutory items which
 
normally will be covered routinely in those
 
provisions of an assistance agreement dealing
 
with its implementation, or covered in the
 
agreement by imposing limits on certain uses of
 
funds.
 

These items are arranged under the general
 
headings of (A) Procurement, (B) Construction,
 
and (C) Other Restrictions.
 

A. PROCUREMENT
 

1. FAA Sec. 602(a). Are there arrangements YES
to permit U.S. small business to
 
participate equitably in the furnishing
 
of commodities and services financed?
 

2. FAA Sec. 604(a). Will all procurement be YES
 
from the U.S. except as otherwise
 
determined by the President or determined
 
under delegation from him?
 

3. FAA Sec. 604(d). If the cooperating N/A'
 
country discriminates against marine
 
insurance companies authorized to do
 
business in the U.S., will commodities be
 
insured in the United States against
 
marine risk with such a company?
 

4. FAA Sec, 604(e). If non-U.S. procurement N/A'
 
of agricultural commodity or product
 
thereof is to be financed, is there
 
provision against such procurement when
 
the domestic price of such commodity is
 
less than parity? (Exception where
 
commodity financed could not reasonably
 
be procured in U.S.)
 



- 33 

5.' 	FAASec. 604(a). Will construction or N/A

engineering services be procured from
 
firms of advanced developing countries
 
which are otherwise eligible under Code
 
941 and which have attained a competitive
 
capability in international markets in
 
one of these areas? (Exception for those
 
countries which receive direct economic
 
assistance under the FAA and permit
 
United States firms to compete for
 
construction or engineering services
 
financed from assistance programs of
 
these countries.)
 

6. 	FAA Sec. 603. 
 Is the shipping excluded NO
 
from compliance with the requirement in
 
section 901(b) of the Merchant Marine Act
 
of 1936, as amended, that at least
 
50 percent of the gross tonnage of
 
commodities (computed separately for dry
 
bulk carriers, dry cargo liners, and
 
tankers) financed shall be transported on
 
privately owned U.S. flag commercial
 
vessels to the extent such vessels are
 
available at fair and reasonable rates?
 

7. 	FAA Sec. 621(a). If technical assistance YES
 
is financed, will such assistance be
 
furnished by private enterprise on a
 
contract basis to the fullest extent
 
practicable? Will the facilities and
 
resources of other Federal agencies be
 
utilized, when they are particularly

suitable, not competitive with private
 
enterprise, and made available without
 
undue interference with domestic programs?
 

8. 	International Air Transportation Fair YES
 
Competitive Practices Act. 1974. If air
 
transportation of persons or property is
 
financed on grant basis, will U.S.
 
carriers be used to the extent such
 
service is available?
 

9. 	FY 1990 Appropriations Act Sec. 504. If YES
 
the U.S. Government is a party to a
 
contract for procurement, does the
 
contract contain a provision authorizing

termination of such contract for the
 
convenience of the United States?
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10. 	FY 1990 Appropriations Act Sec. 524. If YES
 
assistance is for consulting service
 
through procurement contract pursuant to
 
5 U.S.C. 3109, are contract expenditures
 
a matter of public record and available
 
for public inspection (unless otherwise
 
provided by law or Executive order)?
 

11. 	Trade Act Sec. 5164 (as interpreted by YES
 
conference report), amending Metric
 
Conversion Act of 1975 Sec. 2. Does the
 
project use the metric system of
 
measurement in its procurements, grants,
 
and other business-related activities,
 
except to the extent that such use is
 
impractical or is likely to cause
 
significant inefficiencies or loss of
 
markets to United States firms? Are bulk
 
purchases usually to be made in metric,
 
and 	are components, subassemblies, and
 
semi-fabricated materials to be specified
 
in metric units when economically
 
available and technically adequate?
 

12. 	FAA Secs. 612(b). 636(h): FY 1990 N/A

Appropriations Act Secs. 507. 509.
 
Describe steps taken to assure that, to
 
the maximum extent possible, foreign

currencies owned by the U.S. are utilized
 
in lieu of dollars to meet the cost of
 
contractual and other services.
 

13. 	FAA Sec. 612(d). Does the U.S. own NO
 
excess foreign currency of the country

and, if so, what arrangements have been
 
made for its release?
 

14. 	FAA Sec. 601(e). Will the assistance YES
 
utilize competitive selection procedures
 
for the awarding of contracts, except

where applicable procurement rules allow
 
otherwise?
 



B. 	CONSTRUCTION
 

1. 	FAA Sec. 601(d). If capital (e.g.., N/A
construction) project, will U.S. 
engineering and professional services be 
used? 

2. 	FAA Sec. 611(c). If contracts for N/A

construction are to be financed, will 
 N/A

they be left on a competitive basis to
 
maximum extent practicable?
 

3. 	FAA Sec. 620(k). If for construction of N/A

productive enterprise, will aggregate

value of assistance to be furnished by
 
the U.S. not exceed $100 million (except

for productive enterprises in Egypt that
 
were described in the CP), or does
 
assistance have the express approval of
 
Congress?
 

C. 	OTHER RESTRICTIONS
 

1. 	FAA Sec. 122(b). If development loan N/A

repayable in dollars, is interest rate at
 
least 2 percent per annum during a grace

period which is not to exceed ten years,

and at least 3 percent per annum
 
thereafter?
 

2. 	FAA Sec. 301(d). If fund is established N/A

solely by U.S. contributions and
 
administered by an international
 
organization, does Comptroller General
 
have audit rights?
 

3. 	FAA Sec. 620(h). Do arrangements exist YES
 
to insure that United States foreign aid
 
is not used in a manner which, contrary
 
to the nest interests of the United
 
States, promotes or assists the foreign
 
aid projects or activities of the
 
Communist-bloc countries?
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4.,,Will arrangements preclude use-of
 
,financing:
 

a. FAA Sec. 104(f); FY 1990
 
Appropriations Act under heading 

"Pooulation. DA." and Secs. 525. 535.
 
(1) To pay for performance of abortions
 
as a method of family planning or to
 
motivate or coerce persons to practice
 
abortions; (2) to pay for performance of
 
involuntary sterilization as method of
 
family planning, or to coerce or provide
 
financial incentive to any person to
 
undergo sterilization; (3) to pay for any

biomedical research which relates, in
 
whole or part, to methods or the
 
performance of abortions or involuntary

sterilizations as a means of family

planning; or (4) to lobby for abortion?
 

b. FAA Sec. 483. To make reimburse-

ments, in the form of cash payments, to
 
persons whose illicit drug crops are
 
eradicated?
 

c. FAA Sec.20(g-. To compensate 

owners for expropriated or nationalized
 
property, except to compensate foreign
 
nationals in accordance with a land
 
reform program certified by the President?
 

d. FAA Sec, 6. To provide training, 

advice, or any financial support for
 
police, prisons, or other law enforcement
 
forces, except for narcotics programs?
 

e. FAA Sec. 662. For CIA activities? 


f. FAA Sec. 636(i). For purchase, sale, 

long-term lease, exchange or guaranty of
 
the sale of motor vehicles manufactured
 
outside U.S., unless a waiver is obtained?
 

1. FY 1990 Agpropriations Act Sec. 503. 
o pay pensions, annuities, retirement
 

Ipay, or adjusted service compensation for
 
prior or current military personnel?
 

h. FY 1990 Appropriations Act Sec. 505. 

To pay U.N. assessments, arrearages or
 
dues?
 

YES
 

YES
 

iYES
 

YES
 

YES
 

YES
 

YES
 

YES
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1. FY 1990 Appropriations Act Sec. 506. 
To carry out provisions of FAA section 
209(d) (transfer of FAA funds to 
multilateral organizations for lending)? 

j. FY 1990 Appropriations Act Sec. 510. 'YES 
To finance the export of nuclear 
equipment, fuel, or technology? 

k. FY 1990 Appropriations Act Sec. 511. YES 
For the purpose of aiding the efforts of 
the government of such countz 'o repress 
the legitimate rights of the population 
of such country contrary to the Universal 
Declaration of Human Rights? 

I. FY 1990 Appropriations Act Sec. 516: YES 
State Authorization Sec. 109. To be used 
for publicity or propaganda purposes
designed to support or defeat legislation
pending before Congress, to influence in 
any way the outcome of a political 
election in the United States, or for any
publicity or propaganda purposes not 
authorized by Congress? 

5. FY 1990 Appropriations Act Sec. 574. YES' 
Will any A.I.D. contract and 
solicitation, and subcontract entered 
into under such contract, include a 
clause requiring that U.S. marine 
insurance companies have a fair 
opportunity to bid for marine insurance 
when such insurance is necessary or 
appropriate? 

6. FY 1990 Appropriations Act Sec. 582. NO: 
Will any assistance be provided to any 
foreign government (including any 
instrumentality or agency thereof), 
foreign person, or United Lcates person 
in exchange for that foreign government 
or person undertaking any action which 
is, if carried out by the United States 
Government, a United States official or 
employee, expressly prohibited by a 
provision of United States law? 
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wort-plan. t;i ,-'..sit. by I11SIH GovornnetI. I i,nse .. ,
3. 500 kilometerz- of r,.,a,re ibili- and HIJPM rhr,,-W..,,t.,t ye. for proqr.,nni ,, at., ..taLed by 3/92. 1OO bq 3/95. 1500 of road in;,m..v.n.-,,

by 3/9-1. 

1. Boan avid e eizo traz .purter 1. Survyj it.t..r-r;i-ws of treu.:Ioperating cost3 reduced bq operators on trosssport costs. 
15-552 on inproved r o.is. 

Cd) hi_-istry of Public Morks 1. GOvernnent urdir t.'s s.tudyj of 1. Comploetio. I *viet .stedoi-*.s.i-capacity ..ovytr'geot ojr -...to naintain int.r-markel rans to increase road nainlqerance elation of .tl,.ly. at ihLre.s.I -...roads itncroased. fi~eaticir.9 by 12/908. 
itaiB. 

7. Governpoent. inre..id tar-_.lary .2kMoccipt . /l-93r4'l r.., I t IIjPU r.rler,.._Irmcurrert budqet supp.-r t for- rsoad .cost b.mdge . nteq. f. PaSe dor..jt .. 1,i ,-
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e) Gover-rnent polioj anlyIsis.


polico inplnentation, iwestne,,t 

plannirg and narket inforsation 

di ssenination c-apacity improved. 

INPUTS: 
(a) Policy Rerorn Sector Grarits. 
PL 180 Food Assistance 

lJpons publicizing market regulotioras
trd C.)tidity price irnfrrnation, 

upon de3choduling/decontral Ii ng sel 
wcted c.,nnudities. and upont realign
nont ol Ho11 resour'c s is favor of 
road mai tvtrl.,,ce 

(b) Tech,,ieal Rs.sist.-,,cc 

Studios and a-tlysiz required to 
assess inpact of policy reforms; to 
define, plar, ard inpler, t addit-
ional policy and itstitutional refor s; to assist in ugrading arket 
itnfurriation disso.in.atio,, 

tc) Ga: Cour.torpa;-. 

"d
1 

) -, .. ,,. . .,.4.*;* 

I t4OICRTOR 

1. lnstituticnal structures for 

l00s generation and .alysis

of data to inform grain 

market policies in pl.cc by 4/91 


2. Research agenda vstabIlj2tood by 
6/91 including: a) concptual/aaly-
tical approach b) data base develop-
rnnt plan c) identification of key
policy Impacts for mo,,dtorig
d) plan for re-itinely collected data 
use. Research initiated by 8/91 

3. 
ioR 

"larket intforn tor, uri t withintiwt
operating offecti,/ehj hj 'J/11 

4. Universities inpleoenting applied
research in KHOP district.s ty 3/90 

5. University/linistr1Wnrkiro 
Paper 
on further reform are.as 
subnitted
 
to KHOP Policy Comnittee by 12/133 

1. $10 million unretricted grant

disbursed 


2. $40 million Food for Progress

food assistance dlivered 


I. Studies corpleted, optiors ident-
fied and implementation plas appro-
ved and implemented 

. GoK financial conttibutions prog-
raned for roaduork, narket irstor
ation dissemiination. ar.d p.'.1icj ana-
lysis to S1,) million eqivaler,t 

H.A......... :#...1
 

. 

II Fir ----------

I f I - - - - - 

pplied Ra-.,, tlutjtorn .,,d
Evaluation -,;.ts.i.1annin. docunr.nte!tvieued arid , l*s i.n,ated 

2.Short- te l. is ui.. spe :fz c r . rts 

received byJru Jleue ing Corri tteq 
and USAID 

3. Sem-an .1| Reei" by IMPPolicy Commitlee -it program prog-
ross and pla,,s, ba.ed on HRIIES 
analysis atid Reports 

4. On-grou,,, Irotthinq of price.. 
aernutcod
 

1. GoK/IJSFRID pr.rora.ing docuent~s 
2. 

Progran hoitnoing ConmitteeKIIOPneetiro.s 

Sta.erir,. 

1. Study ro-t, ts, 11ol m,,d HoPM 
records and Iat.istics. special 
ztidios€,AFI tooeeah ch aoenda. elcCo 


. orloilq n i pact
of policy . csn.iulaa t o
po,,rts, poli.:.4 i-iplo; i-tintation p ar..ttee/USAI 
1. Ilruu.sl dr.sI I.bJcdgc? e*stinatkz 

2. Audits A., ,.-),. no.,,it.,,i,. 
contrartor ru.r.-o t-% 

----- -I- -,-


IoR%. able to r.-A,,i..,,i..... 
staff 

-inpiownvntatuo,,DRoght., etc,. Sil ,...I I. .,ni ........ ,
to a conpl .ie I,.1I 

GnK bases p li- .i...
 
aal 0si s
 

ldia ddvvrtljir.. * . 
available 

n",',fof fi,,.,f I
atd HIS. oper.s.i.. so.
 

Funds - co moic-lI.d 
available 

GoK co,,tirss to , ... ,-...
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POLICY hiRIX 
OBJECTIVE 

Program Goal: 

increased agricultural poductivityuta-effici 
and increased net farn incohes 

BACKGROUND 

... - - - - -- - - - - -

Continued Kenjat economic growth 

mill depend on a highly productive 

aI 
The GUK strategy for achievi,,g higher 

productivity includes: greater inputuse, developnent of more productive
technologies, increased input and 
coeodity narket ,rficien:y. and 
shifts to higher value crops. 

More efficient and lawer cost markets 
for agricultural cormoditi.s will 
underpin economic growth, enhance 
foreign omchange earinJs (savings),
and provide greater inc.ntives to 
producers. 

IiDICAIOF:S or UIL.ECTIVES 

RND PULItVY ZII'LE.IrIum" 
- - - - . .. - - - - -

Increased 'alsle add&,v is agri.;l t-

ural prodlhJ,:l..,, acti-ities 

Increased 
as ne.asu ed baI rs;.ducvd divargeusre 

betuecn .aarel ard sociul rtic.s 

Increased 4in.tricial veturtzs to 
producer ieeve.;tment.s of l.-vid a id 
labur in aticullutal p.odicti,-,h 
activities 

Former slifLs to higher v.aluv 
croppiq uix-. 

... 

PLRrIONSSHlP i) (aalal 

nTIIER DIJNI(PR Ih11.114Il. 
. ........ .. .. 

In.:r>."vd ar,,l . 

is one t rs.,I u1:, 

flu,. [, I't.td..Ir 1.: 
ti u-.. ' . 

Thji s&0e.-:to. g...);, , 
LU the UrC . , .L... I.. 
Prgra"n. I V.RLl"_ .K p. ,II-. 
fAs3istallce Ola. .. l....,., 

douor a-t.itd e.:,. ,...
pr,.aran." 

USID/Konya also suppc.rts the develop
munt of nore productive techologies 
througs investnents irn agricultural 
risea,-ch, facilitates increased fort
ilizer use through the fertilizer 
marketing progran, strengthens human 
resources through on-going efforts 
with Egerton University. and assists 
agribusinesses with financial and 
organizational nanogenert training. 

Program Purpose: 

ro develp a "re efficient ,satioral 
aize and beau, narketing systen that 

wil provide greater price irscetives 
n maize and bearsproducers 

Agricultural arket efficiency can 
be inproved by resovirig the aduinis-
tive and physical conistraints to 
comodity uoventerts between surplus 
and deficit areas iiithin, Kenya. 
Kena's diverse agricultural 
resource base means Kenya
is "made for trade". Adjir,ztrative 
constraints to efficiert con-
-odity novenetst cats be eli'iriatred 
through policy roforn ahd in:reasud 
market transparerncy ,pric.s, trade 
regulations). Physical constrairst3 cars 
be eliitiated by impoviti,, rca,J. thus 

Larger ndrk:etinj viultrneF resulting 
in reduced av-r.ge urnit clsts ..r 
narketed tlro,,olput. 

. 

Reductio,,.s it-tran.spurt ce*ts 
resultir"q from impo ,n'ed 
irter-na, keVl sods. Reduced 
fuel. zp.1rv prts, tine, .d,. 
load hanJlin ,:uit, t'on 
irncre.ased, Irr,. port volijnt.s. 

Reducedi n.4l..4ttay co!.ts dja. .,)
greator a..e..: to nasse t 

inf,.natintn 

The Ndtional f1o. a-1.i. 

cuses pall$ ts*,.,. 
alize q,-ai, - ,. ,. 
1iZ'..io,, I:F'- . I...,. 

strat-gic tC..r i ... ...... 
price stablI L. . .. 
that r5Z of Us..-..,. 
mill L. opt.,,-,I I.. i'.", 

-and cn-,,per .t.a..,. 

The D--.m s. i)..,I, 
iD . -i,.t III.h&tlll. .. I -1S. 
hi % .hjr.cIi.e.. 

lowering agricultura: cunnodity trat- Reducod .rxc-, dtfnoe,,,:s lV,@l.W-f
sport costs. R trat.3perent n-rket in tenporallq .ir,.I a-*. .anhd,:.alajuhir-h rn.,ndities move t'rteslijmill secar.4 . I .. 

mailto:lV,@l.W-f


POLIC' REFUR. 

I. nt the beginning of each market-
irg camp igi,, the Ilinistry of 

Igriculture will 
 conduct a publicity 
caMpaign ia the press, radio arid adn-
istatiot. er,.ices to inform, cons-
uners, producers arid the relevant pub-
lic and private sector parties of the 
most. current laas, regulations and po-
licies affecting the "o,.,enent and mar-
ketir, of' naie, processed maize, 
beat., millet and sorghun uithir. arid 
Letueaor, zodinistrativ" districts, 

Oate of InpIouientatior,: Decenber. 1990 
end constinrued each year thereafter 

2. The G,vernnent ill instruct the 
Ministry of Agriculture that the Far" 

lanagenenit Division is mandated 

to collect, conpile and disseninate. 

via the nedia, extension service, and 

other adniniistrative channels. 

uroficial and official narket 
price 
itiforn.btion on qrair. and horticultural 
comnodi ties. 

Date ul Inplenentatior: Decenber, 1990
arid cutinued each year thereafter 

i. The gcvernmnent will announ.ce the 
elinination of all mvenent controls 
or, Maiz,. maize products, beans, 
millet anid s,3rghun and Mill inform, 
district aa., other adniri strative 
.suthurities that their conpliaics 
Mitt. ttie.te reforns is required, 

UDtvf. of |mplmvenirtaticn: 

BRCKGROUNIP 

In 198/89 the Governnent undertook 
a Significant reforn by increasing 
the linit on the 4norT or Maize that 
could be Proved betmeent dli-ricts 
without a permiit from 2 to 10 bags.
T* inplenertation of this reofern has 
been very uneven, sone districts 
allou the novement of only 2 bags.
others 5 bags, others ll bag.. 
Ride a-ssenination of iisforn'.tio olt 
existing regulations could result is 
an immediate ircrease it, load sizes 
and market *fficiency. It will aloindicate to private traders that 
the governnent ill inplenert its 
stated plans to liberalie. 

In the mid-lS80"s, hIl.IfilFD collected 

and disseninated via radio 
wholesale 

price infornatior, 
on a Meekly basis. 
These narket infornati.to, activities 
ended in 1988 due to futeding short-
falls. During th; past two yvars FMD 
has upgraded its HIS capai:ity by 
recruiting, traititnig and posting O 
university and diplona graduates in 
the districts. The siten is presstly
constrained by a lack. of tir..ncial arid
analytical resources. 

The key Mill be to eisjre that 
actual narket prices, arid root
only established oft icial ,rices, 
are disseninated. 

Movenent controls prihtitit tree em-
change betueenr surplIj. and deficit 
areas decreasing niriet efticienrcij. 
distorting price signals, and leading 
to inoefficient..tli.,c.'i.i oC-1 prod.i-t-
ion and narketirig 

Informal n"rket tradr s ci. cumverntthese conotrols. However, it is estia-
ated that controls .i,ea.xnfornal 

INDICHIOPS OF O)BJECT~IVES 
AND FOLIY I MPTEMENTr104 

I. GOK p, ovidw. fill mitth a uritte,,
descripti,. ol legislation att..cti,..j
the muo.emr.rtj Lf uaize. pruoce..d 
naize conN,,lili.,i t, van,.., ,nd mlot 
grains. 

2. GOtK p v,.-id.. fIll[ with uriftwis 
contirn.sti.,r, ft.A t.hQ nar-let r-ijul-
a-ito publicili ca"np.i, has bf.r. 

conducted ,.i ihQ MIR in 
 a tinely 

mantrer pr i, -. IA-,-'ih#t 
 t 

rar|.etin q.a:.v,.. 

3. GOK pom,,,,i-tes HID uith uritt.o.
 
contirnati,., thjt district. arid
 
provillci.-, . -ih,,ritis h.,v., Ie.r, 
infurned of the reyulation. do;sr
ibed i', I;! atove .raridthat thwir 
conpl i anre i Ih these currerst aw. 
regul.ati,,oc .1d r l idice. i 
requi red. 

1. the GOK providez HID with Mitt.en 
confirnatio th.-st it hat itistructed 
the Hitistq .,f fgriculture that the 
Farn Hanaene;rt Division is nandatei 
to collect. cunpil and dissenirhate.
 
via th 
 ui.di.s. the MOA eoxteniur 
service orid okhvr administrati,.e 
charinnels, ,t.,oificial and offi,:iAl 
narket prar, infornation Orr grain 
ard hurticiitur.Il connoditie?. 

2. The GIJI: pr, vides ID mith ut ittie 

evidence that thme toR has developvd
arid is inpla.n.itin .s plan fur 
increai2,,si tIt.sir-uracy, tinvlirie_s. 

.roliathili t,j ir.d u ,s if the MItn'S 
disseninat,-I . pricail.e. 

infor'ati1u! . 

1. GI)K provid.. to RIDl uritIL.i 
erce that tie Qltminin.Lion of .a1l 
,ovenent raitrol?. l:n nat zo. MJi e 
products anJ tetrs h.iA tieeri ,i..1.f.1 
ard . . ,.:..4he1iab li.: m-di. 
and adnint:;I r.tive ,:lur-itsel. o,,i Uli.l 
the ,i stei .tA .)1i othrv admini.tta-

tive autho,. iti_ hove bv-is nt. tiviIthat t iir ,,:,nliaco j. reqsiod. 

PELAR I 45II - U ,,,i 
tiiRI DiltiAk It:,IIiI, 

The i,.crea..a. ?i., .. 
MOve.m.rt lanmi I. t, ."* 
ua- aI'tr,.i..I,,, :., i, 
:!por.. ed CeI.- I • . 4 
Pr.igr..". h ... , . 
Pr..duce F...r.J ..... . 
inpct hIt-i.I, I. a 
be is -,ctu.ll.. II 
3s its tC.upleI..... 
iSRP .1.Jexi .1 ,,. , .. ,. 

thoevi.ze' 30'. .p,. 
rutdid toy Ih. to", 

Th.4 ..
ineljdoeI i..,,. 
to. us i..ra tre t.iiI .. 
Ih.ri 4ho ig... .3I 

Ivtl- n,, v-neit 'A ,. 

10kb-'s It"111 II 
cr-1, fi'ec-i2I ai,,, 

lease tlen e still I..
"Ovenerit coos, I1A 
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POLICY REFORI1 - --

:.OLICY.'.FORN 


-. 


I.The Government will renove beans, 

nillet. and sorghum from th. list of 
scheduled coneodities. 


Date of Implementation: Rpril 1991 

5. The Government. through the 
Ministry of Public IJorks. ill 

increase the racurrent budget support
for the Poads Maintenance Branch by

O02 in "raal" ters (incremental per-

centage increase less the prevailing 
inflation rate) annually. 

Date Of Isplenentatios Decenber, 1990 
ard continued each year thereafter 

BEST AVAILABLE DOCUMENT
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along to consumers and producers.
~~rQ.Iuitrig 

R conodities "schvdulig" gives the 1. The GOr jrnsites_ 11ID with 
governnorat authority to irntervene writtn *viae,,:. that beans. ei et 
in its production, narketing, and and t.vo beensorghun reeoved ft omconsumption. Histuricalloj. the the, list of Zh..duled co.nioditiesgovernmrt has not irstervosed in the and that tlhis rvton heas ,lven
beahs, sorgthun arid millet markets gazetted ard .jneeojrsced via tli? 
to a significant exteort. r'resently, public nvdila and adniti.t-a.iv,
 
HCP8 has less than a lO 
 Aiare for channels.
 
beans and 5% share f,,r sot 9hun and
 
millet.
 

Do-scheduling would i,ot limit GOK 
4tbilityj to intervene whvro necessary
 
to provide price support. It would
 
free NCPB resources to be used more

effectively and contributo to private 
sector confidence in liberalization.
 

The elimination of "..,venent controls i. the mmprovide Il mittGur will 
and the disseination of narket infor-
 written &vidor,cothat the linsisrtj
Nation will have greater effect if of Public or ls has increased tlmetransport costs are c:oncua'retly recurrent ",aJleet support 'or nlee,-reduced. t preosrt, the deteriorating salarij ios-, for the Road3 htin-
state of roads linking arn to narket tenance :r.,r,cls ty nse less ts.s, 11:.1 
roads (i.e. Class C and longer 0 in "real" f..n and has net do.:s
roads) increases tran-.port costs reoaed allaiOlios to the Po.dssignlificantlyj. tlaintersa,:.. E inch bvlom the budgvt 

allocati,,n lo te Kvnya 19g0.. e'9l
Road impr ovoronts wil]II ha,', maxi"u" fiscal .
 
econonic inpact only if naintenance 
is assured. GOK/IoPM roed "aintenanc, 2. In rio c.4-., shall reoturce 
resources have drclinrd airs]uall y as be meet& sv.ijobla for nun-poe !,r.nolpersonnel costs have *!bsorbed ircroas-
 items in the Poa. Iairitsn. e,ing proportions of H*-!iFW's total Branch's bsdg,.t bL ruducinq elh.e
budget. 
 road naise~tu,,,,,e t-r].itLd [eiil,4ek

all]o-dLiur,.5

..... ... ... . .
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REPUBLIC OF KENYA 
OFFICE OF THE VICE-PRESIDENT AND MINISTRY OF FINANCE 

Telegaphic Address: 
FINANCE-ItRO81 THE TREASURY 
Telephon,: 338111 P.O. Box 30007

NAROB 
Whan replfiV please quol. NAIROBI 
RA. No. F 9R.01.0 3rJna KENYA.............


and dute3r.J a 

Mr. Steven Sinding
 
Director
 
USAID/Kenya
 
NAIROBI.
 

Dear ,9'" Jl 

RE. KENYA MARKET DEVELOPMENT PROGRAMME (KMDP)
 

I refer to the letter from the then Acting Director responding to my
letter ref. EA/FA 9/03 dated 7, December 1989 on the above subject in
which you adequately responded to the issues raised by the GOK
 
earlier.
 

The GOK now formally makes a request for the funding of the programmewhich is in support of our strategy to increase the efficiency of
 
agricultural marketing.
 

The proposed programme combines support for market roads rehabilitation

initially in seven districts nzmely:- Kakamega, Kisii, Kitui, Nakuru.
Narok, Nyeri and Uasin Gishu, GOK commitment to the policy agenda for
liberalizing the marketing system for agricultural commodities, particularly
maize within the framework of the 1989/93 National Development Plan.
In addition the programme is geared towards improving policy analysis

capacity within selected Kenyan institutions.
 

The GOK is constituting a negotiation team under Treasury chairmanship

and will include representatives from the Ministries of Agriculture,
Public Works, Supplies & Marketing and the National Cereals and Produce
Board. 
 Mr. Kioko wa Luka of this Ministry has been directed to co-ordinate
the exercise. 
We look forward to further continued co-operation between
 
our two governments.
 

Yours S60 ,J 
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INITIAL ENVIRONMENTAL EXAMINATION
 
* AR
 

CATEGORICAL EXCLUSION
 

Project Country: Kenya
 

PrOctle: Kenya Market Development Program (61,5-0242) 
Puning: FY(s) 89 
- 91 $15,000,000
 

ZEE Prevared by: Bessie L. Boyd, AFR/TR/ANR
 

Environmental Action Recommended:
 

Positive Determination
 
Negative Determination 
 '--


Categorical Exclusion
 

Componene 1, Qlt.llfi .q fnr ; a.ategarical EXCluson. in
 
accordance with Reg. 16, 
Section 216.2(c)(1).
 
Component 3, Qualifies for a Categorical Exclusion under
 
Reg. 16, Section 216.2(c)(2)(i).
 

APPROVED __ 

DISAPPROVED
 

DATE
 

Concurrence:
 
Bureau Environmental' Officer: Deazie L, 

Clearance: Mary Alice- Kleinjan, GC/AE'R pN\%)0< date ____ 

1 "M
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I. Description of Project: 

Th purpose of 
 ie 
Kenya Market Development Pcugrum i* to
develop selected market areas and to improve the policy
environment for marketing in Kenya. 
 The-October 12p 19.9. PAZP
states that the program will consist of several components (1)
a $10 million DFA - funded sector support program to achieve
policy reform, disbursed as cash conditioned upon achievement
of policy changes; (2) host-country owned local currency
generated from the DPA cash grant, which will be used for
development of physical infrastructure in secondary market
towns, including establishment or improvement of physical
markets, provision and/or improvement of utilities, improvemont
of urban roads, bus paths and other transportation facilities;
construction of water and sewer 
facilities; promotion of
revenue-generating public works such as commercial parks,
storage and procescing; 
and substantial rural ro%.d construction
and Rehabilitation; (3) 
a $5 million DFA-funded project grant,
to provide technical assistance for strengthening Kenya's
market information system, for research and evaluation
activities to assist in policy development, and for assisting
in strengthening local governments, and related training and
commodities; (4) a $30 million HIG sector program loan
guarantee, to be used for the same purposes as the DFA local
currency generations, to the extent
criteria; (5) PL 480 Title riI 
that they meet HIG
 

whioh will bo uced for the 
local currency use offsets,


same purposes 
 as the DFA localcurrency generations to the extent that they meet Title III
criteria.
 

&" lilatlll f LIP scup *jo aii a i 

I. 
This IEE covers only components (1) and (3), 
 the DFA-funded
sector cash grant and the DPA-funded
Component (2), echntcl am[stance.
the 
local currency deposits generated by the $10
million DFA sector cash grant, is not subject 
to Reg. 16 as a
legal matter, since the local currency will be host-country
owned. 
 However, the agency guidance on local currency
programming (87 State 327494, October 21, 1987); para. 
5.1c,
requires that the program contain responsible safeguards
ensuring that environmental concerns will be taken into account
for this element.
 

2. I the HIG component is retalned in the prcgracove:,.= will , an. ,lEneed to be submitted - c-ately,.ny i.3 V.d 
we. "- Imr" at e 1 , ncase r!:O to PAAD "i.sszo. 
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1I1. Recommended Environmental Act-ion:
 
1. 
Component i, the $10 million DFA sector grant disbursed as
cash, qLualifies for a categorical exclualnn under Reg. 16,
section 216.2(c) (1).
 

2. Component 3, the $5 million DEA 
-	funded technical
assistance, training and evaluation grant, qualifies for a
categorical excluuion under section 216.2(c)(2)(i), except to
the extent that it may include an activity directly affecting
the environment, such as construction.
 



ANNEX G'
 

P. 4
4u Food ,for Progress Proposal
 

FY-90 -. ,92, 

USAID/Kenyai
 



FOREWARD
 

The P.L. 480 Food for Progress food assistance proposal
has been submitted as a principal annex 
to the Kenya
Market Development Program Assistance Document, FY1990
 - 1993. In preparing the proposal, we have borrowed
relevant sections of the PAAD document and condensed
 
them into an executive summary piece. 
 We believe the
Food for Progress proposal strongly supports the major

goal and purpose of the KMDP 
Program and should be
reviewed accordingly. 
 A formal Food for Progress
 
request cable for DCC action was 
submitted on January

26, 1990.
 



P.L. 480, FOOD FOR PROGRESS PROPOSAL
 

I. INTRODUCTION
 

The Kenya Market Development and Food for Progress Program

goal is to assist the GOK in achieving increased
 
agricultural productivity and increased net farm incomes.
 
The program purpose is to develop a more efficient
 
national maize and bean marketing system that will provide

greater price incentives to maize and bean producers.
 

In order to achieve the purpose, the program will provide
 
$10 million DFA Dollar Sector Grants and $40 million in

Food for Progress commodities for policy changes that will
 
provide a supportive policy climate in which more
 
efficient maize and bean markets 
can be stimulated in
 
Kenya. An additional $5 million in DFA funds will finance
 
technical assistance and training to institutionalize
 
policy analysis capability in relevant GOK agencies.

Local currency funds provided by the GOK will be used 
to
 
rehabilitate and maintain 1,500 kms of inter-market roads
 
serving those markets. The program will provide overall
 
support and specific assistance to:
 

eliminate movement restrictions on selected
 
agricultural commodities;
 

disseminate information concerning market regulations
 
and prices on a regular basis;
 

* identify, plan for, finance and undertake investments
 
in road infrastructure and maintenance; and,
 

* increase the Ministry of Agriculture's and Ministry of
 
Public Works capacity to analyze, design, monitor and
 
implement investment and policy decisions.
 

By 1994, the end of the four year program period,

USAID/Kenya expects to see an environment where informal
 
sector maize and bean marketing arc no longer constrained
 
by administrative controls 
on inter or intra-district
 
commodity movements. Analysis indicates that the
 
elimination of maize and bean movement controls currently

in force will result in an approximate 25-30% reduction in
 
marketing costs. 
 Marketing cost reductions will result in
 
an approximate 7 - 10% increase in farmgate maize prices.

Marketing costs will be further enhanced by 
a 45 - 55%
 
reduction in transporter operating costs resulting from
 
rehabilitation of inter-market roads. 
 To sustain the 
irprou:,nent:s, th, gouernment wi]l incro'ase non-personnel
ro,,urr,.ni budqct support for r'uad main',,nanc, toy 10%j 1 11.[ ' Lh , = r g Lin ] 9 ' ) 0t~ "6 6i1 4 : I .h : . l y , 'ci r ,!, 

,'th,:,; , ttpo y ol qovcr'iimivnt 2:', [.t ,tjris 
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II. BACKGROUND
 

Since gaining its independence in 1963, Kenya has been
 
among the best economic performers in sub-Saharan Africa.
 
In the past five years, Kenya's economy has achieved an
 
annual growth rate of close to 5% per year, following a
 
period of sluggish growth in the early 1980s. Recent high

levels of economic growth have been fuelled by: 
 1) strong

agricultural growth made possible by highly favorable
 
weather conditions, 
increased fertilizer utilization, and
 
policy reforms that have improved farmer incentives; 2)

increased imports that have been financed by lower oil
 
prices and increased foreign assistance; 3) increased
 
government spending (nearly 20% average annual increases
 
in the past five years) to "prime the pump" of the
 
economy, also funded by donor assistance; and 4) strong

performance in tourism and horticulture. Also significant

is the fact that Kenya's population growth rate has begun

to slow, decreasing from 4.1% 1984 to in
in 3.8% 1989.
 

As Kenya enters the new decade, however, there are signs

that the growth spurt of the late 1980's is weakening.
 
Economic growth for 1989 is likely to 
decrease to around
 
3%, while inflation is re-emerging as a major problem.

After averaging under 10% for the past five years, 
the
 
annual inflation rate is presently estimated at over 15%.
 
Recent declines in the international coffee market are
 
weakening export performance, and it is unlikely that the
 
increases in the 
numbers of tourists that took place in

the latter half of the 1980s can be continued. Beginning

in 1988, 
official grants, loans, and International
 
Monetary Fund (IMF) lending combined to become the largest
 
source of foreign exchange, exceeding coffee, tea and
 
tourism earnings combined. But it is not certain that the
 
hign levels of foreign assistance that Kenya has received

in the past few years will be maintained, especially given

the new demand on donor resources emanating from Eastern
 
Europe.
 

The growth and development of the Kenyan economy over the
 
next several decades will depend largely on the
 
agricultural sector. 
 The food and agriculture industry,

which includes farming and supporting service and input

industries, accounts for approximately 67% of gross

domestic product. The sector employs over 70% of the
 
population, contributes approximately 60% of foreign
 
exchange earnings, and provides nearly all the country's

flood supplies. 1ho average annual growLh rate in
 
agri cu ltJra I GDP For 1963 .2 was 4.6%, but d,?cl ird I:1 
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2.8% during 1973-87. With a population growth rate of
 
3.8%, Kenya's agricultural sector must achieve a
 
sustainable growth rate over 
4.0% if Kenya is to achieve
 
its development objectives. This growth must be achieved
 
through increased productivity (i.e., value-added per
 
hectare) due to the limited supply of arable land.
 

The lack.of a well developed marketing system is a
 
disincentive to increased agricultural productivity. Of
 
the various constraints to market development, the
 
economic analysis carried out by USAID demonstrates that
 
poor roads and inappropriate market policies produce the
 
largest single set of constraints to market development.
 
Better inter-market roads would allow faster movement of
 
goods and less vehicle maintenance. This reduction in
 
marketing costs, in turn, would lead to increase in
an 

farm profits as reduced marketing costs cause a rise in
 
on-farm commodity prices and a fall in on-farm costs of
 
purchased inputs.
 

Kenya's official marketing system has a 50 year history of
 
rigid government price and distribution control. The
 
National Cereals and Produce Board is the implementation
 
vehicle by which the government's distributional and price

control objectives are pursued. NCPB is unique among
 
cereals boards in African countries in that it controls a
 
significant portion of the annual marketed surplus. The
 
monopoly and monopsony powers of the NCPB that underpin
 
this market share have their foundation in national law.
 
There are several fairly extreme aspects to these laws,
 
including legal provisions which essenLially make
 
harvested maize the property of the state. However, these
 
legal foundations for extensive GOK participation as the
 
dominant wholesaler would be totally ineffectual if it
 
were not for two other key supporting policies: movement
 
controls and the cereals pricing policy.
 

Movement controls on agricultural commodities are enforced
 
through the use of movement permits that must accompany
 
any shipment of an "officially scheduled" commodity being
 
moved. The economic and social analyses for the PAAD
 
reached several conclusions regarding the operation of the
 
permit system:
 

Obtaining permits can be very time-consuming and
 
costly for many private sector traders;
 

Obtaining pc-rmi.ts tn move mai~'e on contract within the 
"I*,-,rAI I,hAnnils" (i.e., I:o t h RoArd, the i Is , ormIl 

I t,,,fi;
Ihi [,,ir d (or r',,-I, jn rrt 1 :j ri d,.f ici L,ar'o.1r.) j 
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not particularly difficult. 
 However, obtaining a
general permit authorizing market-to-market private
wholesale trade is much more 
difficult and, when
 
accomplished, is often subject to the payment of 
some
 
type of "rent" or similar, unauthorized transaction
 
cost; and
 

* Not having a movement permit subjects traders to
 
arrest and seizure of merchandise, but also presents

opportunities to 
collect "rent" at the numerous
 
roadblock control points.
 

The analysis and the setting of prices 
are carried out in

annual price reviews. In recent years border prices 
have
been a key determinant of gazetted producer prices; i.e.,

prices have more nearly reflected import/export parity

than was the case in the past. Potential incentives
resulting from reasonably high producer prices have been

offset by late payments to farmers for commodities that
 
are marketed through parastatals. This situation has

resulted in serious liquidity problems, especially for
 
small scale farmers.
 

While the GOK has consistently increased gazetted prices

to more 
closely reflect production costs and import/export

parity, the review process has resulted in an official

pri:e structure which does not permit temporal or spatial

price variation for most commodities. This policy has had

the effect of discouraging private storage and increasing

marketing costs. 
 It has also contributed to the
 
misallocation of scarce 1 resources since prices do not
 
reflect local market conditions.
 

Official prices for maize regulate each phase of the

formal marketing system from farm to mill to 
consumer.
 
Prices apply within one July-June crop year and are
 
largely undifferentiated seasonally or spatially. The
 
policy of fixed prices has resulted in the burden of stock

adjustment being placed on NCPB management, with heavy

reliance on importing and exporting. Decisions regarding

when to import and when to export require efficient and
 
effective NCPB management, and good overall economic
 
management by the critical decision-makers in the central
 
government.
 

The result of these policies has been a growing loss of
 
GOK budgec resources which, as much as anything, has
 
served as 
a spur Lo looking at. systmi reform. Indee'd,

ri nq NCPI3 ,poral-inq 1osses cr, " ,: it,'d ('iC, 1988) At
V".;.;. 14.. i.!U iii,Il I i,,n (LibEui mJ lII ] l if,.' 1'Dt(h/[:'/ 
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season, added to the cumulative losses in the previous 5
 years of KShs. 
3.5 billion (about $240 million). Of this
amount, KShs 2.5 billion has been attributed to external

*,trade deficits 
arising from maize stock management (NCPB,


1989). In summary, critics of the formal maize market
believe that the system of controls adversely affects
marketing efficiency. The conclusion is that the control

legislation has resulted in a market channel characterized
 
by:
 

* 	 Low operational efficiency and resulting high per unit, 
marketing costs; and 

* 	 Low pricing efficiency as reflected by poor regional
and seasonal market integration and instability in
 
market conditions.
 

In conclusion, the stated objectives of movement and price
controls are not being achieved. Instead they are
creating market inefficiencies which impede the growth of
,1+e agricultural sector. 
The controls have created a
market system characterized by unnecessarily high
marketing costs, 
uneven spatial and temporal integration,

a high degree of market instability, and potentially

increased food insecurity. Food insecurity is
particularly a problem in the marginal arid and semi-arid
 areas which do not fully benefit from NCPB inter-regional

transfers.
 

III. 
PROGRAM STRATEGY AND RATIONALE
 

As 
a result of government policies and the deteriorating

state of inter-market roads, Kenya's grain marketing is
excessively costly. Unnecessary marketing costs 
result

From inefficiencies in the consolidation and
transportation of maize, beans and minor grains. 
 Some of
these costs result from the impact of poor roads on 
grain
trader vehicle, fuel, spare parts, 
and 	time expenditures.
Other costs are due to 
the 	effect movement controls have
 on discouraging the exploitation of economies of size and

increasing average unit handling costs. 
 By lowering or
eliminating these costs, and by reducing trader
uncertainty regarding the impact government policies might
have on investment returns, market efficiency will be
increased and market entry stimulated. The resulting
market competition will help pass cost savings along to

producers and consumers.
 

14%1 i nq policy rhanq:.* wAlith irv .'.m rtt. iri 
ii'll. t'l l 111d ilil"°' r'lil jui j aiFr. ,.r'il -uro, KMI)P Ii1.,m,.;LI;w tlh ' (r, )K b de vuciupii'l'i .Irot fu(r t.,q tI'. curi' nt 
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maize, beans and minor grain marketing by eliminating

policies that constrain commodity movement from surplus to
deficit areas. Concurrently, the program will reduce
 
transportation costs by providing inter-market road
 
improvement, and by redirecting government resources
 
toward improving roads carrying significant but overly

costly market to market agricultural supply flows. To
 
enhance market transparency, and underpin the private

trader confidence essential to increased cereals market
 
investment, KMDP will also assist in the dissemination of

market regulation and price information. The identified
 
policy reform, road improvement and information activities

have the potential to significantly increase maize and
 
beans market efficiency and overall agricultural sector
 
productivity.
 

To support and highlight the policy dialogue concerning

maize and beans movement decontrol, market transparency,

and inter-market road improvement, sector grants and food
 
aid assistance will be provided to the government on the

basis of performance based conditionality. To further
 
enhance marketing efficiency, local currency contributed
 
by the GOK will be used for road rehabilitation and
 
maintenance, as well as to 
support market information
 
dissemination. 
Government local currency contributions
 
will also support technical assistance and short-term

in-country training for the Ministry of Agriculture and
 
Ministry of Public Works. These two 
institutions will be
 
responsible for (1) planning and implementing components

of the policy reform agenda; (2) monitoring and evaluating

the impact of reforms; (3) carrying out the physical

inisestments in road infrastructure development; and (4)

further defining a long-term reform agenda.
 

KMDP is designed as one component in a multi-donor effort
 
to develop a more efficient maize and beans marketing

system. An efficient marketing system will direct
 
marketing and production resources to their most
 
productive uses. It will help the government in ensuring

stable maize and beans prices and food security without
 
creating excessive and unnecessary burdens for the

national budget. Through the recently defined IBRD
 
Agricultural Sector Assistance Operation II 
(ASAO II), the
 
EEC's ongoing Cereals Sector Reform Program, and the KMDP

planning process, the Bank, the EEC, and USAID havc
 
reached a consensus with the GOK on a near-term policy

reform agenda for the maize and bears marketing system.
The four--ycar KMrP will support the implementation of 
r'.or es (if: 1h,:- inf',,rinal cr-a ; ,oct r and hIp 1.1ho (OK
:,( iii ht.' r Jiri.irt-. d,' .fj i. iti U blrLid i':" i 4i r mIIIip''.lori 

"A .'' ,d Iu , kip I lij LBSd ov.ILABI lo AOC .E.nyT,, '. 
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IV. 
 PROGRAM CONDITIONALITY
 

E. 
 Program ConditionalitV and Negotiating Status
 

The principal policy issues and proposed reforn; measures
outlined in this 
document have been discussed and reviewed
at the Permanent Secretary level in 
the Ministries of
Finance, Agriculture and Public Works, 
 The analysis on
which the policy agenda is based was 
directed by the
Ministry of Planning and National Development (MPND)
Sectoral Planning Division whose chief was 
the chairperson
of the original KMDP Development Committee.

committee was composed of 

This
 
technical representatives from
the Ministries of Agriculture, Planning and National
Development, Public Works, Supplies and Marketing, and the
National Cereals and Produce Board. 
 The MPND
representative also chaired the Committee's review of the
analyses, findings and recommendations. 
 Within these
fora, GOK representatives have agreed with the goals
outlined in the reform agenda, although questions remain
as 
to timing and specific indicators. Finally, the market
structure policy reforms 
are in complete accordance with
the GOK 1989-93 
Five Year Development Plan and Sessional
 

Paper No. 
1 of 1986.
 

The following is the substance of the non-routine
conditions upon satisfaction of which disbursements will
be made. It is anticipated that during the 
course of
negotiations 
there may be non-substantive refinements in
the language of the conditionality and covenants. 
 As
specifically noted, for each condition presented, the
condition may apply 
to the project and/or the program
and/or the PL 480 assistance. 
The language of the
conditionality will be designed 
to reflect the mode of
assistance against which it is written. 
The underlying
principle has 
been to link policy-based program and PL 480
conditionality, 
 To allow for adjustments to a dynamic
policy environment, 
some flexibility has 
been
intentionally built into the conditionality. Yearly
implementation plans for the institutions inuolvid in
carrying-out and analyzing the 
impact of the policy
reforms will help to adjust and refine the reform agenda.
Likewise, 
the variability of agro-ecological conditions
within Kenya, fluctuating international agricultural
commodity markets, 
the impact that the 
cereals sector has
,n GOK budget deficits, and the important role that
agriculture plays in the Kenyan economy also demand the
rfoxibhiliLy that has been dosigned into the conditionality. 

BEST AVAILABLE DOCUMENT
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1. 	Condition Precedent to Initial
 
"Disbursement/Assistance (npplicable to KMDP
 
Project and PL 480 Assistance)
 

a. 	 For Initial U.S. $15 Million PL 480 Food
 
Assistance Only
 

Prior to the provision by A.I.D. of the
 
initial U.S. $15 million of PL 480 food
 
assistance, or to the issuance by A.I.D. of
 
documentation pursuant to which such
 
assistance will be provided, the GOK shall
 
provide, in form and substance satisfactory to
 
A.I.D.:
 

Documentation confirming that the GOK, throuqh
 
its Ministry of Finance, has formally proposed
 
a Kenya Market Development Program line item
 
for inclusion in the budgets of the Ministries
 
of Agriculture and Public Works which shall
 
not be less than the Kenya Shilling equivalent
 
of U.S. dollars 40 million over the life of
 
the 	Program. The schedule for inclusion of
 
said funds shall be the subject of future
 
Project Implementation Letters (PILs) to be
 
issued by A.I.D.
 

Projected date for compliance with CP: April
 
1, 1990.
 

*b. For Initial U.S. J Million KMDP Project
 
.Disbursement Only
 

Prior to the disbursement by A.I.D. of any
 
funds made available under the KMDP Project
 
for technical assistance, training or
 
commodities, or to the issuance by A.I.D. of
 
documentation pursuant to which such
 
disbursements will be made, the GOK shall
 
provide, in form and substance satisfactory to'
 
A.I.D.:
 

Documentation confirmirg that the GOK, through
 
its Ministry of Finance, has formally
 
concurred in writing with the Request for
 
Proposal (RFP) for technical assistance,
 
training and commodity procurement to be
 
financed under the K,,nyA MArket Deulopment
 
Proj r-ci nqrEornwnf 
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Projected date for compliance with CP:
 
September 1, 1990
 

+2. 	Conditions Precedent to Each Subsequent

Disbursement/Assistance (Applicable to

Program and PL 480 Assistance) 

KMDP
 

Prior to the disbursement/provision by A.I.D. of
any 	sector dollar grant and/or PL480 food
assistance, or to 
the 	issuance by A.I.D. of
documentation pursuant to which such'

disbursement/assistance will be made, the GOK,
through its Ministry of Finance, shall provide, in
form and substance satisfactory to A.I.D.,

documentation confirming that:
 

a. 
The budget allocations for the Ministries of
Public Works and Agriculture have not been
reduced below the budget allocation levels for

such institutions established in the

Government of Kenya's Forward Budget for
1990/91. GOK Kenya Shillings provided to such

institutions as otherwise required by this
Program are to be additive resources for such
institutions and shall 
not be included for
 purposes of this Condition Precedent.
 

b. 	The Ministry of Public works has increased the
recurrent budget support for non-salary items

for the Roads Maintenance Branch by not 
less
than 10% in "real" terms (incremental

percentage increase less the prevailing
inflation rate) for the year previous 
to the
 
year 	in which the disbursement is sought, and
has 	not decreased allocations 
to the Roads
Maintenance Branch below the budget allocation

for the Kenyan FY 1990/91. In no case, shall
 resources be made available for non-personnel

items in the Road Maintenance Branch's budgot

by reducing other road maintenance related
 
budget allocations.
 

c, 
The Ministry of Agriculture (MOA) has planned

and conducted a publicity campaign via the
press, radio and administration services to
inform consumers, producers, and the relevant

public and private sector parties of the most
 
current laws, regulatjns and policies
Af'flcting h,? inout-,inln- -ind marko:fing oF mizi, 

0 , :I11' C4.1c - 1,d J/, . t,,'i I'. ' ,: L ,''d sur'glhui
'Al r Li 	 n od bit * ' ,-'n:. i, .ri I i , a:1 i s 	 Lr i c 1.I* 
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'The specific requirement for compliance

:.ith,this condition shall be the subject

of a PIL to be issued by A.I.D., but at a

minimum shall include:
 

(1) For each year for which disbursement is
 
sought, a written description of
 
legislation affecting the movement of
 
maize, processed maize commodities, beans
 
and minor grains within Kenya.
 

(2) 	For each year for which disbursement is

sought, a schedule of public announcements
 
for removal of movement controls on
 
specified agricultural commodities for
 
that year. The specif:ic requirements for
compliance with this condition shall be
 
the subject of future PILs 
to be issued by
 
A.I.D.
 

(3) For each year for which disbursement is
 
sought, written confirmation that the
 
publicity campaign set fortli 
in (c) above
 
has 	been conducted by the the MOA in 
a
 
timely manner prior to that year's

marketing seasons.
 

(4) For each year for which disbursement is
 
sought, written confirmation that district
 
and provincial authorities have been
 
informed of the requlations described in
 
(c) above and that their compliance with
 
these current laws, regulations and
 
policies is required.
 

3. 	Conditions Precedent to Specific

Disbursements/Assistance (Applicable to KMDP
 
Program and PL 480 only)
 

a. 	Initial Tranche Sector Dollar Grant
 
Disbursement (U.S. $2 Million Sector Grant)
 

Documentation, in form and substance
 
satisfactory to A.I.D., that the GOK has:
 

(1) Through its Ministry of Finance,
 
instructed the MOA 
that the MOA's Farm
 
Management Division is mandated to 
rnllc :. compile and di.;sininAtte, u.,t'hI 



media, the MOA extension service, and
 
other administrative channels, unofficial
 
and official market price information on
 
grain and horticultural commodities, to
 
begin with the 1990/91 market season; and
 

(2) Through the Ministry of Agriculture,
 
developed and is implementing a plan for
 
increasing the accuracy, timeliness,
 
reliability and use of the MOA's
 
disseminated market price information.
 

Projected date for Compliance with CP:
 
December 1, 1990
 

b. Second Tranche Sector Dollar Grant Disbursement
 
and PL 480 Assistance (U.S. $3 Million Sector
 
Grant; U.S. $10 Million PL 480 Food Assistance)
 

Documentation, in form and substance satisfactory
 
to A.I.D., that the GOK, through the Ministry of
 
Finance, has:
 

(1) gazetted and announced via the public
 
media and government administrative
 
channels the elimination of all movement
 
controls on beans and has informed the
 
district and other administrative
 
authorities that their compliance with
 
these reforms is required; and
 

(2) has removed beans, millet, and sorghum

from the list of scheduled commodities.
 

Projected date for compliance with CP:
 
April 1, 1991
 

c. Third Tranche Sector Dollar Grant Disbursement and
 
PL 480 Assistance (U.S. $5 Million Sector Grant
 
and U.S. $15 Million PL 480 Food Assistance)
 

Documentation, in form and substar-e satisfactory
 
to A.I.D., that the GOK, through the ministry of
 
Finance, has gazetted and announced via the public
 
media and government administrative channels the
 
elimination of movement controls on maize and
 
maize products and has instructed district and
 
other administrative authoritit:,s that their
 
cinmpliancp twith thos.s rr:Fonr'ms is requird. 

-N1K5 
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ProJected date fo: compliance 'with"CP:' April A1,
1992 

4. Covenants
 

a. 	The Government of Kenya does hereby covenant to
 
undertake an assessment of the environmental
 
consequences of its road rehabilitation activities
 
f.nanced by its contribution to the Kenya Market
 
Development Program, which assessment shall include:
 

(1) 	a review of adverse environmental impacts for each
 
said GOK road rehabilitation design and execution;
 
and
 

(2) a plan for mitigation of identified adverse
 
environmental impacts, if any.
 

b. 	The Government of Kenya shall provide to USAID, on a
 
no less than annual basis, a report setting forth for
 
each completed road rehabilitation activity financed
 
by he GOK contribution to the Kenya Market
 
Development Program to include:
 

(1) 	a description of each road rehabilitation activity;

(2) a statement of the adverse environmental impacts,
 

if any, of said activity;

(3) a description of steps taken to mitigate said
 

adverse environmental impacts; and
 
(4) an evaluation of the success or failure of said
 

mitigations.
 

c. The Government of Kenya does hereby covenant that, in
 
addition to specific requirements of the Conditions
 
Precedent set forth under KMDP, it will seek to
 
increase real road maintenance budgets, allocatAons
 
and expenditures to a level commensurate with
 
requirements to maintain efficient inter-market
 
transportation of agricultural commodities. During
 
program implementation, the required increases shall
 
be the subject of annual consultation between USAID
 
and the Ministry of Public Works, the first such
 
consultation to be held no later than May 1, 1990. 
 No
 
less than 30 days after each such consultation, "he
 
GOK shall provide a report describing its proposal for
 
compliance with this couenant.
 

d. 	The Government of Kenya does hereby covenant to
 
maintain the legislative and administrative reForms
 
c'stablishrd under this pr'ogra. . 
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5. ;MONITORING AND EVALUATION INDICATORS 

a. Input Indicators
 

Program inputs comprise the resources used and
 
activities undertaken under KMDP and FFPR. 
 Continuous
 
monitoring of selected input indicators will tell 
us
 
whether and how efficiently the program inputs 
are
 
being delivered.
 

Input indicators will include the following:
 

-
 Amount of dollars disbursed to GOK;
 
-
 Amount of GOK funds committed
 

(and used) for agreed upon acti"ities;
 
-
 Tons and value of PL 480 commodities
 

supplied;
 
-
 Number and level of technical assistants
 

hired;
 
- Value and type of equipment and machines
 

delivered;
 
- Additional policy and institutional
 

reforms defined;
 
-
 Number and level of Kenyan staff trained;
 
- Monitoring and Evaluation system
 

developed,
 

b. Output Indicators
 

Program outputs 
are the policy and physical changes
 
that are produced as 
a result of the program.
 

Output indicators will include the following:
 

- Elimination of movement restrictions on
 
maize, beans, sorghums and millets;
 

- Written descriptions, campaigns and 
public announcements of specific laws,
regulations and policies affecting maize 
and bean trade; 

- Evidence of announcements concerning market prices; 
- A road improvement plan that is based on 

economic criteria for selection; 
- A study of means to increase road 

maintenance; 
- A plan for increased reliance on private 

contractors in road maintenance; 
- Increased GOK non-salary r,'current budget
 

f:or road inaintonancn;
 
K I,mit. r Cr r',h 'ital.d r',,srj!'
1hi 




Improved capacity for government policy

analysis, policy implementation and
 
investment planning;

Improved capacity for market information
 
collection and dissemination.
 

VI. BENEFICIARY IMPACT
 

KMDP economic analysis shows that the net 
benefits from
 
the proposed marketing policy reforms and from the
inter-market roads program amounts to $73.3 million at the
end of 
ten years. The road improvement program will

result in immediate benefits as 
producers and consumers

gain better access to markets, and traders experience less
transport costs. 
 The most important benefit stream, both

in terms of policy reform and in 
terms of the size of
annual benefits 
to the Kenyan economy, is that assvciated

with the elimination of movement 
controls for maize. 

summary points out thp expected impact of reform on 

This
 

beneficiaries and losers among Kenyan maize producers,

tradcrs, -illers and consumers, and the potential effect

of resuitant changeb 
on agricultural productivity.
 

1. Beneficiaries
 

Elimination of movement controls will result in

significant gains in income for those medium-scale
 
(8-20 ha) farmers who concentrate on maize
 
production. 
These farmers have a sizeable market
 
surplus. Smallholders in grain producing areas will
 
experience relatively modest gains i.n 
income because,

typically, they sell 
small amounts 
soon after harvest
 
when prices are In
low. a free market, however, this
 
category of farmers, because they 
are less prone to

drought, would get higher incomes during deficit years
as prices rise due to scarcity in other areas. 
 In
 
good years large scale farmers will get higher prices
created by competition, but 
even larger financial
 
benefits would accrup in deficit years 
as they market
 
large quantities 
to drought affected areas.
 

Among the traders, large scale iholesalers would see a

big improvement in business. 
 L:Fting of movement
 
controls would make 
their operations more profitable

and allow expanded wholesaling operations with greater

efficiencies. 
 These large benefits would attract 
new
 
entrants 
causing effective competition and higher
producer prices. Major marketing cost savings will be a r'osu]lt of this improvumnriL in opcrdt onal efficiency
t, n: h i , urrr' l'ly iitp,'ridid by I ' r'i,, lric-ion,. 
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Analysis based on field .. um u=ur-.Luwu,m,=r-uRin
savings of approximately KShs 65.00 a bag of maize as
 
it moves from the farmgate or first handler level to
 
the mills, wholesalers or retailers. Under reform,
 
small scale traders using dcnkey's and moving small
 
loads on matatus will retain their niches 
as strictly

local retailers and 
'first handler' assemblers.
 

The posho milling industry would continue to grow in
 
both urban and rural areas, with areas currently

experiencing grain shortage due to seasonal deficits
 
seeing the highest growth. Posho millers would save
 
costs currently incurred due to maize movement
 
restrictions and would have no difficulties in
 
obtaining grain to 
deal with the unmet posho demand,
 
especially in the large urban centers.
 

Maize consumers in all income groups would benefit
 
under reform. The biggest impact would be 
on
 
consumers in seasonal deficit areas 
such as the Lake
 
Basin, Central and Eastern Provinces, and urban
 
consumers in the low-income category. Price
 
distortions due to restrictiqns on trade cause
 
unfavorable seasonal price swings in seasonal deficit
 
regions. This situation would change as supplies move
 
more freely, and "hungry season" maize and bean prices
 
fall. Low income consumers who spent approximately

40% of food expenditure on maize would be better off
 
as 
grain and posho flour become available for
 
purchase. Normally, this group prefers unsifted posho
 
which costs KShs 4.20 per Kg. as opposed to KShs 5.60
 
per Kg. for the sifted flour, a 30% difference. Apart

from access, this group would actually reduce
 
expenditure on food by an estimated 13% by eating more
 
of the preferred cheaper posho flour. Consumers in
 
chronic deficit 
areas like Kitui and Marsabit would
 
see a smaller impact as NCPB is likely to remain the
 
main supplier. NCPB has a well developed supply
 
network following recent food security concerns 
over
 
these areas. At the same 
time, these areas are not
 
currently served by competitive private trade.
 

2. 
 Losers
 

With reform, medium to small scale wholesalers are
 
likely to be squeezed out unless they shift to more
 
cost-effective means of transport. Currently, they
 
move small loads on matatus or on top of buses packed
in less than I bag lnads tn rscape, institutional 
IrAn': ,Ijin co,. ; and I.ho, p ,i CI', arid do ti,I oh,kc, iiit: h 
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. money on their operations. A day's turnover is 
about
 
one 90 kg bag, making about KSh. 0.30-0.50 per

kilogram and therefore approximately KShs. 27.00-45.00
 
per day. Permitting large trading volumes and lorry
 
load shipments of 8 tons and over would mean that some
 
small scale and medium scale traders would be out of
 
business.. A few large milling companies represent the
 
second group that would see reduced advantages in a
 
less protected situation where they would need to
 
compete for their supply with private traders and the
 
smaller posho mille-s.
 

3. Long-run Impact
 

The longer-run effect of undertaking the reforms on
 
the growth of agricultural productivity will more than
 
offset the short-run losses.
 

First, under freer marketing, small scale maize
 
producers can be assured of marketing their surplus
 
produce. Consumers of maize, the country's food
 
staple, can be assured of supply. Given more
 
confidence in the ability to buy and sell, many
 
subsistence farmers will be willing to shift to
 
commercial production. First, they will produce more
 
maize because they can sell it and improve their
 
income level - a supply response to availability of
 
effective maize market and higher prices from trader
 
competition.
 

Second, as subsistence maize producers become more
 
commercialized and see a reliable supply of maize
 
during drought and off-season periods, they will shift
 
to higher value enterprises to earn higher incomes.
 
They will increasingly depend on purchased maize for
 
their food. This is a slow and continuous process of
 
change that is already evident in some parts of
 
Kenya. These shifts will force people to consider
 
comparative advantage positions in choosing new
 
enterprises. Under such circumstances, farmers will
 
earn higher incomes making agriculture a more
 
attractive industry and a major source of growth.

With agriculture becoming a more profitable
 
enterprise, there will be less need for farmers to be
 
partly engaged in inefficient low paying small scale 
maize trade. At that point, the group that is 
initially displaced by more ef -cient traders may 
choose to concentrate on farinL.,g. 

http:27.00-45.00
http:0.30-0.50
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At the same time, increase in commercial agriculture
 
will create more trading activities at local levels
 
and create employment for extra first handlers, who
 
can assemble produce and make more than the KShs.
 
27.00-45.00 that this group makes today. Before this
 
happens, there is evidence that indicates that the
 
unprotected large scale farmers and millers have the
 
ingenuity and the resources required to adjust and
 
reap benefits from a growing economy.
 

VII. FOOD NEEDS ASSESSMENT
 

1. Wheat Grain Overview
 

Since 1970 Kenya has experienced an increasing
 
structural deficit in wheat. While the "OCi has
 
recently stated a desire to achieve self-sufficiency
 
and has raised producer prices to encourage this
 
s'trategy it's believed that there will be little
 
opportunity over the next 7-10 years to substantially
 
increase wheat production because of: (1) the scarcity
 
of suitable land resources; (2) the capital-intensive
 
nature of Kenyan wheat production; (3) the
 
sub-diviion of traditional wheat belt acreage due to
 
population pressure with a concomitant change-over to
 
maize production; and (4) the already relatively high
 
yield (2.25 mt/hectare) of the current wheat
 
technologies now employed. Together these factors
 
have limited production increases to less than 2.2%
 
per year. Simultaneously, the demand for wheat has
 
been increasing by approximately 6.5% per year as a
 
result of population growth as well as changes in
 
consumer taste, perceived convenience of wheat
 
products and increased income associated with
 
development and urbanization. The result is that
 
currently Kenya is producing only 50% of the country's
 
consumption requirements.
 

Presently the country's production - demand gap is
 
approximately 230,000 mt and is increasing by
 
approximately 25,000 mt annually. If this trend
 
continues, the wheat gap will more than double over
 
the next seven to ten years. An examination of the
 
estimated costs to Kenya in financing this deficit
 
reveals that the expected wheat import bill will go

from $40 million in 1989, to $71 million in 1995, to
 
nearly $100 million in 2000.
 

http:27.00-45.00


2.:'current Year Situation
 

An examination of Kenya's c':rrent year food balance
 
(July 1989 -
 June 1990) for wheat shows a current
 
estimate for domestic production of approximately
 
250,000 mt which is about 5,000 mt less than last
 
year's production. Non-food use (seed, feed and
 
waste, etc.) will total approximately 23,700 mt
 
reducing the gross production to a net production of
 
approximately 226,300 mt. 
 Kenya entered the crop year

with carry-over stocks of approximately 120,000 mt or
 
roughly 3 months supply. Figuring in a net change of
 
stocks of approximately 45,000 mt, Kenya's total
 
domestic wheat supply equals approximately 271,300.

With a total consumption requirement of approximately
 
457,230 mt (19.1 kg/yr per capita) Kenya's import

requirement for 1989-90 will be approximately 185,930
 
mt. Total projected commercial imports equal 88,000
 
mt thereby leaving Kenya with a remaining total food
 
deficit of 97,930 mt. 
 At the current allocation rate
 
to millers, Kenya will have no stocks of wheat by June
 
30th. The domestic wheat harvest in Kenya begins in
 
August. While the GOK 
continues to explore commercial
 
options to meet the expected gap, the scarcity of
 
foreign exchange and relatively high wheat prices

hinder their ability to procure the necessary wheat.
 

VIII. 
 COMMODITY AMOUNT AND SPECIFICATIONS
 

1. Amount
 

$40 million of U.S. wheat over three years:
 

FY 1990 $15 million
 
FY 1991 $10 million
 
FY 1992 $15 million
 

2, Type and Specifications
 

U.S. No. 2 Hard Red Winter Whoat in bulk:
 
13.5% maximum moisture content
 
Minimum 11.5% protein. A highcr protein level is
 
requested for blending purposes.
 

IX. TIMING OF NEGOTIATIONS, SIGNING AND DELIVERY SCHEDULE
 

a. Negot.ations: Country Team will 
enter into formal
 
negotiations with Host Govrnmient 
as soon as DCC 
s suC' ncgotiating instrucLions 



b. Signing: We anticipate a signing before March 31,
1990.
 

c. 	Delivery Schedule: Commodity delivery schedule will
be subject to GOK meeting conditions precedent to
initial disbursement, Food need and requirement that
commodity be lifted before end of fiscal year. 
We
estimate that GOK will request commodity to arrive in
country 
not later than June, 1990.
 
d. 	Packaging and Mark'.ng: 
 Not 	required. Bulk shipment,
 

No BNT required.
 

e. 	Port of Discharge: Mombasa
 

f. 	Consignee: National Cereals and Produce Board
 
(NCPB)
 
P.O. Box 30586
 
Nairobi, Kenya
 

X. OCEAN TRANSPOR':ATION COSTS:
 

Country team requests ocean transportation costs to be
covered under the multi-year food for progress agreement.
We request 
these costs to be included in the actual yearly

commodity costs.
 

4. 
Country team requests that DCC review the food for
progress proposal expeditiously. 
Mission Director
Sinding plans 
to Ue in AID/W from 2/26 to 3/9 and

would be available to participate in the review during
that period should the DCC so desire. We look forward
to 
your comments, negotiating instructions, and draft
 
agreement language.
 

7719J,
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SUIJLCI ESP CA~SH ?3ANSTRA ASS STAt:Ck - AtlLllllR
POLICY GUIDANCT 

IY'S: (A) STAT9 52CIS (P) SoZATV 129933 (fjO A)
 
£(c) ei STATP 2469C19
 

1. FOLLOV:ING IS A hMvISIL AND AM.LIFIFD AID POLICY •INF1"MUCTroN IlGiADI,'G L.Y CkSF 1IdAN.F.BS. It IePLLjxKT..T.L STATUTORY IQIVINT_ . 4PASATZ "ACCGUNT .
FOR (A) DCLLAiS AND ( ) A y LOCAL CUARLiCY WHICH, THk
AICIPI}IT GOVRNM.IIT AY "v RiEOJIRD TO DrFOsIT PURSOAkT
TO L'SF CkSH TRANSFER AGR~.:';NTS. IT APPLIIS ONL1Y TO 11" 
 -
CASE TRAN FERS AND NOT OTPER FORMS OF DISBURSLMENT UND4 .!&IF ASSISTANCE (CIPS, PROJYCTS). IFFECTIVI IIi1D;ATL~qL,THIS GUIDA41CE SUPZ .'DLSREFLRINCI (A) IN ITS ENTIIHLTY-AS ¥ILL AS ANY OTHFR GUIDANCI ON CASH TRANK? ,U SXPATATI;
ACCOUNTS ISSUED TO DATMO 
 '
 

2. VREN USING THL T.'RM TO CHARACTERIZE A MODE OFASSISTANCF, AIID YFyINFS CASE 
AID 9-4 .TJANSPFR AS ThY YURNISHING -OF RAPI,-DISLURSING -ALANC" OF PAYMENTS ASSISIANCZ ON A -pCASh BASIS TO A RECJPIEkNT 
IN FUR'IBIRAtCi OF UNITED-
STAIIS NATIONAL SCUP.ITY, TCOKCMIC AfND DIVILOPM111TAL
PJLCTIVf., 
SPECIFIC PURPOSES VARY AMCNG RICIPIINT
CCCUNA15 AS S5TT 2.2FORTH-IN DOCU,'qS.TATIOP9 USUkLLY A PLAD"ACCO.PANYING THE CADH TRAtVSFIR hl£UrT. CASH TRANSFl-,ASSISTANCE'YOR BALANCI.O' PAYMENTS SUPPORT PURPOSES IS
TO Br DISTINGUISHYD 
ROM ?ROGDAM SYCTOR ASSISTANCI AS
C ARACTkIWED IN RV .(C), AS WELL AS CONTRIMUTIONS TO
JNTIRMATIONAL FUDS. 
CONGRESS HAS TRADITIONALLY

RECO3NIZED THZ UNI-ML AND'VALUABLY CEARACTYRISTICS OFCASH TRANSFER ASSISTANCE, AND SAS EXPLICITLY RECOGNIZEDTHY DISTINCTION BITVrN sl~ CASH TRANSFTR AND COMMODITY
ASSISTANCE PROGRAM MODFS. 
 VARIOUS LEGISLATIVEREQUIR£MENTS, SUCH AS CARGO PBJ}kRENCE, NORMALLY
APPLICABLY .-TO OTHYR FORMS 0? ASSISTANCE, E.G. CIPS,SICTOR PROGRAMS, AND PROJECTS, HAVE NEVER APPLIED T0"CASH TRANSPfRS. THE Yr 87 CR MAINTAINED T'HIS LONGSTANDING RULE WHEN IT ESTABLISHAID SEPARATE ACCOUNTS BYEPXCIVIING THAT.FUNDS MAY BE OBLIGATED AND 
 XPENDED AS
CISF. TENS7'FR5 MOTWITUSTANDING OTTE1R PROVMSTONS Of LAW. 

http:1IdAN.F.BS


UNCLASScIYIYD 
 STATE. 325792/01 
-CH Af k INCONSZSTNT WITH THE CASH TRANSFER NATURE OF

JCH ASSISTANCJ. 
EvY CASH TRANSFFR ASSISTANCF
IGREIMENTS. THEREFORE, CONTINUE BETO IXFMPT FROM THEPROCURI.MINT REGULATIONS APPLICABL] TO PROJECT ACSISTANCI

AND COMMODITY IMPORT PROCRAMS WHICF ART INCONSISTFNTWITH THE NATURM 07 !HE ASSISTANCE. 
AT THE SAME TIME,BOTH AID AND THI CONGRYSS ARI CONCYRNFD AlOUT THY
POTlNTIAL FOR INAPPROPRIATE USE OF FOREIGN VXCHANGE 
PROVIDED UNDER CASH TRANSFERS.
 

3. IN ACCCRDANCE 
WITH STATUTCRY PROVISICNS CONTAINED INTHI FY 198? CONTINUING RESOLUTION, ALL COUNTRIESRi'CVIVING CASH 'TRANSFER ASSISTATC IN IXCI'SS OF DOLLAV.Q5 MILLION OLIGATFD AFTER FLEaUARY 1, L987, WILL P1nIQUIRLD TO ESTABLISH A SLPARATE ACCOUNT OR ACCOUNTS
•INTO WHICH VILL BE PLACEI) THY DOLLAR ASSISIANCL . AND A$}:PARAT ACCO!UNT ACCOUNTSOR FOR DEPOSITS OF LCCALCURRENCT. THE LEGAL REQUIR2MEIiT TOR SEPARATA ACCOUNTSIS MADI APPLICABLI TO FY 1938 BY THE CONTINUING
RESOLUTION. (SPICILL INSTRUCTIONS FOR DOLLARACCOUNTABILITY IN THE CASI! OF WIST AND CANTRiAL AIRICANMON'TARY UNIONS ARE INCLUDED -INREF (1) AND ARE UNDIR
RLVI;., A! ARA SOUTHERN' AFRICA RVAND AND 1A3TEIR
CARIBBTAN CUBRINCY UNION CASIS. FURTIET UIDA"CE. Foi 

-CASIS-51JCIC-AS THESE IS BLING DEV)ILOPID... NO1EZALSO4gtzIF TH- CASH TPANSFIR ASSISTANCI AGYrEMYNT LPOFS NOT'
PROID); FOR LOCAL CURRENCY DEPCSITS, SEPARATE LOCAL
CURRENCY ACCOUNT(S) ARE NOT REQUIRIED.) TBI HOUSEAPPROPRIATIONS COMMITTTE 
RIPORT ACCOMPANYING THE *
 CONTINL'ING RESOLUTION ALSO DIRECTS THAT DEPOSITEDiLOCAL
CURRLNCY 22 TRACKAPLE AND NOT BI COMMINGLED.- THE SNAT?
 .APPROPRIATIONS COMMITTEE RFPORT TXFR$SSIS C'ONCFEN OVERTHIRD COUNTRY COMPETITION WITH U.S. EXPORTS WITH..RIFIP.INCI %0 T.i: USi OF CASH TRANSFER DOLLARS@. 

4. DIS-URSEMENT O DOLLARS SHALL ?I MADF BY AID UPON
• .,,.,,T 5 AFTXRREQUEST ATISFACTION OF ANY CONDITIOI!SP'RYCIDtNT. RICIPITNTS OF' CASE TRANSFRS 3YWILLLXPICTED TO ACCOUNT FOR THY DISPOSITION OF DOLLAZS ArTlial
DIS.URSEMET BY AID. IN AL.L CA SS, THi DOLLARl ACCOCINTINTO WHICH THE TUNDS AFT' DIEPOSITED AND FROM WHICH.THI
FUNDS ARE RLLEASED FOh AG;ILE-UPON USES MUST It57PAiATE, AND THE xaND3 MAT NOT BE COMMING~ED. PRIOR TOTHE USE OF ANY DOLLARS FROM A SIPARAT ACCOUNT, AID AND-THE. IZCIPI]NT wIL AGREE ON THE GENRAL USES OF THXDOLLARS AND SUCH OSES WEYRYVER POSSIBLF VILL E?
IDN7IYIED IN THE CA c TRANSFIR ASSI.'TANCj AGRUEMINToDOCUMENTATION PURSU.NI TO THA 
 AGREEMENT MAY AMPLIFYREQUIRTMENTS. BUT PRYFYRABLY SHOULD NOT SUBSTITUTE
AN UNDERSTANDING ON USES IN TBE PRINCIPAL ACInMZNT.
OR
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// AGRJ:yMlNT5 SHOULD ALSO HlI'LCT THAT, AS A MATTlH OP AIDPOLICY, DOLLAR LOCALOR CURRENCY !EPARATB ACCOUNTSTO PP INT),'RHST-BEARING, Tn TRE LXTYNT ARX
SUCH ACCOUNTS ARIPERMITTED UNDER HO.T COUNTRY LAW OR H:GIILATION AND, INTHY CASE OF LOCAL CUhRINCY ACCOUNTS, DO NOT UNDFvtKINFINTY,NATIONALLYSUPPORTED !TABILIZATION AGR.TUMENTS O
SOUND MONETARY POLICY. 
ANY INTEREST EARNED ON DOLLAR'OR
LCCAL CURRYNCY ACCOUNTS MUST BI PROGRAMMED AgnD USED AS 

IT WERL PRINCIPAL. 

5. TH" )'AA AND pY 87 APPROPRIATIONS .41L4AND TRITE '
LI:GISLATIVL 'HISTORY R'OGNIZE TS? DISTINCTION BET.'ZENTEDJ CAP TPANSFER ASSISTANC', MOJ' AND OTHL1R FORMS CF ES3ASSI AND ITTANC o MAXT CLrAR TeAT STATUTOaY PhO'ISIONS. 
THAT APPLY TO PROJICT AID AND CIP ASSISTANCZ (El. 
 CA200PRT) TFNCY, STRICT SOURCI/O.IGI,'/COMPONyNTkY RULEt,
COePI:TITION IN CONTRACTING ACT, AND 5O ON) 

,Pk

DO HOT APPLY
TO CASH TRANSPER AID, SINCE TPY AgE INCONSIST.NT WITd
TIW CASF TRANSYFR NATURW 
 OF THI ASISTANCF.
JUDGCk'LNTS DO SAVE TO BE MADE AS TO WHICH USES 

OWC 
OF.

VIRo
 
.DCLLA1S IN TRa. SNPARATE ACCOUhT SHOULD .1E P.EHMITTE.A4DSPJCIFCALLY APPROVIT) TEIN A1rF'YYFNT. APPROPtIATu
 
PROCIfDURIS FOR SPECIYYINO TNACrIN,
AND USES C' DOILA'ts 

-... YLYl.SYD FhOM THY SFPARATY ACCC'JNT, .A4D- ASSOCIAm) i ,ACCOUNTABILITY ARRAGEMLENTS, WILL VAfY,-LP.tTDIiG "uPON
THI NT'URI OF Tr AFSI$TAtHC 
, TPR RECIPIFNT'S FOREIGN

}CkCiG 
k.D IMPORT RGJMIS, T41 INTIGRITY OF ITS •ACCCUNTING SYSTEMS, THL POLITICAL ENVIRONMENT, AND OTHER)-ACTORS. (SEF ALSO PAR'AGHAP3 r BrLOW ) THIa BASIC
SPICTRUKJ 
 OF FOREIGN EXCUANG. AND ACCOUNTABILITY RgGIMES.
IS ESSENTIALLY CHARACTERITED IN THY FOLLOWING
 
SUAPARAGRAPHS. 
 AID'S OVERALL PRrFFRENCT IS FQR U.S.
IMPORT FINANCING WITR FSr CASH TRANSFXA DOLLARS, WHETHERTEROUGP DIRECT DISBURSEMENT, REIM'IRSEMEfiT OR AUCTIONARRANEIMINTS. 
 DPBT SIRVICT 13 AN ALTXRNATIVEo AS IS A
BL),kDING OF IMPORT FINANCING AND DEBT SERVICE IN SOMi
It,:STANC3S. N ICONCRT V'ITE T!'T 
RYLPVANT RrGIONAL

SU.I.U, PREFERABLY DURING THi PFAAD APPROVAL PICCYSS,MISSIONS SHOULD REVIEW THF.P 
 RE0IMES AMD MAKY A
JUDOYMixT AS TO.WHICH 4OST CLOb)LY RFLFCTS TRlZ
SITUATION IN THEIR RESPECTIVE HOST COUNTRIES, AND THiN
PPOCEED TO'TAILOR DOLLAR-USE AND1 ACCOUNTABILITY
ARRANGFM .,TS TO SUIT THE INDIVIDUAL COUNTRY COT]XTWITSIN THEbPARAMETERS OF THIE BASIC REGIMES PROVIDED*NOTS THAT EACH 01 THr APPROACHTS REQUIRES ADoaATEhCNITC;RING AND AUDIT RIGHTS AG0,.:ED TO BY THE RECIPIJNT,
A MONITORING. COMMITMNT BY AID flAF , PERIODICBUBTAhTIVT REPORTINO E TIH RTOIPIINT 
AND DOLLAR
RZD);POSIT OR OTER REMEDIAI. 3ACTION ;, L oyNONCOMPLIANC WIT.THE AGR1: I..T ON US)1:5
 

(A) IN THOSTL RzCiPIENT 'CCUNTRIFS WHERE IMPORTSYOREIGN £ZICANOZ ALLOCATIONS; AND, PRfSUMA'BLT, fICHANGSRATrS ARE STRICTLY CONTROLLED B GOVERNMENT IONETJLRORAUTBORITIIEt AND WHLRX SUISTANTIAL LIZEBALIZATION "Y...-
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•#UCb CONTROLS 15 NOT UND'RJIAY ON< ANTICIPATID, AID ANNEX H""PIE)'S THAT CASH ThANSI*IR DOLLAHS BE USED TO I1JNANCXIMPOBTS TITH. , Page 4DIRTCTLY OR ON A 1FTYMBURSABLE BAS I. XNTbl} IV)hT THIS 
IMPORTS FINANCING ARRANGEMENT I3 USEDs
 

(I) PHXORJT"HjlQ n9 an.J nioH .,,. -W Qfl.L H,,'He 2s.,--WITJJ IM"RTO7+5P' MIT1lD D5Y T X W =OM-3T
ON A CA51 BY CAgE BASI15.
 

(II) DOLLAR USY SHOULD NORMALLY IP LIMITED TO'R W
IMATERIALS, INT,:REDIATI AND CAPITAL GOODS, AND iS:ENTILL
CONSUMIR GOODS IMPOETS AS APP)HOVD BY 
'EF MISSION, AND'
DOLLARS MUST' NOT PE USED TO FP11ANCL IMPOdT, SUCB AS*
MILITARY OR POLICE 99UIPFENT, TEAT AID COULD NOT PROCUIS
 
DIJIECTLY,
 

*(III) W'RI NF:ED1D, THE TMPORT APIOVIALND
VIRIFTCA.ITN PRC.TSS SPnl'-l-
 '.T:UDj A PPTCPC_'TN4

I:A-RANRRA TO-ASSUH), THAT U.s. FUNDS ARE NOT lit:p USED
T' ZCT APITAL FLIGHT THROUGH OVZRINVOICING.
 

(Iv) Ir X.s 
 MU s ,'' 6t SPECTY',I. p ,,o., 
TRANSICTIONS AND 'ESHOULD PART O? A TIMELrS,£oiCOl.PLTTING S!JCH TRANSACTION-. 
 T4IS TYPE" OF
RF*'!EUBSEMIINT IS TO SA- DISTINUTS1£D
ATTRIBUTION MAP.. A ROMLIL Prig,0T11AS4 -OF DOLLAR-. YM H
 

RICIPIEKT COUNTRIES.
 

THIS APPUOACH APPROZIMATFS TRY 'NI' CURRINTLT USD IN TRYIL SALVADOR PROGRAM AND :MAY BE APPLICABL TO OTHkI't CASHThAKYJH lfCPIl;NTS VITI 
SIMILAR YOkJXIGK'

IZCUA14GF/ImPORTS CONTROL ARRANGXMINTS W'hFCAE,CSHTRAN."EflS AR2 A SUBSTANTIAL COMPONINT OF AVAILAELLFOHLIGN 
 XCHANGk. IMPLEMENTATION PPOCEDURtS D)VELOPEDYOR TH IL SALVADOR PROGRAM MAY BY USF.'UL AS GUIDANCEFOR OTHIS, MlSSIONS; AND A2I AVAILAILY, UPON REQUIST. 

(3) IN THOSY PT.CPI NT COUNTRIS WHISR SUbSTANTIAL 

UNCLASSISIED HTE~ '325MA2. 
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AXCNANDA- ON OF 'Rl:G .T IMPcHT5 CONTROLS 

NFGOIIATION, AN) Al ) WISHI.1 	 I ,II___ES .- pm"" ,TO-"J O'ET" T "UU 47 Y-M0'Vk SUr0HO 

C.S9-TRANSFER DOLLARS FAY BE FPPHOP'FTAT1.--- MTT'0TTOK 

riUL1.ILONOl DIALOGUF WITH THe VOST GCV!hNNT, AND ART
 
SUPPOHTLD BY TKIOSI DONORS AND G):NtLRAL l'ORHIGN EXCHANGe.
 
RXl1hVY 01 .THR 1LECIPI'eNT GOVERNMENT. AID CASH TERAN ER
 
DOLLAhS CA Il USED TO SUPORT AN A'i7TION ,-

AUC'ICN-L1l SYSTM 111
 

(I) CASh TRIANSFFR DOLLAR$ CAN RI IN iTGJGATD UNTIL
 
UTILIZEL AND CAN B 'RACKD TO ID1'vTI T.' LL IPPOk"
 
ThANSCTIOtIS.
 

np..4? IlPLE - eAUIRC-T(I) T.O 	 ARI V-

INI'LIGIPLF COMO I)T'llS 	 (I., ., .!LITAY IUIPMNT, 
.	 " , " C AND LAi V;K)O.RCEMNT 

COMFODITIYS LND SIRVICIS, 1.IORTION-.UIftNT AND' 
SIRVIC'S, LUXURY GOODS 	 ANL GAMBLING 4UIPM.NT AND 
WLATHi, KODITICATIOH ,QUIPMBNT). 

(11) THI RZCIPIgNT GOVERNMENT AGRYLS TO USE.CASH'
 
TRAKSYLR DOLLARS, FCLLOVING EACR INDIVIDUAL AUCTION; ICR
 
FIN)NCYNQOF U-5, ItpoHT TBANSACTIONS APPROVY AT THY
 
AUCTION AS FIRST PREFERENCt AND OTHER FREE WORLD
 
TRANSACTIONS AS SrCOND PRJIR7IITCl, PR-F3P)NTIAL
 
FINANCING OF ItPCATS WILL NOT IF. USED, AKD IS NOT .MEANT
 
TO, RZDIRilCT TER ALLOCATION OF YORZIGN LICHANGO TO ANY
 
SP.CIFIC TYPeS CE SCU]oCTS OV IMPORTS IN A MANNI.
 
INCCNSISTLtT WITH MA. .INI C-1
TPL TDE10' 0 UATURX TEL
 
'OR)IGN 11CHANGCr AUCTIOq.
 

LIC!,2S O..THE ABOV. PaOVISIONS, TCTALLY UNRES'RICT0-

AUCTION SYSEMlA&L'F.,,nl17 '-t -- RT 5A21kJLU1-O
 
cpAll t~TT'EI DOLLARSO ANY AUCTIONS OF AID CASH 

THE USE Of SEPARATI.TRANSFER MLLARS MUST PERMIT 

ACCOUNTS AND ?BdVI.Dl .7OR .TRACKABILITI,
 

(C , IN CERTAIN INSTANCES WHERF. RECIPIERT COUNTRY.DU?.
 
S.RVICE IS A SIGNIFICANT BARRIER TO GROWTH AND
 
DRVILOPMINT OR WHYf T.INSTIJaTIONAL P.RRANGEMENTS MAT.
 
PRECLUDE THEL TRACk-ABLE USE OF CASH TRANSFER DOLLARS.,"
 
OTHYZWISE, CASH TRANSFER ASSISTANCT MAY..Bl. .T -


U-ICT PEETStkVI. .A:YM INTS.. THE USE OF CASH TRANSFER
 
DOLLARS FOR-.DEBT SEtVICE' MA'IB PAITICULARLY .JUSTIFIED//,
 
WHIN SUCH SIRVICING WILL HAVE A SIGNIFICANT IFFrCT :ON
 
*LEVEFR..GING ADDITIONAL 	FLOWS OF D ELOPMENT FINANCE, 

9O'Y-ViU, 	 AID.DOES NOT CONS IDER APPROPRIATZ TREDS!.O"
 
nut%........ , .. . ".::".~~~ ,.,.I , ; . , *-%.
:. ......- ,, :• 	 : 

http:COUNTRY.DU
http:4UIPM.NT
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CASH TRANSFER DOLLARS YOR SERVICING OF CERTAIN Page 6 
CHAVING A' 
NagWflVILOPMENTAL CHARACT]R. T.IalJOEls, DM:T SIRVICI is 
PI.RMITTDD SUBJICT TO TRE FOLLOWING PROVISOS: 

(1) CASH IRANSF1fl DOLLAR. rAY 11l USID TO C0?i THlE 
SERVIC' OY LOANS OR CREDITS THAT ORIINALLY FINANCED 
mILITAEY ImPORTS OR OTKFR MILITARIY 71.7fLTT''7,.G.
 
F DNLESS, AS DETERMINED BY Tkif ADM.INISTRATOR, 
SUCH USE OY.CASH THANSFIRS IN INDIVIDUAL COUNTR.YCASiS
 
I UiCOGNIZYD BY STATU'rT AS &MPLIFITD BY LTOISLATIVL 
HISTORY AS VALID.
 

(II) S LI& .U. . ,'NP.,":U TO lIAVI Birt' INCUaRHD TO 
IINANCOT.H'--6Tb(NONiqLITA.Y) ITIiMS THAT.2J0L0.Q_.Q r-.TI 
FINANCE MI:CAUSE OP SPA;CflIC LI!GAL PREbIITITIONS, E.G,
 
A ORTION LQUIPM NT , FRI C LUD.. S ?OBI ITION HA
IS T g.H 

PARTICULAR APPLICATION TO CURRENTLY OR' ItECNTLY 
CONTRACTED DIBT WHfY) FILTVAIT INFORMATION IS OR SHOUL 
SE HEADILY AVAILABLE TO TEL MISSION.AND VREHE IT MIGHT 
bf INFTEyRID THAI CASI TRAFNSF}R FINANCING'O DEBL SRVICL. 
COUL. HAV); Bi.N Af!TICIPATFP. IM IS NOT INT'ONDED TO 
R)QUIRE A REVIW OF THY' DOCUMENTS hiLAID TO T'HU LOANS 
TO BY STHVICID, A RI O'IkRI rIT VICh WOULD NOT BY 

:,p~~.jj~AflILY FEASIBLE* 

CONSISTYNT WITH TuI AGEIID EFSTRUCTUkING
(II1) 
ARR.Gi4,ENTS AMD PAIMiNTS SCHFLLING OF .Z PARIS -AND 
LONDON CLUBS, WHERE APPLICABLE, SfERVICE OF DET OWED TO 
'EI U.S. GCVERNMINT (IXCLSIVP OF FM$ D1UT) 5iBALLIHAVI 
YIRST PRIORITY. , ., 

CASH TRANSFIR DOLLAIi5 M.UXLUSED ICE SIRVICING 0F
(IV) 

DI.T OWED TO MULTIL.TiRAL DEVLOPMENT PANI.r AND THE Illdo, 
SUBJECT TO PRIOP CONCIRRENCI OF RAEERPRTEF MIQNA, 
ASSISTANT ADMNISMTR.TOR,
 

(V) SERVICING Of DIIIT OTOIl4 ;AN IHAT COVEED. IN 

UNCIASBIYJ UTATM 440vdiolig 
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SIDAC NEX. H 
Page 7 

SUIPARAGRAPHS (I) THROUGU (IV) LAY BE APPROVID ON AN
 
IXCTPTIONAL. CASE BY CASE BASI BY THA APPHOPAIATI
 
RLGIONAL ASSISTANT ADMINISTRATOR IN CONSULTATION WITH
PPc.
 

(D) IN THI CAST O? THP RIL&TIMYL-ADVANCYIF 15F
 
RICIPIINT COUNTRIES WHICH HAVE ISSINTIALLY
 
KAI TITIRMI4.D FOkZIGN rXChANGY ALLOCATICN 4i STFMS,

LIZIhAL IMPORT REGIMES, AND WELL-ISTABLISHED STANDARDS
 
OF FINANCIAL ACCOUNTABILITY, "'PARATZ ACCCUNTS AND
 
TAAC'.AkILITY AFL STILL RYQJIRI'D, PUT AID -SHOULD AVOID
 
ANY ACCOUNTAIT.ITY PROC.DL'REF WICH WOULD HAVi. M'}a

rY.CT C. RXIEL.nZNG FORLIGN LYCHANGL OR IMPO.I
 
CONTHOLS. L OF SUCH COUNTRIIS INCLUDA Th.i ATO
 
ALLIES WJHICH( AI'I'OD T'hE U'ITED STAT:S WITH Bi.,1" O0'?
 
ACCISS RIGHTS AND DFVILOPING CCUNTRIY. WHICH bAVi
 
LARGI:LY LIIr.&RALIZ.D POLICIES AtV INSTITUTIONS ALOUND
 
MAR,9TORIINTED P.INeIPLES. PROCEDURES UED, DET..MIXIZD
 
ON A CASE 1Y CAST BASI$, SPCIU'D B! SIMPL,II'D AND .Di
 
MINIMIS BUT 5TrLL'iPtRMIT SEGRIGATION AND RAC,-ING 0'
 
POLLAPD; US" 01' Ct.H TRANSFIR DOLLARS I'Ow DEBT SERVICA
 
OR L.UGz SCALF IMPORT TRANSACTIONS VOULr USUALLY }11.

At'PhOPIATf; IN THZf"L IN5TANCXS. SIMPLIFIXD'HONIC'-IN2
 

-P£OCIDURIS' ARY ALSO APPROP'If.TF IN .THOSI COUNT.IIS'THli 
A1r LOE NCT WiAVE A DEV'4O MENT PRF.ENCi. 

6. TV! CASE TRAN.EFIR ASSIO.TANC GR1NTPOL 

PROVID; APPROP.IT. AUDIT AND RED).POSIT PROV ISIONt W3ICH 
VILL SUF.'?ICIINTLY PPOTFCT THr A^FNCY. TFY .GRFIMNT
 
ShOULD RIOUIRE A REDzPOSIT TO THE SXPAxtATF.'ACCCUNT'OF
 
FUNDS APP.IED TO A DISALLOktD UF1, THJS PIRITITIflG SUCH
 
FUNDS TO BE RFPRO3iiAMM'D TOR A P'RMITTF.D U'E.1
 
RECIPIENTS WILL LE RVQUIR£D TO PIRIODICALLI REPORT ON
 
TI" DISPOSITION 07 DOLLAR FUNDS. TYPICALL9 .THS REPORT
 
SHOULD ATTFST THAT FINANCIAL DOCUMIITATION, BOOLS'&K1
 
RICORLS COVERING THE USE O. DOLLAR FUNDS ARS FLING.
 
MAIKIAINED OR CAUSI:D TO'Sk MAINTAINE0, Ih ACCORDANCt
 
WITV GINk. .. LLY A"C.T : ACCOUNT1I1.2 P?INCIPLI. &A-D
 
PRACTICLS CONSI'STINTLY' APPLIED, jAND A&I; AVAILABLI IO
 
INSP.CTION BY AID- Oil. ANY. OF ITS AUTBORIZZD
 
hIPRFSY'TATIVIS. AT ALL. TIMIS AS AID MA. REASONABLY
 
R QUIRE FOR A PtRIOD OF THHER (3) YEARS AFTER THE DATZ
 
OF LAST DrSBURS MENT.BY AID UNDER THr CASE, TRANSP.9R
 
.JINANCIALRECORS .SHALL BF SUITABLI, AT A .IN.IMUK, TO
 
DOCUMEINT TEE WITHDRA'WAL AND DISPOSITION OF DOLLAR FUNDS
 
TROM THi 51PARATS ACCOUNT AND TEEIR TRACAING.-TO FINAL 
ACCEPTATLV'USES. FOR IXAMPLE, THIS MAY INCLUDZ CINTS&L
 
BANX AND .C)MMNERCIAL BANK DOCUM.ENTS DEMONSTRATING THAT
 
AID )'UNDS Lk'If TRANSYI)RY'D FROM A HOST COUNTRY CTNTHAI
 
BANICONTHOLLED ACCOUNT TO AN ACCOUNT IDENTIFIED 7OR
 
YITIRNAL DIBT REPAYMVNT, AND THAT DEBT SYRVICL PAYMENTS
 
ACTUALLY WEIE MADE WITH TlE TRANSFERRED DOLLARS*
 

7. LOCAL CURRENCY DEPOSITS MUST BE USED IN ACCORDANCE* 

~ )'AA~ICTI 

http:TRANSP.9R
http:APPROP.IT
http:APPROP'If.TF
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A~T LIAST De p1VIICTNT OT LOCAL CURR1YNCYi.tiUlkYS THAT OH OL'~Ih PiLOGIthm ASS 1'ATAI4CX~6 

GXNERI.T91 BY Y CIPS WITH FICTIONJ 103le6 
SUPPOXT ACTIVITITS C0N~cI~TEN' CURRINCflS

SECTION bog9 RIQUIPES THA'r L CAL 
OIJXCTIV S. 

AND-Y TPL PROVISIONS 0O' 
ESP GRANT CIPSASSCCIATYID WITH USE1D TO C&RK1 

Vy 0I7 CH- CA3H TIktNSFIlt Aso1V!I.NCF' III TKI 
WhC NswVAILAUTOKZNLIVT.OUT THY. PURPOSES FOR 

IFAA WOULD TIMM55ELVISBEAIABt 
ACTUAL'lclnTHE


iHICH m SSTONO e. THYV LITINT TO CN TBiX AGR'.%r!MNTDiND
USLS OF TFHE.LOCAL 0aRtNCT-iWILL 
VITR THY RYCIPIINT Govr.w.TNTS
 

(AIf'ID SHOULD CIIOOS± TO DIRC'TLY 0I5SOCIATE JCINTLY
 
IVCST COVI?N'A-NT PROJrECTL,
LOCAL CUPREIHCY WIThPYOCI.AMMID T'i 1'SSION uHOULD HhVY,

SICTOR ACTIMlTb ,CR PRIVAT !TAk BIENTII', AC'I'VIT115ASSURANCE~ TEATRTA~cONAL1 
NIT?# Mt,_LIAND *1NVIG1ME1rt_ ITT I1c AR!0VTIGmh-T--j -rcm-rt~pip; 

AUDITS 0F RILIVANTTHAT PERIODICAI.A.ULTTr AND KRIL TUN'DIDPRiOJkLCTS T~hT'K' UND1TAKIM. IVf~hAtf-iV11y's WILL ]vy-mi
B~Y AIDl WOULD PRV

I.t:L Vr0XITO'LD DO. AL SO0i14P~Rr.0N!TORED-BPh.OJiCTS FU1NDED &N.D 'PT SAM' kYPT.IvSc TO 
Pp.OU.DI SUCH A$SUhA~f.%FbU5UIALLY IHIGHLYPI?~~--

- 

?ROJkCTS UNDiRTA&.LN PY STRONG, OTELR4IS19SICIOR INSTITUTICNFO
GOV1PYEiLNT OR19IVAT' A. MORI ACTIVE B~OLTTO TIXFBYi PIPRI1ItjissIOS bH'.CLI IN hDDITIO(N TO HEVIIEWING TO)OVESIGHTIN II1PL1IMiNTATION PROCEDURILSAND HOST* GOVrHkNMLNI
PhOJ%.CT DOCUMI:NTATICN -IF' ANDTil ACTIVIlTY.nFiDNr YOH
??ICR TO Ak'fROVAI. Ogs LOCAL01 JOINTLY PPOGRAmMEDALLOCAT'IONISWELYN SUBEQUINT ARE BLING3LEVIL P.CTIVITIESFOR PROJECTCUR.INCY oppnTNVTS42gOUUfTH
Thf MISSIO)N
CONSID~IrFI. 

AND VISITS Mt. _M2gjL.=CRING*31I LDPIQUIRE1'. 
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AIDAC
 
'(7) If AID AND THx R'CIPILN2t GOVLRNMENTLOCAL CURRENCY FOR MOFt; PROaaAtae 9a .ti.L ,.....RAL PUP.AN A
.lMINT 
 FOR :XAMPLTHAT L-CAL C RICI WILL 7' USIb TC MIII
DI...LOPMIT BUDGIkT REQUIRkKb,NTS 

( ACRJCULTJILJ Or, SAY, THE MiNISTRY 03.THY ROLr OF ATDThAT DOCUMFNTATION 1XISTS 
MAY FF LliMI7JI') TO VNSURINGCURRENCY INDEED LEMONSTRATI-40VWA TRANSFERRED THAT THL LOCAl,TO TMl MINISTRI0 SSDT'ILOPMINT ACCCUNT.FUNDS T~II M, S'p rI,L J0 O RC.T~ 

NIc A, 
d7THNSlTI. 
 INSTT--N
~ ~~~n STxcr-.o v i P..I-T.ONCIG AM O UAN. roN TrU;NUNDS ILL GI -RALLY V, YIN CM"IBINID el" •..OVBUDGLTARY FUNDS ANT, ILL NT I T -MISSION SHOULD 'ACABLI..GINIIALlY tO :IRALL I-L fA1JSFI2D ON~PROGRAM ACTIVITIIS M~ CUALITY OF* ADrINISIRATIVE 041' TFYrC•NJCALCAPABILITY AND31Of,TI IMPL '.ZN'I G 'CITY o 

IfiFD OV.Li THE PP OIr, TRYCF AG ,,l,. 
 rTL --Aall 'T.i
MISSION TO ASSTSs CO",PLIANCr WITh ARD P IO ITITS'J!UILL.Y TFI MT Sc,,, .. A. 1P R y. ' ",.. .,, ,,,,,P RJIT. ... Ak PPR PR 6T .IO AiYEtrC.VQ _ - ¢UU. 'J~ Pp nfL JNT...S AC. L"C-L FUT0 KU'.D AN F P LrT...I P 1. 
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NO OCAL CLIF.•Y CS SSU~EC D CEITNSONANC 

LrA BASIOTENVIN OFLAED.kNGAN
VITDU
 
,ATA MINIMUMq, 5HOULD Bi: ADFOUATLCOUN1RYADYI.OUM$hY TO ),*NbUR1] THAT All) iTH
TO ErALUAT 
* ,~~iu "OLEV---LS S
AIDv
TH.MLM~TATI
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 OF THI 
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10'C1CUTANCY S RNT BU 7S~Ns 
UIACOFTO AID!W AS A WHOLE WILL ALSO... ""="nr2THE
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CERTIFICATION FOR COMPLIANCE WITH GRAY AMENDMENT
 

I, Steven W. Sinding, USAID/Kenya Director and the Principal

Officer of the Agency for International Development in Kenya do
 
hereby certify that the acquisition plan in the Kenya Market
 
Development Program was developed with full consideration of
 
maximally involving minority and women-owned firms, or Gray

Amendment Organizations, in the provision of required goods and
 
services. 
 To the extent possible at this stage, opportunities

for such organizations to participate in the project have been
 
identified. 
The nature of the project, however, will not
 
permit major minority or Gray Amendment contracting.
 

St en W. Sindini 
Director
 

USAI D/Kenya
 

Da t ' 



ANNEX J 
Page I 

LEGISLATIVE ACTION REOUIREMENTS: FAA 611 (a)
 

iAnalysis of legislative requirements and the
 
political/administrative environment for the proposed policy
 

reforms strongly indicate that the necessary legislative
 
actions in furtherance of project and program objectives can bil
 

expected to be achieved in a timely manner following agreement
 
execution.
 

Legislation affecting commodity scheduling and restrictions on
 

inter and intra-district movement are contained in the National
 
Cereals and Produce Board Act, Chapter 338, of 1965. To amend
 

this legislation, the concerned ministries (the Ministry of
 
Supplies and Marketing, the Ministry of Finance, or the
 

Ministry of Agriculture) must propose the legislative change to
 
the GOK Cabinet in a Cabinet Paper. Upon receiving the
 

Cabinet's approval, the suggested legislative changes are
 
submitted to the Attorney General's Office. The Attorney
 

General's Office makes the necessary revisions and then submits
 
the proposed legislation to Parliament for discussion and
 

voting.
 

The above process has been successfully employed in the
 

authorization of the European Economic Community's (EEC)
 
Cereals Sector Reform Program. After substantial analysis of
 

NCPB's organizational requirements, the Ministry of Supplies
 

and Marketing submitted a Cabinet Paper describing various
 

organizational and legislative changes necessary to increase
 

NCPB efficiency. In response, the Cabinet issued a Cabinet
 

Directive approving the Cereals Sector Reform Program and
 

instructing the Ministry of Supplies and Marketing to proceed
 

ff6
 



with implementing the organizational changes described in the
 

implementation plan. This directive also instructed the
 

Ministry to submit additional Cabinet Papers when the time came
 

to amend legislation dealing with minor grain commodity
 

scheduling and commodity movement permit issuance.
 

During Mission Director discussions with high level GOK
 

representatives within the Office of the Vice-President and
 

Ministry of Finance, it was acknowledged that GOK signing of
 

the program agreement will require and signal Government of
 

Kenya commitment to amending or changing the necessary laws,
 

orders or regulations to assure implementation of the stated
 

policy reform agenda during the life of the program.
 

During PAAD analysis and design, there were several significant
 

indications that the current political climate is conducive to
 

achievement of KMDP policy reforms during the life of the
 

program. In January, the Minister of the Ministry of Supplies
 

and Marketing announced in a public and widely publicized
 

speech that the movement of 10 bags of maize between and within
 

districts is legal and does not require an NCPB movement
 

control permit. During KMDP Steering Committee meetings, and
 

again in the Office of the Vice-President and Ministry of
 

Finance's formal request for KMDP, GOK representatives
 

frequently cited the Government's commitment to cereals market
 

liberalization as stated in the 1989-93 Development Plan.
 

Finally, as cited in the Unattached Annex, Political Analysis,
 

the GOK's performance under World Bank sector adjustment
 

programs, World Bank and EEC programs that would "protect" the
 

National Cereals and Produce Board during liberalization, the
 

the national budget that existing institutional
drain on 


arrangements represent, and the GOK's realization that Kenya's
 



Pag a, 

economic growth must become more dynamic in the face oburgeoning population growth all indicate a political.
 
environment supportive of KMDP policy reforms.
 

Based on 
the foregoing representations of senior GOK personnel

'the analysis of legislative requirements, and the recent
 
relevant experience and favorable political environment, it is
 
reasonable to conclude that timely legislative actions required

for the negotiated and agreed upon program will be accomplished.
 

7742J
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ecoiiomic growth must become more dynamic in the face of 
.burgeoning population growth all indicate a political 
environment supportive of 
KMDP policy reforms.
 

Based on the foregoing representations of senior GOK personnel,
 
,the analysis of legislative requirements, and the recent
 
relevant experience and favorable political environment, it is
 
reasonable to conclude that timely legislative actions required

for the negotiated and agreed upon program will be accomplished.
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