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USAID/Kenya Triennial Review

USAID/Kenya Triennial Review
A. Introduction

Kenya s genera eections in December 2002 brought an end to 24 years of President Moi in
power and a new socioeconomic and politica environment. The peaceful and democratic
trangtion promises to lead to reforms resulting in:

firgt, re-establishing government credibility in order to restore the business, investor, and
donor confidence that will help bring Kenyato a higher growth path of 6-8 percent
annudly; and

second, taking actions to fight corruption and strengthen governance indtitutions, which
were weakened under the Moi regime and undermined management of public resources,
the effectiveness of public services, the rule of law, and accountability.

The purpose of this paper isthree-fold. Firg, it outlines the measures — particularly, governance
issues — that have been taken to date by the new government in responding to the promises and
challenges and an emerging broad policy environment. Second, it examines the current
USAID/Kenyadrategic plan in light of the new Kenya Government’ s Economic Recovery
Strategy and Poverty Reduction Strategy. Third, it proposes possible options for refinement of
the USAID/Kenya Strategic Plan.

B. Measureson Governance | ssues and Economic Reform

The new government has not only addressed pending governance issues, especidly in the areas

of concern to the donor community (such as, the passage of two anti-corruption bills, a
conditiondity in the past IMF program); it has dso shown commitment to further reformsin

other areas in the medium to long term. The two Bills, The Anti Corruption and Economic
Crimes Bill, 2003 and The Public Officer Ethics Bill, 2003, were passed with Presidential ascent.
The Ethics Bill pavesthe way for declaration of wedth by dl Kenyan public servants. The

Kenya Anti-corruption Commission will be established.

Other governance measures taken or announced by the government are:

The government has publicly placed the fight againg corruption and the
completion of the congtitutiona review process at the top of its agenda.

The Nationd Condtitutiona Conference on enactment of anew congtitution for
Kenya gets underway on April 28. 2003 and anew Congtitution is expected to he
in place before the end of the year.



The government has established a Minigry of Justice and Condtitutiona Affairs,
which is spearheading government efforts in the governance area

The Minigtry of Justice and Conditutiona Affairs has just completed afive-year
grategic plan prepared in collaboration with both civil society and development
partners.

Other trangparency and accountability related legidation on privetization,
procurement, financia management and audit and control would shortly go to
parliament after cabinet gpproval.

The government has established a Department of Governance and Ethicsin the
Office of the Presdent, primarily to advise the Presdent on governance matters
and among other more specific duties, oversee the implementation of the
proposed Public Officers Ethics Bill providing guidance to public servants on
possible conflict of' interest and ethical mattersin the execution of' their duties.
The former head of Trangparency Internationa-Kenya, who is experienced in
such matters and is widely respected, heads the Department.

The Minigry of Justice and Congtitutional Affairs and the Office of the Presdent
(Department, of Governance Ethics) on May 4, 2003, launched a collaborative
organ, the Public Complaints Office. The Office will receive, process and act on
public complants of ma-administration, abuse of office and corruption and act
as the government's clearinghouse for such complaints. It isa precursor to the
anticipated Ombudsman office to be established via the condtitutional review
process.

The government has formed an Economic Reform Implementation and
Coordination Task Force to oversee the fulfillment of the prior actions for
negotiating anew IMF arrangement (Poverty Reduction and Growth Fecility)
and the outstanding measures under the current IDA credit.

All sdles of public assets including housing have been suspended because of
concerns about corruption. The government plans to establish apolicy
framework for privatization to be approved by parliament - providing a
transparent process to determine which public assets are to be sold and how
privatization should be undertaken. A draft hill isto be presented to parliament
shortly.

All payments of pending bills have been suspended, pending a thorough audit
of the outstanding stock, because of concerns about corruption. Task Forces
have been established by the government and the Minister for Finance and
Minigter for Roads, Public Works and housing are reviewing al contracts
relating to undertaken for the government and for which payments are pending.



The reform of the Kenyan judiciary since Independence is underway. The Chief
Judtice resgned recently following gppointment of atribund to inquire into his
conduct. Another Judge of the High Court aso resigned after being charged
with corruption.

With ass stance from donors, the government is devel oping an action program
to strengthen the judiciary. The Minigry of Justice and Condtitutiona Affairs
leads this reform program.

Committee on “Reform and Development” of the Judiciary was gppointed by the
new Chief Jugtice in March 2003 with a sub-committee on “Integrity and
Anti- Corruption’ to deal with corruption in the judiciary.

All senior public officids under serious invedtigation for corruption have now
been suspended. Prosecution of former other ‘untouchables is dready underway.

Senior Civil Servants and Chief Executives of date enterprises who irregularly
deposited funds in a distressed private bank have been charged in Court with
abuse of office.

Mgor reshuffle of the entire police force has been undertaken and a new Police
Commissoner gppointed. Discussons ae underway to transform the Kenya
Police Force into the Kenya Police Service.

The Anti-corruption Police Unit is currently investigating over 280 cases.

Seminars and workshops on corruption prevention for civil servantsincluding a
the locd leve are being continued under the auspices of the Public Service
Integrity Program of the Directorate of Personnd Management of the Office of
the President. There are about 40 such seminars and workshops being conducted
countrywide before end of June 2003.

Infamous “Nyayo House” chambers that were used by the security. servicesto
torture dissdents in the 1980s, marking one of the lowest pointsin Kenya's
higtory vis-a-vis governance, have been opened to the public and turned into
“monuments of shame.”

Program to decongest Kenyan prisons has been started. Human rights groups and
the media are now regularly dlowed into prisons. Plans are so underway to
grant prisoners access to reading materials, TV and radio facilities.

An Economic Reform Program that complements the PRSP process is being proposed, with the
elements of reforms that would aim a improving the business environment, facilitate enhanced
growth and accelerate poverty reduction. Thereis aso an acute awareness that the government
must manage its limited resources more effectively. This awareness has led to the renewa of the
Public Expenditure Review process and the Medium Term Expenditure Framework (MTEF).



While planning and management systems remain wesk, the Mission is encouraged that the
Kenya Government is implementing these tools after alengthy delay (snce the late 1990s) and
believesthat there is commitment to rationalize expendituresin afashion that is consstent with
nationd priorities. Although severd important steps have been taken in the right direction, many
chdlengesremain, induding: the raised expectations of Kenyans and the ability of the
government to deliver on its dection promises, and critica dructurd reformsin the financid
sector, privaization and civil service reform. The ability of the government to implement
successfully the outstanding economic and socid reformsis congtrained by financiad resources
and limited human and inditutional capacity.

C. Assessment of USAID/K enya Strategic Plan | mplementation and Direction in Light of
the December 2002 Elections

Asdiscussed in the USAID/Kenya Annuad Report, the Mission's performance show that we have
exceed performance expectations in the area of Democracy/Governance (SO6) and have
performed acceptably well in the areas of Agriculture (SO7), Natural Resource Management
(SO5) and Hedlth (SO3). The more relevant question, however, iswhether USAID is
maximizing our developmental impact and contribution to the USG's nationd interestsin Kenya,
To make this determination, the Mission has conducted internd Portfolio Reviews, held a

Mission Retreat (March 2003), and financed an external review assessment by Harris Mule and
Asociates. The principa conclusions of both these assessments are as follows:

Misson Assessment:  Portfolio Review

During the Misson’s Annua Report and Portfolio Reviews, we have concluded that overall our
current portfolio is contributing to the achievement of the Strategic Objectives. That said, we do
recognize that we have the potentid to increase our programmatic impact by: improving our
resource management, and working more as true partners with the donors and GOK. The area of
greatest current concern at thistimeis our Pipeline Management. Thisisan areaof Mission
responsbility. However, the Mission has encountered a number of externaities that are outside
of our immediate control that must be recognized. Firdt, due to difficultiesin concluding

bilateral agreements with the former government, the Mission followed the pattern of unilateral
agreements, which limit the Misson’s ahility to transfer resources from dower-disbursaing
partners to faster-disbursing partners. Second, given funding uncertainties the Misson has
tended to receive funding offered from the G Bureau, the Africa Bureau and State (ESF). Given
future year uncertainty, as well asthe desire by Central Bureaus to obligate and reduce
bureaucratic paper work, the tendency has been that such transfers cover multiple-year
expenditures and increase the Mission' s pipeline. Inasmuch as these transfers complement our
core program, but count against our pipeline, they have the effect of squeezing out our core
implementation activities and reducing program impact.



External Review by Harris Mule and Associates

Overdl, the assessment, which was undertaken by a group of influentia advisors to the current
government, found that the current USAID program with modest adjustments was consistent
with and supportive of the GOK efforts as indicated in the following table.

In addition to this validation, the review found seven key issues which emerged from their
review:

1. Governance Issues and Balance of Power. In the part, USAID activitiesin thisarea
tended to concentrate on efforts to redress the balance of power between a strong
executive, aweakened legidative, and alargely moribund and corrupt judiciary. Because
the executive under the previous regime was largely dedf to the vehement message of
reform from the strong domestic civil society and a patiently persuasive diplomatic
community; USAID’ s activities were ddivered largdy through non-governmenta
agencies and the private sector (largely the media). However, now that there has been a
change of regime that is committed to reform, the USAID should take this opportunity to
reorient its srategy in this area by working more closgly with GOK ingtitutions and
mechinery for ddlivery of services,

2. Strengthening the private sector to play a more prominent role in redressing market
faluresin the productive sectors, particularly agriculture and Micro and Smdl
Enterprises (MSES). It was noted that restoring the growth capacity of the Kenyan
economy would require urgent attention to the problems facing the agricultural sector and
the MSEs. These two sectors are not only structurally interlinked; but they are criticd to
income generation for the vast majority (80%) of the Kenyan population. Policy reforms
in this area (market liberation) have left the poorest of the poor vulnerable to persistent
market failures that require further support from the GOK/USAID activities. But most
criticd inthisareais the need to build and enhance capacity of the private sector to
deliver services, market information, improved market facilities, improved seeds,
technology etc more effectively in order to turn the terms of trade in favor of smdl scae
farmers whether in export production or domestic production. In addition, it was noted
that thereis need for the USAID to enhance its activities in support of farmer
organizations to enable the latter to benefit from various trade agreements that open the
possibilities of more effective market participation by farmers, particularly in horticulture
and the dairy sectors.

3. Enhanced policy didogue with stake holders in agriculture and the manufacturing
sectors. It was noted that even though alot has been accomplished in terms of policy
reforms under the previous regime, the agenda for reforms in the productive sectorsis
largely unfinished. Much remains to be done o streamling’harmonize the more than 100
pieces of legidative ddivery with agriculture; while thereis urgent need to come up to
with an integrated MSE drategy in Kenya. Equaly, the Ministry of Trade needs to be
strengthened in order to offer leadership and guidance in trade matters that Kenyais
likely to encounter in the globdization process. The capacity of the many nascent private
sector organizations in these sectors needs to be strengthened for the private sector to




7.

play amore proactive role in the recovery efforts. USAID’s ISP gods and intervention in
this area therefore remain vaid and need to be strengthened.

Infrastructure. In many of its policy papers — the PRSP, ERP — the GoK has identified
the collapse of infrastructure as the mgjor constraint to economic recovery efforts.
Everywhere one turns, beit the state of roads, weter, sanitation, power or
telecommunication, the story is the same — collgpsed physicd fadilities; the inefficient

and often corrupt management; insufficient capital funds to undertake basic maintenance
and repairs. Indeed, the task is so huge that even the USAID has sSide stepped thisareaiin
itsISP. Yet, for meaningful recovery prospects, there is need to address problemsin this
areq, particularly Rurd Access roads, for only then will it be possible to create the
necessary backward and forward linkages between agriculture and the manufacturing
sectors. The report therefore urges the USAID to reconsider its stlance in this matter.

Education. Asinthe case of infrastructure, thisis an areathat does not feature under any
of the dtrategic objectives of the ISP. After consderable involvement in this sector in the
early years of independence, the USAID has gradudly withdrawn from activitiesin this
area. Inthe meantime, GOK policies have seen the deterioration of the sector with many
of the tertiary training and technical ingtitutions converted into public universities and
colleges such that there is now a conspicuous skill gap in the labour markets. Not only is
the skill threshold requirement visible amidst rising unemployment; but there is need to
cater for the ever increasing output of students from primary schools who crave to enter
into such technical training schools. But the problem is not merely one of quantity.
Questions about the relevance and quaity of education need addressing urgently.
Problems about access to education particularly for girls, women and pupils from Arid
and Semi-Arid Land (ASAL) aress need to be addressed. Financing of free primary
education has aso become an urgent policy issue. Lastly, the whole question of priority
between primary and post secondary schooling needsto be resolved. Support to policy
reforms and indtitutiona capacity building in this sector isidentified as one areathet the
USAID could assis.

Natural Resource Management and ASAL. Therewas acritica interface between NRM
issues and problemsin agriculture and ASAL areas. Because of rapid population growth,
agriculturd activities are fast encroaching on margind aress creating conflict between
agriculturdist and pastoraist, not to mention the inevitable conflict between man and
animas that such developments generate. In addition, the whole issue of food security is
subsumed in this conflict to the extent that these dynamic forces will increase in the

future, thereis need to maintain USAID engagement in this area.

Hedth. AsKenyamakes a successful demographic trangtion from atotd fertility rate of
about 8.2 to 4.7 in the space of twenty years, there is need to strengthen MOH'’ s capacity
to manage the hedth system in order to sustain gains made dsewhere in the hedth
delivery systems. One such strategy for USAID would be the support of rehabilitation of
hedlth facilities. Another strategy is the expanson of USAID’s support for policy

andyss and reform.



GOK Economic Recovery Program (ERP) and USAID ISP I nterface?

Objective

ERP Priority

ISP Priority

Comments

Accountable Governance

Very High

Very High

Should Continue, Expand
Effortswith GOK to
improve supply of aswell
as demand for good
governance.

Increased Rural Household
Incomes

High

Very High

Should Continue, but
expand focusfrom a
narrow definition of
agricultureto assist in the
improvement of the
overall economy. Mission
is encouraged to examine
feasibility of infrastructure
(especially roads) asa
critical constraint.

Heslth and HIV/ AIDS

Very High

Very High

Should Continue, but
improve coordination with
GOK and other donorsto
ensure the implementation
of anational program.

Natural Resource
Management

High

Very High

The ERP does not focus
on Natural Resources
Management due to its
short-term economic
recovery focus. The SO,
however, is consistent with
sustainability and rural
empowerment that are
implicit within the ERP.

Education

Very High

None

2-levels of education
activities merit
consideration by USAID.
The USisrecognized as
having a comparative
advantage in tertiary
education. The US may
also have an important role
to play interms of
assisting the GOK with
primary education policy
(cost-effectiveness and
planning), community
mobilization, information,
communication
technology, and girls
scholarships.

! Derived from Mule and Associates Report (Page 19). Comment Section modified to summarize text.




D. Optionsfor Refinement of USAID/K enya Strategic Plan and Implementation.

As discussed above, the Mission does not believe that significant changes to the Strategic Plan
arerequired. The USAID/Kenya program is currently meeting or exceeding performance
targets. We, however, believe that we should examine, make necessary refinements, and be
more engaged in working with the new government. The following recommendetions are
presented in this context. Some recommendations are Missionspecific while others have shared
respong bilities with USAID/W.

Recommendations to Improve Misson Parformance and Effectiveness within Exising
Parameters.

(& Improve our resource management (pipeine) by;

(1) Obligating via bilatera agreements rather than unilaterd agreements;

(2) Only requesting funding that can redigticaly be disbursed within an estimated 12-15
months of obligation;

(3) Encouraging more proactive hands-on program management by CTOs to ensure
appropriate decisions are made.

(b) Better integrating performance measures in our commitment agreements (contracts, grants,
and cooperative agreements,

(c) More effectively engage the GOK as a development partner;

(d) Assume a grester leadership role vis-a-vis other donors in the respective donor coordination,
Poverty Reduction Strategic PlarVEconomic Recovery Plan, and sectoral working groups,
and

(e) Providing appropriate CTO and Financia Management Training opportunities.

Recommendations to Improve Misson Parformance by Expanding Availlable Resources

(1) Program resources to facilitate Kenya meeting the criteria to participate within the
Millenium Chalenge Account (MCA) Initiative. Asthe Misson readsthe MCA
Initiative, we believe that Kenyais poised to participate. We believe, however, thet first
the Government may need to strengthen its track record, particularly in the area anti-
corruption under “Ruling Justly” and trade and economic policy under “ Economic
Freedom”. Itisthe Mission'sview that once Kenya quaifies for MCA funding, itis
likely to reduce the demand by the Mission for discretionary resources in the out years.

(2) We therefore propose that as highest priority the Mission, Bureau and Agency consider
the alocation of sufficient resourcesto permit the Mission and GOK to responsibly
address anti- corruption and economic trade and investment congtraints. The input
requirements from all sources (Bilateral, Presidentid Iniative, and ESF are currently



esimated to be some $5 million annua for D/G and $5-10 million for trade ad
investment.

(3) Formaize and Expand Globd Deveopment Alliance (GDA) or Public-Private
Partnership Opportunities. Such efforts will permit both the leveraging of funding as
well astheinjection of new ideas and gpproaches that will enable the Mission to expand

itsimpact.

(4) Undertake inter-agency transfers to support Development Credit Authority opportunities
to ensure adequate capital availability for Microenterprise and other sectors as
appropriate.

(5) The USG has a unique opportunity to support the GOK renewed commitment to basic
education. Shortly after taking office anew policy was put into effect for universa
primary education. In early May, the Minister of Education visited USAID/W to apped
for support for the new government education reform program. Coincidentaly, Kenya
has been identified to receive $4 million ($2 million if FY 03, and $2 million in FY 04)
under the Anti- Corruption/Idamic Education Initiative. USAID/Kenya seesthe
confluence of events as a strategic opportunity to both support the GOK education reform
program and develop activities to address the education needs for margindized Kenyans
in the Northeast and Coasta (mostly Idamic) aress.

E. Mission Issuesfor Discussion.

(1) Harmonizing the Life of the Strategic Plan. The current ISP clearly needs to be extended.
The Completion Date of the ISP is 2005, but includes funding during that year. The
HIV/AIDS Strategy will be fully integrated within the SO3 and Misson Portfolio but is
projected to continue through 2008. The Misson requests that the Completion Date of
the ISP and the HIV/AIDS Strategy coincide. Given that the HIV/AIDS Strategy is just
being reviewed this summer, we would recommend that a 2007 or 2008 date be approved
for both. Once the completion date is determined the Misson will update both the
Results Framework and Performance Monitoring Plan to be consstent with the new date.

(2) Funding Parameters. The Mission would gppreciate guidance with regard to the
edtablishment of funding parameters for al sectors.

(3) Structure of the Strategic Plan/Results Framework. Currently the Mission has four
Strategic Objectives and one Specid Objective. The Specia Objective (Bomb Response)
will end September 30, 2003. The Mission is proposing two new areas. trade and
investment, and primary education. The Mission would gppreciate guidance with regard
to current Agency thinking in terms of the number of objectives.

(4) Design of new objectives. Mission requests advice on availability of assstance from G
and AFR/SD in the design of any new activities gpproved.



(5) Saffing and OE implications. In support of the new program areas, the Mission will
require additiona staff, particularly, a Trade and Investment program specidist and
manager, and an Education advisor and program manager. It isanticipated that these
positions will be PSC pogtions. Whileit is anticipated that they will eventualy be
program funded, initial OE funding may be needed.

10



Annex: A Review of the 2001-05 I ntegrated Strategic Plan

Goal: A Wel-Governed and More Prosperous Kenya

The current goa statement is very broad and ambitious. Each of the Strategic Objectives
contributes to the achievement of the god. The Strategy is conceived in such fashion to
encourage cross-sectora synergies and enable the god to be greater than the sum of the Strategic
Objectives. The Misson argues that additional objectives or SO components in the areas of
Trade and Education will enable the Misson to better address the god than the current strategic
objective formulation.

S03: Reduce Fertility and the Risk of HIV/AIDS Transmission through Sustainable.
Integrated Family Planning and Health Services.

IR 3.1 Improved enabling environment for the provison of hedth services;

IR 3.2 Increased use of proven, effective interventions to decrease risk of transmisson and
mitigate the impact of HIV/AIDS;

IR 3.3 Increased customer use of FP/RH/CS services.

@ Development Hypothesis:

The Intermediate Results are logicdly linked and consistent with funding at the planned $15
million per year level. Improvements in the enabling environment for hedth services (IR3.1)
facilitate the achievement of both IR3.2 and IR3.3. IR 3.2 and 3.3 will expand the availablity of
services and improve service ddivery programs through applied research. They will aso
increase the demand for these sarvices through community-level and interpersond
communications aswell as mass media campaign.

2 Assumptions:

The assumptions of the necessary strategic objective remain vaid but must be updated in light of
the December 2002 e ections and aftermath that have shown increased GOK ownership,
commitment, and engagement in the areas of health and population policy and programs.
Specific assumptions include:

(&) Additiona gtaff are employed;

(b) Specid efforts to ensure complementary program aress, e.g. family planning, child
survivd, hedth are not logt;

(c) Donor coordination in programming and inditutiond cgpacity building is achieved;

(d) GOK will remain committed and supportive partner in population and hedlth sector.

(e) Environment that promotes freedom of information to people of dl ageswill preval; and

(f) Cugtomer demand for family planning will not be adversdly affected by ether the
deterioration of the economy or child survival rates.



3 Progress Towards these Goals.

USAID continues to be Kenya s leading population and hedth donor, providing technica,
commodity, and financid assstance to programs in family planning, HIV/AIDS, and child
survivd. Mgor hedth chdlenges remain, however. HIV sero- prevalence among adults rose from
under 5% in 1990 to 13% in 2001. Over two million HIV-positive Kenyans, and dmost one
million HIV/AIDS orphans, require care and support. Despite Kenyas rapid fertility decline,
large numbers of women are entering their reproductive years and will need family planning
services. Under-five mortdity ratesincreased by 25% from the late 1980s to the mid-1990s.

The Misson's hedth and population program continued to achieve results. Preiminary data

show that Kenyas HIV/AIDS efforts are paying off, with HIV prevaence among antenatal
women leveing off and falling to an estimated 11% in 2002. USAID efforts contributed to this
success. Sdes of socialy-marketed Trust condoms increased 15% over FY 2001, to 17 million.
USAID projects established 26 new voluntary counsdling and testing (VCT) centers, bringing the
total to 56 public and private sector Sites. These provided servicesto over 57,000 peoplein FY
2002.

(4  FEuture Prognosis:

USAID/K enya estimates that the future prognosis of this Strategic Objectiveisexcdlent. As
indicated above, performance to date has met or exceeded al performance expectations. We
anticipate that this progress will be reinforced by: (1) increased GOK ownership and
commitment to work as a development partner with USAID in addressing the country’s hedlth
issues, (2) an environment that is more conducive to information exchanges, (3) an economy that
is expected to improve in the medium-term due to the GOK’ s emphases on anti-corruption, trade
and investment; (4) improved donor coordination; (5) the development of the Mission's
HIV/AIDS drategy; and (6) additiond HIV/AIDS funding. The draft HIV/AIDS Strategy more
effectively integrates HIV/AIDS activities within the SO aswell as strengthening the

contribution of the nutrition component and supporting activities to enhance and link livelihood
opportunities for HIV/AIDS affected families through northedth, but essentid activities such as
micro-enterprise finance, land use rights, education, and democracy and governance.

SO5: Improved Natural Resources Management (NRM) in Targeted Biodiver se Areas by
and for Stakeholders.

IR5.1 Site specific initiative for NRM implemented outsde protected aress,
IR 5.2 Encroachment and subdivision reduced,

IR 5.3 Improved management of protected aress, and

IR 5.4 Environmental advocacy strengthened.

Q Deve opment Hypothesis:

The important relationship isin the interaction between causes and effect that occur between the
protected and the surrounding areas. The primary assumption of this hypothesisis the



availability and awareness of incentives (access, user rights, financia and socid benefits)
favorable to improved NRM practices. Incentives will attract and motivate locd communities
and individuas to change their behavior regarding natural resources. Behavior changes require
that communities and individuas have access to gppropriate toals, technologies, information, and
training as wel asincentives to use these means to change their behavior. Initiatives will be
tailored to meet locd needswithin each target area. Focusing only on behaviora change within
targeted areas was believed insufficient to achieve the SO. Broader engagement of
environmenta advocates on the national and loca levd is required to ensure broad support for
NRM initigtives and the ingtitutiona changes necessary for long-term conservation of Kenya's
vitd biodiversty.

2 Assumptions:
Critical assumptionsto achieve SO5 arel

(8 Digruptionsfrom internd or regiona conflict in priority aress or adjacent to protected
areas Will not be S0 extreme as to fundamentally undermine the program.

(b) That palitical will for policy reform and collaboration within the NRM sector will not
deteriorate.

(c) That Kenya s macroeconomic policies and the politicd climate remain essentidly
supportive of the proposed objective. A stable and hedlthy macroeconomic environment
is required to provide the government with resources to invest in development, public
services, and infrastructure essentid to the tourism sector, including roads and
telecommunications. A stable economic environment also promotes lower interest rates
and encourages the domestic and foreign investment that hel ps economic growth.

3 Progress Towards these Godls.

USAID’sNRM program works to reverse, halt or lessen the unsustainable use of natura
resources outside protected forests and wildlife and marine areas through a community- based
approach that effects positive behaviora change toward the management of these resources. Due
to USAID support, eight site-specific initiatives secured 11,150 hectares for conservation in
2002, bringing the tota to 668,090 hectares in community/private conservation aress to date. In
collaboration with the private sector, our program created the first conservation lease scheme,
with 77 landowners bordering the Nairobi Nationa Park agreeing not to sell, fence, subdivide or
carry out illegd wildlife practices on 2,546 hectares under the terms of an annua lease valued at
$7,792. Nature-based enterprises generated $143,000, created 97 jobs and 1,647 new business
shareholders, providing wages, cash dividends and critica infrastructure improvements such as
schools, clinics and water supplies.

4 Future Prognosis.

The Misson's assessment is that with the NARC government’ s leadership in the environment
sector, the future for Natural Resource Management is brighter in Kenya than it has beenin the



past. The development hypothesis and underlying assumptions remain vdid. The new
Government has clearly articulated its desire to preserve the environment and benefit its citizens
peoples, including those in arid and semi-arid lands (ASALS) who are perceived to have been
margindized over the years. We believe that a broader engagement of environmental advocates
on the nationd and loca leve will facilitate expanded support for NRM initiatives and the
indtitutional changes necessary for long-term conservation of Kenya svitd biodiversity.

Alreedy, the implementation of the Water Act and Environmenta Management and Coordination
Act has begun in earnest while the Forest Bill is being reviewed and consultations started to
review the Wildlife Act. These reforms are criticd to creating an enabling environment for
enhanced natura resource management by stakeholders through provision of suitable
development incentives, providing lega user rights and ownership over resources and
sugtainability. SO 5 will likely have improved impact by taking advantage of the new
government’s priorities and it will focus on providing rdlevant government decision-makerswith
crucia datato create awareness and sustain their interest towards supporting community based
natura resources management systems.

Improvements in the economic dimate in the medium-term are expected to result from the
Economic Recovery Program. Once these improvements occur, we anticipate an increase in
GOK resources to invest in development, public services, and infrastructure essentia to the
tourism sector, including roads and telecommunications. This too, should increase the awareness
and provide incentives for the Strategic Objective to achieve the expected impact.

Additionaly in order improve the effectiveness the program will:

Continue building the capacity of nationa and regionad forums and networks that represent
the broader community of interest in conservation and natura resource management in Kenya
The gtrategy will be to empower loca and regiona forums to be transparent and capable
organizations to forward their condtituents issues on NRM governance at nationd level forums
such as the Kenya Marine Forum and the Kenya Wildlife Working Group;

Replicate and scale up the number of innovative community-based enterprise activities that
address defined problems and can deliver tangible economic and socia benefits by identifying
public- private partnerships towards Globa Development Alliance objectives. Although the
program has done very well in attracting loca private sector investments and forging viaole
partnerships, there is room for up scaling and bringing on board international private sector
investment partnerships. These partnerships would significantly increase resources for
investment and increase the number of beneficiaries a lowers cost to the Misson. The Mission is
aso exploring using the DCA to provide guaranteed |oans to private sector to support
investmentsin NRM (via eco-tourism, non-timber forest product development, for example).

SO6: Sustainable Reforms and Accountable Gover nance Strengthened to |mprovethe
Balance of Power among the I nstitutions of Gover nance

IR 6.1 Civil Society Organizations (CSOs effectively demand or lobby for reforms and monitor
government activities.



IR 6.2 Increased independence of sdect government indtitutions.
IR 6.3 More transparent and competitive electoral processes.

(@D} Development Hypothesis:

The Intermediate Results are logicaly linked. The 1996-2000 CSP had a two-prong approach:
(a) the development of civil society organizations to generate information and advoceate for
reforms, and more transparent electora processes. In the current ISP, the Mission added athird
prong: support for selected government ingtitutions to promote their independence. The
hypothesisis that — with more independent government indtitutions — not only will reforms be
sugtainable, but that mechaniams for both eections and government accountability will also be
drengthened. These two dements will work to improve the balance of power among the
indtitutions of governance.

The Misson's assessment is that the development hypotheses remain vaid. As demondrated by
the recent elections the IRs related to CSOs lobbying for reforms and more transparent and
competitive eectoral processes are sufficient to initiate reform. They, however, are not
aufficient to achieve the SO of “sustainable reforms and accountable governance strengthened”.
The successful eections are the starting point, not the finish line for successful achievement of

the Mission’s democratic governance strategic objective.

(20  Assumptions:
The assumptions of the necessary Strategic objective remain vaid.

Liberdlization of the political environment continues and does not revert to the pre-1992
repressive period.

Economic conditions do not deteriorate to such a degree that the program would be
fundamentadly undermined.

3 Progress Towards these Goals

Asdiscussed in the 2003 Annud Report, the SO iswell into the second year of implementation,
the overdl program is exceeding itstargets. In the area of transparent and competitive elections
key resultsinclude improvements in the eectord enabling environment, monitoring of electora
related violence and intimidation, and eection adminigtration. In the parliamentary strengthening
program one indicator did fal short of the target, however, al other target were exceeded.
Parliament is more independent and committees are stronger. Civil society organizations
continue to be fundamenta in the pursuit for good governance and exceeded al indicator targets.
CSOs not only effectively lobbied for reforms, they foresaw the chalenges of working with
parliamentarians increasingly focused on dections, changed tactics and targeted the
condgtitutional review process. Consequently, the draft congtitution enshrines fundamenta
provisonsincluding astronger system of checks and baances, more transparent governance, and

gender equity.



4 Future Prognosis

The future prognosis for this SO is directly related to resource availability. The DG SO Team
and our GOK partners best estimate is that to achieve the objective of “ Sustainable Reforms and
Accountable Governance Strengthened to Improve the Baance of Power among the Ingtitutions
of Governance’ it will cogt an estimated $ 5.0 million per annum for the FY 2004-06 period from
DA, ESF, and Presdentid Initiative Funding. Given the guidance on digtinctions between DA
and ESF, we edimate that a minimum of $3 Millionin DA isrequired. Thisscde-up isdueto
theinditutiona strengthening required within GOK to improve transparency, good governance,
anti-corruption, and the rule of law that are implicit within the SO. Experience to date has been
that both DA and ESF funding has been somewhat unrdiable. The current FY 2004 leve of $1.0
M DA isinaufficient to permit the Misson to congtructively engage and support the GOK in

these issues that have domestic, regiond, and international implications. Should the necessary
funding be made available, the Misson is optimigtic that Kenyawill not only be on the cutting
edge with regard to a democratic eectora processes, but will be able to serve aleadership rolein
the area of good governance. The impact will aso be felt in the areas of economic growth, trade,
invesment and to some extent tourism. It is the Mission’s assessment that increasing the DG
program funding to reasonable levels should be the Misson and Agency’ s highest priority.

SO 7: Increase Rural Household | ncomes.

IR 7.1 Increased productivity of targeted agricultural sub-sectors,

IR 7.2 Increased agricultura trade;

IR 7.3 Increased access to business support services for micro-and small enterprises; and

IR 7.4 Increased effectiveness of smalholder organizations to provide business services to their
members and represent their business interests.

@ Deve opment Hypothesis:

(& Producersare economicaly rationa. Both men and women must be able to choose the
production options that will provide them the highest returns. In the high and medium
potentia agro-ecological zones (AEZS), producers have awider choice of dternative
cropping/livestock systems while producers in the more margind areas have fewer
choices available.

(b) The SO supports marketing and trade, since increased productivity alone will not
guarantee increased incomes. Without market outlets and demand for products, farmers
will have no incentive to invest in productionenhancing technologies. Regiona and
international markets are increasingly important as a source of demand.

(¢) Microand Smdl Enterprises (MSES) are criticd to increasing incomesin rural and urban
householdsin that they are a source of capita for investment in other profitable activities
that often support agriculture and the agricultural sector. They aso provide anywhere
from 12 — 80% of rura household incomes, depending on the agro-ecologica zone.



(d) Smadlholders can benefit from forming business-based groups (cooperatives, companies,
associations or others) for acommon set of objectives, including by and for women.
These groups can increase members power to negotiate in markets, take advantage of
economies of scale, and improve members accessto/ or provide services a lower costs
than dternative mechanisms.

2 Assumptions:
Critical assumptions to activities undertaken to achieve SO 7 include:

(& That security will not deteriorate to a degree that would fundamentaly undermine the
activities proposed to achieve the objective;

(b) That Kenya s macroeconomic policies and the palitica climate remain essentidly
supportive of the proposed objective. A stable and healthy macroeconomic environment
is required to provide the government with resources to invest in development, public
services, and infrastructure essentia to the agricultura sector, including roads,
telecommunications, and research. A stable economic environment also promotes lower
interest rates and encourages the domestic and foreign investment that helps the economy
grow.

(c) That market-distorting insecurity in severd areas of Kenyaremains localized. For
example, livestock movements from the north to markets in the south are frequently
inhibited by insecurity dong magor market routes. Insecurity resultsin higher prices, as
risk factors are added to traders costs. Potentid investors, domestic and foreign, are
reluctant to invest if security isaconcern. Violence related to the 1997 eections resulted
in marked declines in tourism, decreased investment in areas of unrest, and an extremely
long economic recovery period. Many micro- and amdl enterprises were burned, and
most had no insurance to cover such losses.

3 Progress Towards these Godls.

Agriculture and Microenterprise Development:  This objective ams to increase rurd household
incomes in Kenya from both agriculture and microenterprise activities snce 80 percent of
Kenyd's population live in the rurd areas and 75 percent are involved in agriculture.  USAID-
supported activities increased the production of improved, certified maize seed by 430 percent
above its target in 2001/2002, and there was a 30 percent increase of farmers in the project area
using improved, certified seed, againgt a target of 20 percent. In the dairy sector, USAID projects
have reduced milk loses by $701,912 over the past year. By the end of September 2002, a
cumuletive tota of $42 million in loans had been provided to 86,750 micro and smdl business
loans, and agpproximatey $25 million had been mobilized in savings accounts through USAID-
supported microfinance inditutions. PL 480 Title 1l assstance continued achieving sustaineble
improvements in food security and increases in rurd household incomes in the ASAL aess of
Kenya via funding program activities in agricultura/livestock production, marketing of produce,
and water, sanitation, hedlth, nutrition, and rurd infrastructure devel opment.



4 Future Prognosis.

The prognosis for this Strategic Objective is believed to be sound and islikely to improve as
Kenya begins to experience the benefits of the Economic Recovery Program which is expected
to encourage profit-maximization behavior in rurd aress.

The basic assumptions remain vaid, but in recent years the stagnant economy compounded by
drought has limited the impact. Ancther observation isthat while farmers are economicadly
rationd, the focus is generdly on welfare maximization, i.e. either profit maximization or risk
minimization. Thisis particularly true in cases of prolonged economic down-turns.

It should be noted that this SO may give the appearance of being a dow-starter. This appearance
isdecelving. To implement the current program, the Mission has had to develop five new
programs (maize, dairy, horticulture, business devel opment services and biotechnology), issue
Requests for Assistance/Proposals and award grants/contractsin 2002. While the program isthe
logical descendent of previous USAID/Kenyainvestments, it is nonetheless new.

Implementation was delayed because two of these awards had to be retroactively modified to
ensure that linkages with the business devel opment services were incorporated, and al had to
meet USAID environmental compliance requirements. Almost dl new projects are currently in
public- private partnerships, and are looking to expand these towards the Global Devel opment
Alliance gods.

Early indications are that the dairy and maize programs will provide excellent resultsin

increasing productivity, decreasing costs of production to make these products more competitive
within Kenyaand outside. Both groups are just sarting on the BDS paradigm that in many cases
will grestly increase the sugtainability of USAID investments even after the USAID funding has
expired. The SO isworking on private sector systems to provide awide range of servicesto
farmers from input provison, marketing, financid services, business services, technology

trandfer, transport, etc. The latest development is the use of the DCA to leverage up to $20
million in guaranteed loans to micro, smal and medium enterprises, including those directly in

the agricultura sector. Rura credit has been amagjor chalenge both for USAID and for Kenya.

In spite of the lengthy “birthing process’, the Misson is confident that the SO is on the right
track and will achieve the desired results.

(5) Gaps. Whilethe SO isvaid and very well placed to achieve its objectives, there are gapsin
the strategy. USAID supports agricultura policy research and dissemination activities via
Tegemeo Inditute, but due to the previous government’ s lack of palitica will, we did not support
government ministries to develop their capacity for policy analyss and implementation. With

the NARC government, this could change, dbeit more dowly in agriculture than perhgps in other
sectors due to the large and moribund ingtitutions involved.

Trade capacity: The SO deals with trade at a producer and trader level, but does not deal with
the higher level capacity issuesin the government nor the private sector, both of which are wesk
regarding trade policy, negotiations and andysis.



Generd capacity in agriculture: Thefirgt 2 points are rather specific, but thereis a genera
eroson of capacity in Kenya s agriculture sector. Many UStrained officids have left the public
sector or are soon to retire. This affects agriculture research, agricultura policy analysis and
implementation, and agriculturad economicsin key inditutions: government, university and
private sector.



