
FY 1984 ESF Structural Adjustment Program Grant
 

615-0213 Amendment
 

September 21, 1984
 

USAID
 

Kenya
 



,: 

U'.S,: $ 20,000,000 (eIP-TlI;) 
Indultrloliud' Count,;e,: 

::Lo~c~ol:.:..,;:':"-'-:J;;$l~,~O~_O~O.l.:.'0!lC0~0,---=-,=---__--= ._,__, 
Other: 

$1:5,000,000 AID EJJigible ctmipdities' 
400,000 for miCrclCf'l'ClPUters 

(funded urXier the t.a. <X:Ilp:>nent of the Grant) 

'D1.e plJrIX)se of this structural Adjust:ment P~ram Grant Alrendm::h1t 
is to provide adclitional balance of payments and hldget support 
required by the GOVernment of Kenya while it continues to prarote 
the structuraJ! changes needed to redress the underlying problans 
qf, the ecoI'lCll'M. '!he Grant consists of a camOO.ity d.rcp:>rt 
program and corlSul.tan~ sel:Vices. Counterpart. shillings resulting 
fran the program will be used for nutually agreed developnent 
~ctivities in tlie public and private sectors. 

:A grant not to exceed $2] milli~n is hereby authorized for the 
purchase am shipnent of caffiOOi.ties to Kenya and for technical 
assisfance. 

'-, i 

II, CLC"''''''NC''. 

, PRJ:RRi:5
 
-RF'ltC: RHenricif'
 21 SEP i984 

REDSO: 
DATI: 

.... Director" 

TIT'-I: 

CLASSIfiCATION' 
.' 



( i i) 

While recognizing significant Government of Kenya progress 
on macromanagement, it is USAID's view that overall Government 
progress on structural adjustment has been less than expected. 
The lack of progress reflects political difficulties, the 
complexity of relevant economic issues, the unrealistically 
short amount of time allowed for policy implementation, and 
what appears to be a lack of consensus within the Kenyan 
Government needed to support the structural adjustment that 
must be the key to development in a country for which 
population wil~ double in less than twenty years. 

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

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

Conditions Precedent to Disbursement 

Prior to the first disbursement for commodities under the 
grant, or to the issuance by AID of documentation pursuant to 
wich such disbursement may be made, the Government of Kenya 
shall submit to AID, in form and subst?~ce satisfactory to AID, 
except as the parties may otherwise agree in writing, 
confirmation of the Government of Kenyan's accept~nce of the 
following conditions, together with a plan for their 
implementation. 
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Agr icul ture 

(1.) Evidence tha t a repor t will be submi t ted to AID by 
February 1, 1985, specifying that the problem of timely cash 
payments by parastatal and cooperative bodies to producers for 
the principal food crops is resolved. 

(2.) Evidence thc.t the Government of Kenya shall 
increase controlled procurement prices for grain in accordance 
with its current policy for analyzing increases. (Such price 
review shall include elements such as the cost of inputs, 
inflation~ import parity and an enhanced incentive margin for 
producers) • 

(3. ) Ev idence tha t when there has been a re turn to 
normali ty following the curren t drough t, the Governmen·t of 
Kenya will announce and publish a decision that private 
cooperatives and buyers, not owned or controlled by Government, 
may purchase at least one million bags of maize from producers. 

Family Planning 

(4.) Evidence tha t the Governmen t of Kenya shall wa i ve 
all import duties and eliminate taxes on commodities used for 
family planning services. A public announcement to this effect 
will be made by the end of October, 1984 in the Official 
Gaze tte. 

Trade 

(5.) Evidence tha t by the end of June, 1985, all items 
on schedule IA will be placed on automatic licensing, i.e. once 
a IA application has been verified for correctness by the 
import and export department of the Ministry of Commerce and 
Industry, the application will be sent directly to the Central 
Bank for automatic licensing subject to the global quota for 
this schedule not having been exhausted. 

(6. ) Ev idence tha t a schedule for the implemen ta tion of 
the system for annual allocation for imports listed on Schedule 
IB will be established by the end of June, 1985. 

(7.) Evidence the Government of Kenya will implement the 
Green channel" documentation procedure for exporters by which 

exporters can obtain complete documentation for export approvals 
and that the Government will announce this action by the end of 
June, 1985, including advice to exporters on where to submit 
applications for export approvals. 
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The Shilling Counterpart Program 

(8.) Evidence that the Government of Kenya has opened a 
special account into which shilling generations as agreed will 
be deposited, and that all disbursements from the special 
account will be made subject to AID approval. 

(9.) Evidence that the Government of Kenya will deposit 
the shillings into the special account no later than 90 days 
(or such other period as AID may subsequently agree to in 
writing) after the u.S. dollar payment is made by the U.S. 
Government to the bank holding the Letter of Commitment for 
goods financed under this program, and that a monthly statement 
showing all deposits into and withdrawn from this account shall 
be supplied to AID no later than 30 days after each monthly 
period ends. 

(10.) Evidence that the Government of Kenya will utilize 
$5,000,000 (Five million u.S. dollars) of the counterpart 
shillings for mutually agreed upon Kenyan private sector 
activities, such as Agricultural Credit, Housing etc; that 
these funds shall be channelled through mutually agreed 
intermediaries to projects and on terms to be agreed between 
the Treasury and the intermediaries~ and that funds shall be 
disbursed in a direct and expeditious manner. 

Covenants 

The Government of Kenya c~venants that it will: 

(1) Use of Local Curlcncy. Grantee will establish a 
Special Account in the Kenya Central Bank and deposit therein 
currency of the Government of Kenya in amounts equal to 
proceeds accruing to the Grantee or any authorized agency 
thereof as a result of the sale or importation of the Eligible 
Items. Funds in the Special Account may be used for such 
purposes as are mutually agreed upon by A.I.D. and the 
Grantee. The Grantee agrees that the equivalent of $5 million 
of the counterpart shillings shall be utilized for mutually 
agreed upon non-governmental organizations and activities, and 
further agrees that a direct and expeditious manner for the 
release of the funds for such uses shall be agreed upon prior 
to disbursement. All disbursements from the special account 
will be made subject to A.I.D. approval. The Grantee agrees 
that the shilling deposits shall be placed into the special 
account no later than 90 days (or such other period as A.I.D. 
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may otherwise agree in writing) after the u.s. dollar payment 
is made by the u.s. Government to the bank holding the Letter 
of Commitment for goods financed under this program. A monthly 
statement showing all deposits into and wlthdrawn from this 
account shall be supplied to USAID no later than 30 days after 
each monthly period ends. 

(2) Taxation. This Agreement and the Grant will be free 
from any taxation of fees imposed under the laws in effect in 
Kenya. 

(3) Reports and Records. In addition to the requirements 
in A.I.D. Regulation 1, the Grantee will: 

(a) furnish A.I.D. such reports and information relating 
to the goods and services financed by this Grant and the 
performance of Grantee's obligations under this Agreement as 
A.I.D. may reasonably request. These reports and information 
shall include, but not be limited to; (i) a list of all 
importers registered with the Grantee's government, (ii) a copy 
of each approval Import License Applicqtion for goods financed 
under this grant, (iii) a co~'i of the Wlmport Entry" form for 
each consignment of goods financed under this Grant, and (iv) a 
copy of the "Out-Turn" report for each ocean vessel carrying 
goods financed under this Grant; 

(b) maintain or cause to be maintained, in accordance with 
generally accepted accounting principles and practices 
consistently applied, such books and records relating to this 
Grant as may be prescribed in Implementation Letters. Such 
books and records may be inspected by A.I.D. or any of its 
authorized representatives at all times as A.I.D. may 
reasonably require, and shall be maintained for three years 
after the date of last disbursement by A.I.D. unnp.r this Grant; 

(c) permit A.I.D. or any of its authorized representatives 
at all reasonable times during the three-year period to inspect 
the commodities financed under this Grant at any point, 
including the point of use. 

(d) solicit all commercial Kenya banks to partlclpate in 
this program by sending them each a letter of invitation (with 
a copy to A.I.D.) fairly evaluating, in cooperation with 
A.I.D., all offers received, and send a letter of notification 
(with a copy to A.I.D.) of selection or non-selection to all 
banks from which offers were received. 

(4) Completeness of Information. The Grantee confirms: 

(a) that the facts and circumstances of which it has 
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informed A.I.D., or caused A.I.D. to be informed, in the course 
of reaching agreement with A.I.D. on the Grant, are accurate 
and complete, and include all facts and circumstances that 
might materially affect the Grant and the discharge of 
responsibilities under this Agreement; and 

~b) that it will inform A.I.D. in timely fashion of any 
subsequent facts and circumstances that might materially 
affect, or that it is reasonable to believe might so affect, 
the Grant or the discharge of responsibilities under this 
Agreement. 

(5) Other Payments. Grantee affirms tha no payments have 
been or will be received by any official of the Grantee in 
connection with the procurement of goods or services financed 
under the Grant, except fees, taxes, or similar payments 
legally established in the country of the Grantee. 

(6) Minimum Size of Transactions. No foreign exchange 
allocation or letter of credit issued pursuant to this 
Agreement shall be in an amount less than Ten Thousand Dollars 
($10,000), except as A.I.D. may otherwise agree in writing. 

(7) Inspection by SGS. The Grantee will inform importers 
that, since no Societe General Surveillance inspection will be 
required for CIP commodities, the usual one percent import 
license fee paid to the Central Bank will be reduced to one 
half of one percent for CIP commity import license applications. 

(8) Kenya Exchange Control Notice No. 19. The Grantee 
agrees that with respect to Exchange Control Notice No. 19, 
guarantees issued to Kenya-Registered companies, regardless of 
owner nationality, will not be considered as local borrowing 
under this Grant, and further agrees to so notify importers. 

(9) Insurance. The Grantee agrees that it will inform 
Kenyan importers that funds from this Grant are available to 
cov~r marine insurance costs as stated in Section 3.9 of this 
Agreement. 

(10) Import Management Committee Revie~. The Grantee 
agrees that the Import Management Committee will not review any 
Import License application for goods financed under this 
program, except those goods included on its Schedule lIB. 

(11) Timeliness of Approvals. The Grantee agrees: 

(a) that the Ministry of Commerce and Industry will review 
and process all Import License applications under this Grant 
within a maximum of ten working days after receipt from 
importers, and 
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(b) that the Central Bank of Kenya will process all 
applications for Foreign Exchange Allocation Licenses under 
this Grant within a maximum of five working days after receipt 
from the Ministry of Commerce and Industry. 

(12) Budget Process. The Grantee agrees that it will 
continue with refinement of its bUdgetting process, both annual 
and forward bUdgetting. 

(13) Public Deficit. The Grantee agrees that it will 
restrict the level of the public deficit during its FY 1984/85 
to not more than five percent (5%) of GOP, in order to foster 
an expansion of private sector credit. 

(14) Budgetting of Parastatal Bodies. The Grantee 
agrees that it shall include the development budgets of all 25 
major parastatal bodies parallel with the Budget Estimates for 
1985/86. 

(15) Foreign Trade. The Grantee covenants that it will 
maintain an active exchange rate which will enable exporters to 
compete effectively and profitably. 

(16) General. The Government of Kenya covenants that, 
except as the parties may otherwise agree in writing, it will 
adhere to conditions precedent contained in this agreement and 
will implement them as set forth in the approved implementation 
plan. 



Program Assistance Approval Document
 

(PAAD)
 

Structural Adjustment Program Grant Amendment
 

(615-0213)
 

for
 

FY 1984
 

Table of Contents
 

I. Summary of the FY 1984 Grant	 1 

II. Statement of the Problem and Government Response	 3 

A. Introduction	 3 

B. Macro-economic Update	 4 

1. The Balance Between the Public & Private Sector 5 

2. External Balance	 15 

3. Structural Adjustment	 20 

III.	 Assessment of Donor Support for Stability and 

Restructuring 27 

A. Introduction	 27 

B. The IMF	 27 

C. The World Bank	 28 

D. The U.S. Program	 29 

1.	 Progress Made on the FY 1983 

Structural Adjustment Program Grant 30 

2. Supporting Technical Assistance in FY 1983 33 

3. Counterpart Shilling Utilization in FY 1983 35 



I~
 

IV.	 The FY 1984 ESF Structural Adjustment Program Grant
 

Amendment 36
 

A. The	 FY 1984 Program 36
 

B. Conditions Precedent	 37
 

C. Covenants	 39
 

V. Technical Assistance in Support.of Structural Adjustment 43
 

VI. The Commodity Import Program (CIP)	 49
 

A. General Responsibilities	 49
 

B. Governoring Regulations	 51
 

C. Implementation	 54
 

D. CIP Monitoring and Evaluation	 58
 

VII. The Shilling Counterpart Program	 60
 

A. Proposed Program Procedures	 60
 

B. Proposed Shilling Uses	 61
 



Annexes 

A.	 Kenya Government Request for Grant Amendment 64
 

B.	 Technical Assistance Program - Summary Budget 65
 

C.	 CIP Implementation Plan 66
 

D.	 CIP Implementation Path 67
 

E.	 CIP Implementation Budget 70
 

F.	 Description of Organizations, Committees
 

and Procedures Involved in Import Administration 71
 

G.	 Expected Commitment, Disbursement and Shilling
 

Deposit Schedule for eIP 76
 

H.	 Internal Financial Analysis (for CIP) 77
 

I.	 Proposed Shilling Counterpart Budget 78
 

J.	 Commodity Procurement Instruction #1 79
 

K.	 Selection Procedures for Kenya Cooperating Banks 88
 

L.	 Initial Environmental Examination 92
 

M.	 Statutory Checklist 95
 

Supplementary Annexes (available from USAID/Kenya and 

from AFR/PD/EAP) 

A.	 Report and Recommendations of J.W. Tribble to 

USAID/Kenya on a Proposed Commodity Import Program 

Grant to the Republic of Kenya, November, 1983 

B.	 FY 1983 Structural Adjustment
 

Program 615-0213 PAAD
 

C.	 Michael Crosswell, Structural Adjustment in Kenya, 

USAIO/Kenya, February, 1983. 



List of Tables 

Table 1 Government Expenditures as a Share of GOP 6 

Table 2 Government Budget Deficit as a Share of GOP 7 

Table 3 Kenya: Monetary Indicators, 1979/83 9 

Table 4 Kenya: Central Government Finances, 
1982/83 - 1987/88 11 

Table 5 Kenya: Central Government Budget: Gross External 
Resource Requirements, 1983/84 - 1987/88 12 

Table 6 Kenya: Central Government Budget: Estimated 
Receipts of Quick Disbursing Program Assistance, 
1983/84 - 1984/85 

14 

Table 7 Kenya: Current Account and Trade Balances 15 

Table 8 Kenya: Government Balance of 
1982-88 

Payments Estimate; 18 

Table 9 Kenya: Balance of Payments: Average Annual Gross 
External Financing Requirements, 
CY 1984 and 1985 20 

Table 10 Kenya: Trends 
1979-1983 

in Selected Interest Rates, 
26 



-1-


I. Summary of the FY 1984 Program 

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

The Grant contains three basic components: a $15 million 
commodity import program (CIP) for the Kenyan private sector 
tied to u.s. procurement, $6 million for consultant services to 
help the Government implement structural adjustment policies 
and to assist in monitoring the CIP, and a program of shilling 
generations from the $15 million CIP for mutually agreed upon 
development activities in the public and private sectors. 

The conditions precedent to disbursement of funds under 
the CIP portion of this program, covenants, consultant 
requirements, and agreed use for the shilling generations are 
contained in the body of this Amendment. 

This second increment of the Structural Adjustment Program 
Grant is justified on the basis of U.S. interests that include 
support for Kenya's stability and growth. The immediate 
justification continues to be Kenya's foreign exchange and 
budgeting requirements. Given recent Government performance 
under an IMF stand-by, these requirements, though still large, 
have lessened in magnitude. Assuming that the Government 
continues to curtail public expenditures sharply, as it has in 
the last two years, the budgetary picture during 1984/85 will 
be somewhat brighter than it has been in recent years. 
However, the country continues to require large levels of 
concessional assistance to finance the balance of payments 
deficit on current account. Export earnings have yet to 
recover sufficiently to finance projected import levels. The 
budget and balance of payments analyses justifying the proposed 
level of program aid are contained in Section II B. 

Governmental demand management has been termed successful 
by the IMF and is so regarded by the donor community. The 
Government has not yet acted vigorously, however, to implement 
structural reform measures which it has adopted in principle. 
Certain decisions taken over the last three years, largely for 
budgetary reasons, which are central to the restructuring 
process, are not in themselves sufficient to mobilize the 
economy to effect growth and employment expansion. The 
macromanagement reforms which have been implemented and which 
lay the groundwork for structural adjustment, include 
devaluations of the shilling and sharp increases in the prices 
of food and fuel and cost of credit. Additional policies still 
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needing to be implemented are liberalization of price and 
marketing controls, reorganization of the roles of parastatal 
bodies and possible divc~titure of Government interests in 
them, and enhancement of private sector investment and trade. 

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

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

In the absence of significunt Governmental performance on 
structural adjustments during the last year, the u.S. proposes 
an FY 1984 Amendment that contains a somewhat reduced degree of 
flexibility. Although the total u.S. program amount is larger, 
reflecting continued u.S. support for Kenya during its current 
nrought, the foreign exchange under this ESF Amendment is now 
to be tied to u.S. procurement. To help strengthen and 
possibly speed policy implementation, the consultancy component 
is enlarged. To ensure more effective use of shillings 
generated, the Amendmenc proposes greater AID control over the 
counterpart shillings and a proportional allocation to private 
sector uses. 

Having achieved macro-management targets and a renewed 
sense of confidence within Government and in the private 
sector, the Government is in a position to move aggressively 
during the remainder of 1984 and in 1985 to effect the policies 
niscussed and supported in this Amerdment. Such actions would 
enable the u.S. to continue to support Kenya's dev~lopment with 
significant resource levels. 
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II. Statement of the Problem and Government Response 

A. Introduction 

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

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

The relationship between the ability of the Kenyan economy 
to respond adequately to the demands of its people and the 
rate of increase in the numbers of people making those 
demands is seriously out of balance and becoming more so. 
The overall objective of the AID program over the next 
sever3l years will be to help reestablish a more 
sustainable b~lance alta relationship between overall 
supply of goods, services, employment and income on the 
one hand, and the numbers of people making demands on the 
economic, social and political systems, on the other. The 
AID program will be characterized by its orientation to 
growth in production of goods and services by people and 
by more aggressive involvement in programs to help reduce 
the rate of population increase. 

As explained in the FY 86 CDSS, and as restated in greater 
detail in later sections, structural adjustment is the key 
to growth. 

To promote the well-being of its people, the Government of 
Kenya must improve ways in which the economy utilizes 
domestic and foreign resources to support the production 
of goods and services and provide additional employment 
opportunities. This will require improved implementation 
of policy reforms already announced but not forcefully 
implemented. Equally, if not more important, will be 
decisions by the private sector to begin employing 
resources in activities that increase productive capacity 
and total output. 
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As the Kenyan Government recognizes, this challenge 
requires the restructuring of Government's role in the economy 
and the encouragement of private investment. The Government 
also acknowledges that the challenge is exacerbated by the 
rapid growth in the population and that the birth rate must be 
reduced through family planning. 

Since the budget crises of 1979 and the early 1980's, the 
Government has come to recognize the seriousness of mounting 
structural imbalances between present resource availabilities 
and the resource levels required to sustain further growth. As 
important as the overall resource imbalance is its 
composition. One imbalance arises between the foreign exchange 
requirements for economic growth and the actual availability of 
foreign exchange earnings at present, an imbalance caused in 
part by th~ present structure of domestic production and demand. 

A second structural imbalance was created in the 1960's 
and 1970's by the many economic tasks the public sector 
assumed and tre subsequent realization that the public sector 
cannot conti~~e to carry out these tasks effectively, nor 
expand them to a growing population. Related to this second 
imbalance is a corresponding under-utilization of private 
investment and of pri~ate installed capacity. 

A third fundamental imbalance stems from the effects of 
rapid population growth on the gap between available resources 
and the resources required for employment, income, and the 
satisfaction of : asic needs. 

One objective of this Amendment is to promote increased 
Government commitment to structural reform through conditions 
and covenants and to help the Government to correct structural 
imbalances by providing financial and technical support for 
policy decisions take~ to redress these imbalances. The state 
of Government efforts to date is described in the following 
section. 

B. Macro-Economic Update 

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



-5

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

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

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

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

1. The Balance Between the Public and Private Sector 

a. Government Expenditure 

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



-6

:elative share in the economy by more than a fifth in such a 
brief period of time. Between FY 1980/81 and FY 1982/93, total 
Government expenditures decreased by approximately 19 percent 
in real terms, and real development expenditures fell by some 
29 percent. In the meantime, population has continued to grow 
by 4 percent per annum, along with the demand for jobs, 
3ervices, and development activities. 

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

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

Table 1 

Government Expenditures as a Share of GDP at Market Prices 

Actual Projected 

1978/79 32.3% 1983/84 27.5% 
1979/80 32.2% 1984/85 28.7% 
1980/81 35.0% 1985/86 28.7% 
1981/82 32.2% 1986/87 28.9% 
1982/83 27.0% 1987/88 28.9% 
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Recovering somewhat from the severe cutbacks of 1982/83, 
total budget expenditures during the 1984-1988 Development Plan 
will grow by 6 percent annually in real terms, with the real 
development budget growing by 8 percent. This relatively 
faster growth rate for development expenditures results in 
large part from the low base established for such expenditures 
during the substantial cutbacks of 1982/83 and 1983/84. During 
the Plan period, development expenditures will account for 7.3 
percent of GDP at market prices, and for 25 percent of total 
Government expenditure. 

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

b. Revenue and the Deficit 

Expenditure cutbacks were combined with tax increases to 
produce significant reductions in the overall bUdget deficit 
from 9.6 percent of GDP in 1980/81 to 3.3 percent of GDP in 
1982/83 (well below the IMF target of 4.7 percent). 

Table 2 

Government Budget Defici~ as a Share of GDP at Market Prices 

Actual Projected 

1978/79 7.4% 1983/84 4.4% 
1979/80 5.7% 1984/85 4.2% 
1980/81 9.6% 1985/86 4.0% 
1981/82 6.5% 1986/87 3.9% 
1982/83 3.3% 1987/88 3.6% 
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Fluctuations in Kenya's budget deficit have been caused 
more by variations in expenditures, however, than by variations 
in recurrent revenues. In fact, recurrent revenues rose from 
23 percent of GOP in 1978/79 to a peak of 25.3 percent in 
1980/81 (just when the budget deficit was at its highest). 
3imilarly, although recurrent revenues fell to 21.9 percent of 
Gnp in 1982/83, expenditure cuts were sufficiently large to 
r:oduce the lowest bUdget deficit during the last Five Year 
PLan. During the 1984-1988 Development Plan, Government plans 
(0 limit the average budget deficit to no more than 4.0 percent 
of GOP, declining from 4.4 percent in 1983/84 to 3.6 percent in 
1987/88. 

c. Financing the Budget Deficit 

The fall in the budget deficit will lead to substantially 
:educed requirements for domestic financing. As a result, the 
crowding out of private sector borrowing, which has been 
"~ident in recent years, can be reversed. Although the private 
sector is responsible for over 70 percent of Kenya's GOP, it 
or-counted for only 57 percent of total domestic credit 
outstanding at the end of calendar year 1982 compared with 75 
~ercent only two years earlier. 



Table 3 

Kenya: Monetary Indicators, 1979-83 
(Millions of Kenya Shillings) 

Private 
As at Money Net Foreign Domestic Credit Sector Commercial Bank 
End of Supply Assets Total publica/private Share Liquidi ty Ra tio 

June 1979 14,445 2,868 12,430 3,123 S,308 74.9% 23.0 
Dec. 1979 16,396 3,588 13,835 4,061 9,774 70.6% 23.4 
June 1980 15,890 3,464 14,284 3,301 10,982 76.9% 18.4 
Dec. 1980 16,208 2,264 15,599 3,840 11,759 75.4% 18.2 
June 1981 16,479 1,360 16,922 4,897 12,025 71.1% 19.3 
Dec. 1981 18,364 300 19,378 6,352 13,025 67.2% 20.1 
June 1982 18,323 -803 21,481 7,535 J.3,946 64.9% 17.2 
Dec. 1982 21,324 2,019 25,047 10,691 14,357 57.3% 25.9 I 
June 1983 20,166 -0 22,838 8,016 14,822 64.9% 21.7 \0,
Nov. 1983 21,790 -45 25,530 10,282 15,248 59.7% 22.0 

Note: a/Includes Parastata1. 

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

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



Table 4 

Kenya: Central Government Finances, 1982/83-1987/88 
(Millions of U.S.dollars a/) 
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At the Consultative Group Meetings held in Paris in January 
and February, 1984, Government provided additional data 
required to define gross external resources required for the 
budget to finance the 1984-88 Development Plan ($1584 million, 
or approximately $317 million per annum). 

Table 5 

Kenya: Central Government Budget; 
Gross External Resource Requirements, 1983/84-1987/88 

(Millions of u.s. Dollars) 

Total Expenditure 10,877 
Less: Recurrent Expenditure 8,111 

Equals: Development Expenditure 2,766 
Less: Current Surplus 761 
Less: Domestic Borrowing 788 

Equals: Net External Resources 
Required 1,217 

Plus: Estimated External 
Repayments and Start-up 
Funding for Projects 
at End of Plan 366 

Equals: Gross External Resources 
Required 1;584 

Less: External Commitments 
Outstanding 840 

Equals: Additional Gross External 
Resources Required 744 
Of Which: Additional Gross Project 

Assistance Required 388 
Additional Gross Program 

Assistance Required 356 

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

The proposed ESF Commodity Import Program of $21 million 
for FY 1984 would account for 7 percent of the $317 million 
annual gross external resources required. When the 
Agricultural Development Loan of $13 million and the PL 480 
Title I Loan of $5 million are included, the u.S. contribution 
rises to 13 percent. 

By Government's calculations, some $840 million of 
outstanding commitments from donors will be drawn down during
the Plan period, leaving some $744 million of additional 
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external resources to be found (or approximately $149 million 
per annum). According to Government estimates, new gross 
project assistance required is estimated at some $78 million 
annually. New gross program assistance required is somewhat 
less at an estimated $71 million annually. The proposed $15 
million U.S. Commodity Import Program for FY 1984 would supply 
approximately 21 percent of the additional average annual 
program assistance required to support the five-year 
Development Plan. U.S. program assistance in all forms would 
contribute 46 percent of requirements. In this context it 
should be noted that not all the assistance will result in 
shilling generations, not all shilling generations will accrue 
to budget, and that very little of it will accrue in Government 
of Kenya FY 1984/85. 

Other donor contributions to the Government of Kenya's 
requirements are detailed in Table 6 below. Quick disbursing 
program assistance in FY 1983/84 and FY 1984/85 will account 
for more than one-third of the average $317 million of gross 
external resources required annually. The U.S., the IBRD and 
Saudi Arabia will provide the bulk of such assistance in 
1983/84-1984/85, with the U.K., the Netherlands and other 
donors providing the remainder. It should be noted that even 
at an overall average of $317 million of external financing per 
annum during the Plan, external resources required to finance 
budgetary shortfalls are significantly less than new 
commitments of external resources which Kenya will need for 
balance of payments support. These levels are estimated by 
Government and World Bank at an average of $520 million per 
annum for the next two years (see Section lIB 2 c. below). 
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Table 6 

Kenya: Central Government Budget 
Estimated Receipts of Quick Disbursing Program Assistance, 

1983/84-1984/85 
(Million u.s. Dollars) 

1983/84 1984/85 
U.S.* 45.9 44.4 
IBRD 50.4 
Saudi Arabia 51.1 
U.K. 4.4 11.1 
Netherlands 8.6 3.0 
Norway 1.3 3.3 
w. Germany 0.7 3.7 
Sweden 1.3 1.3 
France 2.5 

115.1 117.9 

Note: * Includes Government's current estimates of actual flows 
to the budget from all sources of U.S. program assistance 
including cash grant, commodity import programs, and PL 480 
Title I. U.S. commitments of program assistance in its FY 1984 
will total $33 million ($15 million Commodity Import Program 
Grant; $13 million Agricultural Development Loan; $5 million PL 
480 Ti tIe I). 
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2. External Balance 

a. Overall Trends 

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

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

Table 7 

Kenya: Curren t Account and Trade Balances 

Trade Balance Current Account Balance 

m. U.S. $. % of GDP m. U.S. $ % of GDP 
1979 
1980 

-801 
-1390 

13.2% 
19.6% 

-488 
-893 

8.2% 
12.6% 

1981 
1982 
1983 

-1093 
-836 
-679 

16.3% 
13.4% 
13.1% 

-686 
-512 
-290 

10.2% 
8.2% 
5.6% 

1984 
1985 
1986 
1987 
1988 

-673 
-718 
-782 
-831 
-913 

10.3% 
10.2% 

9.9% 
9.5% 
9.4% 

-293 
-311 
-348 
-369 
-417 

4.5% 
4.4% 
4.4% 
4.2% 
4.3% 
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b. Merchandise Trade 

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

Exports have fallen in dollar terms by $276 million from 
$1242 million in 1980 to $966 million in 1983. Although 
changes in the exchange rate make such comparisons somewhat 
misleading, other measures essentially confirm the dollar 
evidence. The volume of exports during the first half of 1983 
was some 14 percent lower than it was three years earlier 
during the first half of 1980. Part of this poor performance 
is due to reduced exports of petroleum products, but other 
sectors have performed poorly as well. Indices for 1983 are 
not yet available, but the volume of manufactured exports fell 
by 10 percent between 1980 and 1982 and the volume of machinery 
and transport equipment fell by 35 percent during the same 
period. More time may be required for Kenyan industry to 
respond to changing exchange rate, price and credit signals. 
Some positive response is already evident in exports of 
non-traditional agricultural products. It is apparent, 
however, that continued improvement in the merchandise balance 
of trade in the future must come from reduced export regulation 
and further improvements in exchange and price signals which 
promote structural change. 
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c. Current Account Deficit and Financing 

As Table 7 above indicates, Kenya's current account balance 
has also shown ~trong improvement, falling from 12.6 percent of 
GDP in 1980 to 5.6 percent of GDP in 1983. Reductions in the 
current account Jeficit, however, have been partially offset 
since 1980 by reductions in the surplus on capital account. 
Net private long-term capital fell by some $90 million between 
1980 and 1983, and net public long-term capital flows fell by 
some $300 million (reflecting reduced willingness by Government 
to borrow externally on comillercial terms, as well as some shift 
by external donors from loan to grant financing of development 
activities). The current account deficit for 1984 is now 
estimated at 4.5 percent of GDP, a level which would be 
sustainable in the long term, and which Government plans to 
maintain throughout the 1984-1988 Plan period. (See Table 8.) 



Table 8 

Kenya: Government Balance of Payments Es tima tes, 1982-88 
(t-1il1ions of u.s. Dollars~/) 

Year 198:l~/ 1983~/ 198~ 1985 1986 1987 1988 
Exports 951 966 1,033 1,156 1,308 1,489 1,689 
Imports 1,788 1,645 1,705 1,874 2,090 2,320 2,602 
Trade Balance -836 -679 -673 -718 -782 -831 -913 

Freight and Insurance 51 51 53 57 62 68 78 
Other Transport 213 178 172 178 189 202 216 
Foreign Travel 216 221 237 257 277 296 316 
Inves tmen t Income -223 -182 -194 -203 -223 -248 -277 
Other Services -1 -5 -3 -12 -16 -17 -19 
Transfers 67 126 115 129 145 160 184 
Invisibles Balance (ne t) 324 389 380 407 434 461 496 
Current Account Balance -512 -290 -293 -311 -348 -369 417 

Change in Reserves (Minus =Increase) -14 -26 -28 -32 -32 -41 -6 

Financinq 526 316 321 343 380 410 423 
Private, Long-Term (net)~/ 117 ~ ----=r3 ~ -----a3 ----rr ----g§" 
Public (ne t) 320 185 194 208 232 24<1 245 

(Central Government) 
(Central Bank) 

(105) 
(205 ) 

(84) 
(63) 

(126) 
(18 ) 

(254) 
(0) 

(171) 
(0) 

(180) 
(0) 

(200) 
(- 29) 

(Guaran teed.~/) 
Other incl. Shor t-'1'erm (ne t) 

(10) 
88 

(38) 
65 

(50) 
53 

(55 ) 
59 

(61) 
65 

(67) 
72 

(75) 
79 

Memorandum Item: 
Current Account Balance 
as % of GDP at 
Market Prices 8.2 5.6 4.5 4.4 4.4 4.2 4.3 

Notes: ~/1982 exchange rate = 10.922 Kenya shillings per dollar. 
1983 exchange rate = 13.264 Kenya shillings per dollar (first eleven months) • 
1984-88 exchange rate = 13.5 Kenya shillings per dollar (Government estimate). 

~/Provisional. 
~/Es tima ted. 
~/Includes parastatal borrowing not guaranteed by Government. 
~/Mostly parastatal. 

Source: Republic of 
19b-" p.13. 

Kenya. Kenya's Development Programme, Nairobi, Government Printer, 
I 

...... 
co 
: 
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At the Consultative Group meetings in January and ~ebruary, 

1984, the Government for the most part held to its lower level 
projection of the current account deficit for calendar years 
1984-88 ($1738 million U.S. dollars, or an average 4.4 percent 
of GDP). Given such a net current account deficit (plus 
required amortization payments and necessary reserve 
increases), gross donor and IMF balance of payments financing 
during calendar years 1984-88 would total $2413 million U.S. 
dollars. This is some 50 percent greater than the $1584 
million U.S. dollars of budgetary assistance discussed in Part 
l.a. above. Moreover, at higher levels of current account 
deficits, additional financing would be required from the IMF, 
the commercial banks, and donor sources. At the Consultative 
Group meetings, the World Bank reiterated its belief that the 
Government's upper level (or more pessimistic) projection of 
the balance of payments deficit ($3392 million U.S. dollars) is 
more likely to be realized. This would imply the need to find 
additional concessional financing of $1652 million U.S. dollars. 

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

Given the large uncertainties regarding balance of payments 
projections for the entire period 1984-88, the World Bank 
presented its calculations of required gross balance of 
payments financing for the two calendar years 1984 and 1985 at 
$910 million U.S. dollars per annum (see Table 9). This figure 
includes capital required to finance the current account 
deficit, amortization, and increases in reserves. The Bank's 
financing projections for 1984-85 are consistent with its 
overall current account deficit projections for 1984-88 of 3.5 
billion u.s. dollars. Of the $910 million u.s. dollars 
required annually during 1984 and 1985, private non-guaranteed 
loans would account for $100 million. Of the remaining $810 
million, the IMF could provide $100 million, and commercial 
loans to government and parastatal bodies would provide another 
$250 million. Gross financing required from donor sources, 
therefore, would amount to $460 million annually. 
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The Dank estim~tes that in order to provide disbursements 
of $460 million annually, new commitments of donor assistance 
will have to average about $520 million each year in 1984 and 
1985. This would imply an increase of about 20 percent over 
the average level of donor commitments in 1981-83. The Bank 
estimates that approximately 25 percent of these new 
commitments (some $130 million annually in 1984 and 1985) would 
have to be in the form of quick-disbursing assistance. The 
proposed U.S. Commodity Import Program of $15 million for FY 
1984 would supply approximately 12 percent of the average 
annual quick-disbursing assistance required during 1984-85 or 3 
percent of the $520 million of annual gross commitments 
required from donors. In addition, the $13 million 
Agricultural Development Loan (615-0230) and the $5 million of 
PL 480 Title I assistance raise u.S. program assistance in FY 
1984 to $33 million, and will supply 25 percent of required 
guick-disbursing assistance or 7 percent of the annual gross

°mmitments required from donors. 

Table 9 

Kenya: Balance of Payments 
Average Annual Gross External Financing Requirements, 

CY 1984 and 1985 
(Million U.S. Dollars) 

Gross Financing Requirements 910 
Less: Private Non-Guaranteed Loans 100 

Equals: Public and Publicly 
Guaranteed Loans and Grants 810 

Less: Commercial Loans 250 
Less: IMF Loans 100 

Equals: Gross Donor Financing required 460 
Of Which: Quick-Disbursing 130 

Other 330 

Source: Based on Statement on External Aid Requirements by 
World Bank Delegation, Paris, February 1, 1984. 

3. Structural Adjustment 

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

a. Fiscal Policy and Budget 

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

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



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

b. External Balance 

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

Government has continued to permit the full cost of 
imported energy (which is normally denominated in u.s. dollars 
in international markets) to be passed on directly to 
consumers. As a result, domestic consumption of petroleum 
products was only 1 percent higher in 1982 than in 1976 despite 
a 34 percent increase in GOP during the same period. 

Government has also improved administration of its 10 
percent export compensation scheme during the past year, 
although the proposal to pay an additional 15 percent 
compensation on new or incremental exports has to date proved 
administratively infeasible. Over the past year Kenya has made 
a series of tariff reforms and with technical assistance funded 
hy the ESF program is preparing legislation on anti-dumping 



procedures as a prerequisite to implementing a tariff-based 
import regime. Government has also begun to implement a new 
system of import licenses and schedules which gives preference 
to agricultural inputs, essential goods, spare parts, and 
imports needed to produce export goods. ESF-funded technical 
assistance is helping establish administrative procedures. An 
automatic mechanism to move more items to the "free" list as 
reserves increase has not yet been implemented, however, and 
the "free" list is still subject to scrutiny for "overstocking" 
and for goods competing with local production. Nonetheless, 
import licenses are in fact flowing more freely. 

The Government of Kenya has, in addition, made a major 
effort in the past year to settle the question of distribution 
of the assets of the former East African Community. As 
relations improve, Kenya expects to regain a portion of its 
markets in the former Community states, as well as to improve 
access to additional African markets to the west and south. 
Decisions regarding the level, timing, and costs of foreign 
borrowing are now being facilitated by improvements in the 
computerized Kenya External Debt Reporting System (KEDRES) 
which were in part financed through ESF technical assistance. 
The system i3 now being extended to cover grant as well as 
loan-financed development projects, and will provide valuable 
information for budgeting and donor coordination as well. 

c. Productive Employment 

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

Expanded employment in the modern sector continues to be 
promoted by a gradual reordering of relative factor prices. In 
order to promote employment, it has been Government policy to 
permit increases in modern sector wages at a rate that only 
partially reflects increases in consumer prices. As a result, 
real modern sector wages have decreased over the past decade. 
A particularly tight domestic wage policy has been followed 
recently, with no overall increase in wages in t~e eC0nomy in 
the past two years. 
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Although credit pOlicies have been tight, Government has 
attempted to allocate an increasing proportion of credit to 
productive purposes. Since 1981, nominal interest rates have 
been increased sharply, in part at IMF urging, while inflation 
has fallen. As a result there has been a significant 
improvement in the pattern of re<:11 int(;re:;t ratec. 1-1ost major 
deposit and lending rates were positive oy the end of CY 1983 
(see Table 10). 

In the industri2: sector, attempts to improve efficiency 
and competitiveness have been largely confined to reordering of 
the credit and trade regimes as discussed above. Procedures 
for approval of Government investment in commercial enterprises 
have been strengthened, however, and only 3 percent of 
Government's development expenditures during the 1984-1988 Plan 
are allocated to the manufacturing sector. With ESF-funded 
technical assistance, draft legislation has been prepared to 
establish a Monopolies and Pric85 Commission for the ultimate 
purpose of reducing anti-competitive practices and for ensuring 
reasonable prices for goods ~nd services whose production or 
distribution are not freely subject to competition in Kenya's 
limited market. 

In the agricultural sector, reforms to date have been 
inHufficient to prevent a continued fall in the agricultural 
terms of trade which r.eclin(~d by nearly one-quarter during 
1979-83. Nonetheless, Government has permitted increased 
prices for export crops on world markets to be passed on to 
farmers. Based on advice provided by Ministry of Agriculture 
planners, and the Technical Assistance Pool, Government has 
also raised internal producer prices for maize and wheat, the 
major food grains, to levels prevailing in world markets. 
Price increases have been more than offset by increases in the 
price of purchased inputs and consumer goods, however, evidence 
of the extent to which high costs and inefficiencies elsewhere 
in the economy act as an effective tax on the agricultural 
sector. In accordance with the conditions and covenants of the 
FY 1983 Grant t Government has now placed most agricultural 
inputs on the "free" list of scheduled imports, and continues 
to broaden the role of the private sector in the import and 
distribution of fertilizers. Reform of the marketing system 
for key agricultural outputs remains a major policy failure to 
date. Lack of payment, late payment, excessive deductions, and 
corruption continue: to characteriz£' the system of parastatal 
und cooperi..ltive marketing for neurly every major agricultural 
produc t in Kenya. '1'0 the ex ten t tha t such fea tures of the 
marketing system are not reflected in official price data, the 
agricultural terms of trade data cited above, although 



-25

discouraging enough, are an incomplete picture of the current 
state of the agricultural sector. Improvements in the grain 
marketing system, to which Government has committed itself, 
would be an important first step toward improving returns to 
employment in agriculture. Liberalization of the marketing 
process for grains by encouraging competition between the 
private and public sectors, by easing restrictions on maize 
transport, by increasing the use of licensed agents, by 
limiting price regulation, and by limiting the role of the 
National Cereals and Produce Board to maintenance of a security 
food reserve, are steps which have yet to be taken. Such steps 
are not only the key to the rural incentive structure, but to 
the successful utilization of agricultural research and to the 
expansion of private investment in input delivery, in 
processing, and in trade. Government action in this area will 
figure prominently in this year's policy conditionality. 
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Table 10 

Kenya: Trends in Selected	 Interest Rates, 1979-1983 

Consumer Real 
Nominal Price Interest 

Year Interest£/ Index !!/ Ra te ~I 
I 

Commercial Banks 1979 5.63	 12.3 -5.9 
1 Year Time Deposit ~/	 1980 5.63 12.8 -6.4 

1981 6.35 20.0 -11.4 
1982 12.25 17.4 -4.4 
1983 13.79 10.3 3.2 

Commercial Bank E/	 1979 5.00 12.3 -6.5 
Savings Deposit	 1980 5.00 12.8 -6.9 

1981 6.00 20.0 -11. 7 
1982 10.00 17.4 -6.3 
1983 12.50 10.3 2.0 

Commercial Bank	 1979 10.00E/ 12.3 -2.0 
Loans and Advances	 1980 10.00E/ 12.8 -2.5 

1981 11.00E/ 20.0 -7.5 
1982 14.00~/ 17.4 -2.9 
1983 16. 00~1.£/ 10.3 5.2 

Hire Purchase and	 1979 8.75 12.3 -3.2 
Merchant Bank Deposits~/	 1980 8.75 12.8 -3.6 

1981 11. 00 20.0 -7.5 
1982 14.50 17.4 -2.5 
1983 16.25 10.3 5.4 

Hire Purchase and 1979 12.00 12.3 -0.3 
Merchan t Bank rJoans~/ 1980 12.00 12.8 -0.7 

1981 14.00 20.0 .' '). 0 
1982 14.00 17.4 -2.9 
1983 16.00 10.3 5.2 

Notes: ~/Maximum, E/Minimum. 
£/Beginning of calendar year. 
!!/Percentage increase in Nairobi consumer price index, 

December over December, based on weighted average of High (77.8), 
Medium (18.9), and Low (3.3) income groups. 

~/Computed as 100((1+i))/(1+p)-1) where i is the nominal 
interest rate and p is the percentage change in the weighted average 
consumer price index for Nairobi. 

fiEnd of year rate = 15 percent. Finance companies permitted 
to lend at up to 20 percent. 

Source: Central Bank of Kenya: Economic and Financial Review, 
April-June, 1983. Central Bureau of Statistics: Monthly Statistical 
Bulletin, July - December, 1983. 
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III. Assesment of Donor Support for Structural Adjustment 

A. Introduction 

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

B. The IMF 

Throughout the difficulties of recent years, Kenya has received 
considerable advice and support from the International Monetary 
Fund. Kenya's attempts to deal with deteriorating internal and 
external situations were not initially successful. A one-year !~F 

stabilization program in 1979 and a two-year Stand-By arrangement in 
1980 were not completed. Some perf0~mance criteria were not met, 
nor were all of the contemplated SDR purchases carried out. A new 
IMF program approved in January 1982 was interrupted by failure to 
meet credit ceilings in June 1982 and by an abortive coup attempt in 
August of the same year. 

Kenya's failure to meet individual quarterly performance 
criteria has marred a general pattern of improved macroeconomic 
management during the past three years. Given such progress, the 
IMF has continued its close cooperation with Kenya. The Fund has 
supported Kenya's adjustment efforts in 1982 and 1983 in the form of 
two Stand-By arrangements. During this period, Kenya has made 
purchases from the Fund totaling SDR 219.8 million (c. $~35 

million), the most recent purchase taking place in November 1983. 
The amount of Fund support is sizeable in view of Kenya's present 
quota in the Fund of SDR 142.0 million (c. $152 million). The 
current Stand-By arrangement which totals SDR 152.8 million (c. $163 
million) includes two further purcha~~.~ to be made before September 
1984. Following the last purchase urder the CUlrent Stand-By, the 
Fund's holdings of Kenya shillings under tranche policies will 
amount to SDR 332.8 million or 234.4 percent of quota. 
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Under the current Stand-By arrangement, Kenya has successfully 
met its fiscal, monetary, and credit targets for March, June, 
September and December 1983. All targets for March 1984 have also 
been met although the March performance criterion for total domestic 
credit was revised upward to accommodate higher than expected demand 
for credit by the National Cereals and Produce Board. It now 
appears that June 1984 targets will also be met. The Government 
proposes to negotiate an Extended Fund Facility with the IMF under 
which public expenditure and foreign exchange policies will continue 
to be met. Kenyan repayments to the Fund during the period of the 
1984-1988 Development Plan are estimated at some $300 million. Most 
of this will fall due during the next three years, suggesting a 
likely request for an Extended Fund Facility at annual levels 
approaching Kenya's present qU0ta with the Fund. This reliance on 
and dialogue with the Fund should ensure that Government remains 
committed to the demand management policies needed for further 
progress on structural adjustment. 

C. The World Bank 

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

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



-29-


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

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

D. The U.S. Program 

In the several years the U.S. Mission has been supporting policy 
dialogue with program assistance and consultants, in coordination 
with the World Bank, IMF, and other donors, it has become apparent 
that Government implementation of policies, even of announced 
policies, is a lengthy, complicated and difficult process. The 
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U.S.-Kenyan dialogue continues to focus on implemencation issues of 
demand management and structural adjustment, and in e~fect serves as 
an implementation arm for selected Fund and Bank covenants as well. 

Under the technical assistance portion of the ESF Grant for FY 
1983, the USAID is financing dollar and shilling costs of consultant 
services to assist the Government in policy analysis and 
implementation. This grant assistance is designed to help the 
Government implement the steps agreed to in FY 1983 covenants and" 
more fully implement actions taken as conditions precedent to 
disbursement. 

The Mission believes u.s. technical assistance is being well 
received. The Government has had clear objectives and needs and has 
prepared the scopes of work for consultants, the consultants have 
had qualifications and experience known to Government, the quality 
of consultant productivity has been high and Government has 
provided counterparts and support for consultants activities. These 
conditions, as the Permanent Secretary for the Ministry of Finance 
and Planning has stressed, have increased the likelihood that 
consultants' analyses and recommendations are utilized. 

Implementation of structural adjustment measures will 
increasingly call for analysis, policy recommtndations, and 
technical assistance by key Kenyan institutions. The required 
analytical and technical skills are available from Kenyan as well as 
u.S. sources. Up to $1 million of program consultant grant funds 
may be utilized to obtain relevant services from Kenyan sources in 
furtherance of structural adjustment goals, including implementation 
of covenants of the Program Grant Agreement, and for CIP monitoring. 

The u.s. Mission recognizes that its dialogue with the Kenya 
Government on policy issues is not one based solely or even mainly 
on "leverage" or one that allows the U.s. to force the pace or 
direction of Government policy pronouncements or implementation. 
However, the supportive u.s. relationship enables the Government to 
analyze options more fully and to implement some policies more 
rapidly than it would otherwise. Many procedural steps have been 
taken under the FY 1983 Grant, signed less than a year ago, but a 
lengthier time frame is required to judge the effects of decisions 
made, or implemented, to restructure aspects of the economy. 

1.	 Progress Made on the FY 1983 ESF Structural Adjustment Program 
Grant 

The FY 1983 Program Grant Agreement contained seven conditions 
precedent and eight covenants. USAID's review of progress achieved 
under these conditions and covenants as defined in the context of 
the priorities set in the FY 1986-1990 CDSS, sets the stage for 
covenants and conditions contained in this ESF Amendment: The 
following are keyed to the FY 1983 conditions. The covenants are 
also identified. 
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(1) Export promotion has been encouraged by two significant and 
several minor devaluations during 1982-1984 and by some 
simplification of export procedures. An export incentive scheme 
provides a 10% bonus on selected export products. Promotional 
programs, including an additional 15% bonus, have been proposed or 
studied, but no new ones have been implemented. 

Despite 1984 being the Government's "Year of Exports", and the 
significant but short-lived tea boom in early 1984, there is little 
sign as yet that traditional exports have picked up following the 
world economic recovery, or that new markets and products are being 
developed. 

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

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

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

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

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

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

(6) Public investment planning and establishment of 
priorities. Assistance from the World Bank was required before 
Kenya could fulfill its commitment under Structural Adjustment Loan 
II to complete a forward public investment ?lan. The Development 
Plan 1983/84-1988/89 does not reflect curtailment or .deletion of 
projects for which commitments have already been made, nor does it 
clearly delineate the criteria used to select new investment 
projects proposed for the Plan period. The Government has 
established and announced to the donors, however, the criteria for 
funding projects in annual budgets: that a project must be included 
in the Plan and Forward Budget, that it must yield economic and 
social benefit, that it must be adequately funded, with sufficient 
foreign exchange to cover all imports needed, and that funds for 
recurrent and local costs must be available. Following completion 
of a donor project compendium by the UNDP and AID, the Government is 
beginning to strengthen its capacity to analyze these data in 
conjunction with data on domestic and foreign debt and the forward 
budget planning process. In accordance with the third covenant, the 
Government is now giving high priority to strengthening its budget 
process. Government is also developing special mechanisms, 
according to the first covenant, to manage externally financed 
programs. 

(7) Food security policy. Following completion of internal and 
external food policy studies, the Government is taking steps to 
strengthen emergency food reserves, and, with great reluctance and 
misgivings, to reduce its role in grain marketing and in food 
imports. Because of the current drought threat, food security is 
being addressed in a crisis atmosphere without adequate attention 
being given to strengthening information and response mechanisms. 
Food marketing controls are seen as a public responsibility ensuring 
urban price stability, preventing exploitation by private interests, 
and hindering unofficial exports. Steps to eliminate present 
controls on prices, assemblage and shipment are not readily adopted 
by Government, even though the development penalty of rural growth 
foregone may be high. USAID and other donors continue to believe 
that significant decontrol is a precondition to increasing rural 
incomes, investment and growth. 
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The establishment of a Monopolies and Prices Commission is the 
fifth covenant of the FY 1983 agreement. The Government has 
prepared a draft law to ensure orderly marketing practices, to 
secure fair prices for consumers, and possibly to help Government 
determine which basic commodity prices to decontrol. Price 
decontrol, should it take place, has obvious positive implications 
for private investment and the ability of the Government to 
undertake parastatal divestiture. 

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

In summary, the Kenya Government is beginning to lay the 
organizational and analytical groundwork needed in several 
ministries to improve Government efficiency and to undertake 
structural adjustment. 

2. Supporting Technical Assistance in FY 1983 

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

USAID has committed approximately one-half of the two million 
dollars in the ten-month period since the signing of the grant 
agreement, and plans to commit the remaining portion before the end 
of 1984. 

The FY 1983 agreement covered five kinds of technical assistance 
support. 

(a) Technical Assistance Pool. 

In May ·1984 USAID will commit $900,000 in support of the 
Technical Assistance Pool in the Ministry of Agriculture and 
Livestock Development. This long-standing source of advisory 
support has not been successful as yet in institutionalizing a 
policy planning capacity in the Ministry. However, consultants find 
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that their advice is accepted on specific policy issues such as food 
pricing and grain reserve levels and in areas of budgetary and 
organizational reform. Under a revised plan for further support in 
FY 1985, USAID will support progress towards institutionalization of 
a policy-planning capacity. 

(b) The Ministry of Finance and Planning has yet to request 
assistance for improved analysis, bUdgeting, and administration of 
donor and Government financed projects. Nonetheless, short term 
consultancies have been provided to improve implementation of a 
computerized reporting system for domestic and foreign debt (and 
such assistance is continuing). The AID/UNDP project compendium of 
donor assistance has been well received by the Ministry of Finance 
and Planning and should serve as the basis for increased 
rationalization of the donor coordination process. USAID 
anticipates that the Directors of External Affairs and of Budget in 
the Ministry of Finance and Planning will request a range of 
assistance to help Government strengthen its budgetary procedures. 
This strengthened capacity is needed to assess Government, 
~3rastatal and donor investments; and to underpin coordination of 
donor aid. 

(c) Studies. 

In order to facilitate policy implementation, the Government has 
called on consultants to help define and draft policy options in 
several areas. These include preparatory work for parastatal body 
divestiture, drafting of the terms ot reference for legislation f0r 
a Monopolies and Prices Commission, improvements in import 
administration, and use of micro-computers in various parts of 
Government. In late 1983 the Central Bank requested two consultants 
to improve Central Bank management, improve inspection and 
management of commerci.al banks and establish a saver deposit 
protection scheme. The primary goal of these consultancies is to 
increase domestic resource mobilization by improving the efficiency 
and soundness of financial markets. Although it is unrealistic to 
expect the studies component of U.S. program assistance to lead 
directly to policy impact as early as 1984, the use of grant money 
for studies is contributing to the formulation, direction and 
possibly to the rate of policy implementation by the Government. 

(d) A Government request for U.S. micro-computers was 
temporarily stalled in late 1983 by policy deliberations on the use 
in Kenya of sophisticated technology which is sometimes thought to 
have negative implications for employment. Nonetheless, by mid-1984 
USAID had received a Government proposal for microcomputers to 
enable further work in donor coordination, bUdgeting, import 
administration, and Central Bank operations ann management. 
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USAID has observed that a precondition to public sector 
decontrol, deregulation, and restructuring is often a greater degree 
of Government understanding and sense of control. Although 
increased confidence may not always lead to deregulation, there is 
no doubt that USAID consultants are playing a useful role. It is 
also apparent that micro-computers are a low-cost, easily utilized 
technology that are giving Government analysts and budgeters an 
informational, analytical and manageLial capacity they have not had. 

(e) Evaluation 

The original schedule for an evaluution in January 1984 was 
unrealistically optimistic in its expectation that there would be 
concrete actions to examine. An outside team will conduct an 
evaluation in January 1985. 

3. Counterpart Shilling Utilization in FY 1983 

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

Shillings were utilized to fund developmental activities 
mutually agreed upon by AID and the Government in the areas of rural 
development and agricultural production, rural private enterprise, 
and family planning in the Fiscal Year 1982/83 budget. Shillings 
were programmed for agreed upon uses by an exchange of letters 
between the Ministry of Finance and USAID dated August 1 and August 
3, 1983, respectively. The Ministry of Finance letter itemizes the 
shillings released to six ministries for twenty-one project 
activities. 

The counterpart funds represented 35% of the shilling bUdgets 
for these development programs. without this allocation, the 
programs would have been under-financed and seriously impaired. As 
stated in the following section, the Mission proposes similar uses 
for FY 1984 generations, but with the addition of activities in the 
private sector. 
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IV. FY 1984 ESF Structural Adjustment Program Grant Amendment 

A. The FY 1984 Program 

Following the FY 1984 Amendment adding $21 million to the 
FY 1983 Structural Adjustment Program Grant, the total Economic 
Support Fund prcgram will be $51 million. A $15 million 
Commodity Import Program (CIP) will follow the FY 1983 cash 
grant of $28 million, and the technical assistance component 
will be increased by $6 million. The proposed technical 
assistance program is described in Section V; the CIP, in 
Section VI. 

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

The conditions precedent to disbursement and the covenants 
of this Amendment reflect assessment of structural adjustment 
requirements and support similar conditions expected to be 
under negotiation between Government and the IMF and the World 
Bank. A number of conditions and covenants will also be 
required to expedite implementation of the CIP. 

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

USAID support for structural adjustment is complicated by a 
basic dilemma: short-term program assistance in response to the 
Government's bUdget and balance of payments needs is a 
prerequisite to longer term structural change; yet the 
provision of such short-term assistance in the absence of 
significant policy or institutional reforms may help undermine 
prospects for the desired structural adjustment. Each program 
grant must therefore be based on a careful weighing of actual 
and projected progress towards structural adjustment. 
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while recognIzIng significant Govern~ent progress on 
macromanagement, it is USAID's view that overall Government 
progress on structural adjustment has been less than expected. 
The lack of progress reflects political difficulties, the 
complexity of relevant economic issues, the unrealistically 
short amount of time allowed for policy implementation, and 
what appears to be a lack of consensus within the Kenyan 
Government needed to support the structural adjustment that 
must be the key to development in a country for which 
population will double in less than twenty years. 

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

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

B. Conditions Precedent to Disbursement 

Prior to the first disbursement for commodities under the 
grant, or to the issuance by AID of documentation pursuant to 
wich such disbursement may be made, the Government of Kenya 
shall submit to AID, in form and substance satisfactory to AID, 
except as the parties may otherwise agree in writing, 
confirmation of the Government of Kenyan's acceptance of the 
following conditions, together with a plan for their 
implementation. 
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Agriculture 

(1.) Evidence that a report will be submitted to AID by 
February 1, 1985, specifying that the problem of timely cash 
payments by parastatal and cooperative bodies to producers for 
the principal food crops is resolved. 

(2. ) 
Evidence that the Government of Kenya shall increase controlled 
procurement prices for grain in accordance with its current 
policy for analyzing increases. (Such price review shall 
include elements such as the cost of inputs, inflation, import 
parity and an enhanced incentive margin for producers). 

(3. ) 
Evidence that when there has been a return to normality 
following the current drought, the Government of Kenya will 
announce and publish a decision that private cooperatives and 
buyers, not owned or controlled by Government, may purchase at 
least one million bags of maize from producers. 

Family Planning 

(4.) Evidence that the Government of Kenya shall waive all 
import duties and eliminate taxes on commodities used for 
family planning services. A public announcement to this effect 
will be made by the end of October, 1984 in the Official 
Gazette. 

Trade 

(5.) Evidence that by the end of June, 1985, all items on 
schedule IA will be placed on automatic licensing, i.e. once a 
IA application has been verified for correctness by the import 
and export department of the Ministry of Commerce and Industry, 
the application will be sent directly to the Central Bank for 
automatic licensing subject to the global quota f~r this 
schedule not having been exhausted. 

(6.) Evidence that a schedule for the implemen ation of 
the system for annual allocation for imports listed on Schedule 
IB will be established by the end of June, 1985. 

{7.) Evidence the Government of Kenya will implement the 
"Green channel" documentation procedure for exporters by which 
exporters can obtain complete documentation for export 
approvals and that the Government will announce this action by 
the end of June, 1985, including advice to exporters on where 
to submit applications for export approvals. 
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The Shilling Counterpart Program 

(8.) Evidence that the Government of Kenya has opened a 
special account into which shilling generations as agreed will 
be deposited, and that all disbursements from the special 
account will be made subject to AID approval. 

(9.) Evidence that the Government of Kenya will deposit 
the shillings into the special account no later than 90 days 
(or such other period as USAID may subsequently agree to in 
writing) after the u.S. dollar payment is made by the u.S. 
Government to the bank holding the Letter of Commitment for 
goods financed under this program, and that a monthly statement 
showing all deposits into and withdrawn from this account shall 
be supplied to USAID no later than 30 days after each monthly 
period ends. 

(10.) Evidence that the Government of Kenya will utilize 
$5,000,000 (Five million u.S. dollars) of the counterpart 
shillings for mutually agreed upon Kenyan private sector 
activities, such as Agricultural Credit, Housing etc; that 
these funds shall be channelled through mutually agreed 
intermediaries to projects and on terms to be agreed between 
the Treasury and the intermediaries; and that funds shall be 
disbursed in a direct and expeditious manner. 
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C. Covenants 

The Grant of Kenya Covenants that it will: 

(1) Use of Local Currency. Grantee will establish a 
Special Account in the Kenya Central Bank and deposit therein 
currency of the Government of Kenya in amounts equal to 
proceeds accruing to the Grantee or any authorized agency 
thereof as a result of the sale or importation of the Eligible 
Items. Funds in the Special Account may be used for such 
purposes as are mutually agreed upon by A.I.D. and the 
Grantee. The Grantee agrees that the equj.valent of $5 million 
of the counterpart shillings shall be utilized for mutually 
agreed upon non-governmental organizations and activities, and 
further agrees that a direct and expeditious manner for the 
release of the funds for such uses shall be agreed upon prior 
to disbursement. All disbursements from the special account 
will be made subject to A.I.D. approval. The Grantee agrees 
that the shilling deposits shall be placed into the special 
account no later than 90 days (or such other period as A.I.D. 
may otherwise agree in writing) after the U.S. dollar payment 
is made by the U.S. Government to the bank holding the Letter 
of Commitment for goods financed under this program. A monthly 
statement showing all deposits into and withdrawn from this 
account shall be supplied to USAID no later than 30 days after 
each monthly period ends. 

(2) Taxation. This Agreement and the Grant will be free 
from any taxation of fees imposed under the laws in effect in 
Kenya. 

(3) Reports and Records. In addition to the requirements 
in A.I.D. Regulation 1, the Grantee will: 

(a) furnish A.I.D. such reports and information relating 
to the goods and services financed by this Grant and the 
performance of Grantee's obligations under this Agreement as 
A.I.D. may reasonably request. These reports and information 
shall include, but not be limited to~ (i) a list of all 
importers registered with the Grantee's government, (ii) a copy 
of each approval Import License Application for goods financed 
under this grant, (iii) a copy of the "Import Entry" form for 
each consignment of goods financed under this Grant, and (iv) a 
copy of the "Out-Turn" report for each ocean vessel carrying 
goods financed under this Grant~ 
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(b) maintain or cause to be maintained, in accordance with 
generally accepted accounting principles and practices 
consistently applied, such books and records relating to this 
Grant as may be prescribed in Implementation Letters. Such 
books and records may be inspected by A.I.D. or any of its 
authorized representatives at all times as A.I.D. may 
reasonably require, and shall be maintained for three years 
after the date of last disbursement by A.I.D. under this Grant; 

(c) permit A.I.D. or any of its authorized representatives 
at all reasonable times during the three-year period to inspect 
the commodities financed under this Grant at any point, 
including the point of use. 

(d) solicit all commercial Kenya banks to participate in 
this program by sending them each a letter of invitation (with 
a copy to A.I.D.) fairly evaluating, in cooperation with 
A.I.D., all offers received, and send a letter of notification 
(with a copy to A.I.D.) of selection or non-selection to all 
banks from which offers were received. 

(4) Completeness of Information. The Grantee confirms: 

(a) that the facts and circumstances of which it has 
informed A.I.D., or caused A.I.D. to be informed, in the course 
of reaching agreement with A.I.D. on the Grant, are accurate 
and complete, and include all facts and circumstances that 
might materially affect the Grant and the discharge of 
responsibilities under this Agreement; and 

(b) that it will inform A.I.D. in timely fashion of any 
subsequent facts and circumstances that might materially 
affect, or that it is reasonable to believe might so affect, 
the Grant or the discharge of responsibilities under this 
Agreement. 

(5) Other Payments. Grantee affirms tha no payments have 
been or will be received by any official of the Grantee in 
connection with the procurement of goods or services financed 
under the Grant, except fees, taxes, or similar payments 
legally established in the country of the Grantee. 

(6) Minimum Size of Transactions. No foreign exchange 
allocation or letter of credit issued pursuant to this 
Agreement shall be in an amount less than Ten Thousand Dollars 
($10,000), except as A.I.D. may otherwise agree in writing. 
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(7) Inspection by SGS. The Grantee will inform importers 
that, since no Societe General Surveillance inspection will be 
required for CIP commodities, the usual one' percp.nt import 
license fee paid to the Central Bank will be reduced to one 
half of one percent for CIP commity import license applications. 

(8) Kenya Exchange Control Notice No. 19. The Grantee 
agrees that with respect to Exchange Control Notice No. 19, 
guarantees issued to Kenya-Registered companies, regardless of 
owner nationality, will not be considered as local borrowing 
under this Grant, and further agrees to so notIfy importers. 

(9) Insurance. The Grantee agrees that it will inform 
Kenyan importers that funds from this Grant are available to 
cover marine insurance ~osts as stated in Section 3.9 of this 
Agreement. 

(10) Import Manaqement Committee Review. The Grantee 
agrees that the Import Management Committee will not review any 
Import License application for goods financed under this 
program, except those goods included on its Schedule lIB. 

(11) Timeliness of Approvals. The Grantee agrees: 

(a) that t~e Ministry of Commerce and Industry will review 
and process all Import License applications under this Grant 
within a maximum of ten working days after receipt from 
importers, and 

(b) that the Central Bank of Kenya will process all 
applications for Foreign Exchange Allocation Licenses under 
this Grant within a maximum of five working days after receipt 
from the Ministry of Commerce and Industry. 

(12) Budget Process. The Grantee agrees that it will 
continue with refinement of its budgetting process, both annual 
and forward budgetting. 

(13) Public Deficit. The Grantee agrees that it will 
restrict the level of the public deficit during its FY 1984/85 
to not more than five percent (5%) of GOP, in order to foster 
an expansion of private sector credit. 

(14) Budgetting of Parastatal Bodies. The Grantee 
agrees that it shall include the development budgets of all 25 
major parastatal bodies parallel with the Budget Estimates for 
1985/86. 

(15) Foreign Trade. The Grantee covenants that it will 
maintain an active exchange rate which will enable exporters to 
compete effectively and profitably. 

(16) The Government of Kenya covenants that, except as 
the parties may otherwise agree in writing, it will adhere to 
conditions precedent contained in this agreement and will 
implement them as set forth in the approved implementation plan. 
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v. Technlcal Assistance in Support of Structural Adjustment 

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

Under the FY 1984 Amendment, USAID plans to maintain 
support for implementation of Government's macromanagement, 
sectoral and structural adjustment priorities. USAID plans to 
utilize the technical assistance provided under this Amendment 
to promote the broad objectives of this Structural Adjustment 
Program Grant, that is, by making government more efficient, by 
reducing its role in certain areas of economic activity, and by 
expanding opportunities for the private sector. By focusing on 
macromanagement and on sectoral and structural reform, USAID 
plans to help Government form policies and help implement 
policies taken to encourage efficiency in government and speed 
the growth of production, income and employment in the private 
sector. 

USAID will fund procedures needed to strengthen Government 
insofar as such consultancies can be justified as ultimately 
contributing to structural reform. USAID does not plan to 
close the door to any public or private sector or process that 
shows promise of contributing to the broad restructuring 
objective. Areas under study may include tourism, the 
strengthening of financial markets, and investment promotion. 
In addition to consultancies, USAID will fund training, study 
tours, and computers and associated support services and 
training provided these contribute directly to the broad 
structural adjustment objective. 

Further justification and linkage to the Amendment's broad 
objective is provided for each major proposal, along with a 
tentative budget, in the following section. 
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The technical assistance program and its implementation 
procedures are described in Annex E of the FY 1983 Agreement. 
As in FY 1983, AID Regulation 1 will not be applicable to these 
consultancies. Instead contract procedures will continue to be 
governed by Handbook II, Chapter 1 on host country contracting, 
and on direct contracting procedures including PASAs. No 
specific waivers can be identified at this time. AID 
anticipates that most contracts under FY 1984 funding will be 
competitively bid. Cost estimates contained in the following 
pages are based upon Government proposals received to date and 
on upon person month and person year u.s. consultant costs. 

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

A. Sectoral Policy and Planning $3,000,000 

(l) Consultant assistance for agricultural policy 
formation and planning, rural resource mobilization, and 
drought management. 

(i) Technical Assistance Pool II $800,000 

AID proposes to contribute to the pool of donor finance for 
the last year of the present Havard Institute for International 
Development agreement. (Full details of this agreement and its 
scope are contained in the FY 1983 ESF agreement, Annex E, with 
its Attachment 1.) 

With a strengthened budgetary and analytical capacity now 
in place, AID expects that the Ministry of Agriculture and 
Livestock Development will have the capacity to capture a 
larger policy role with regard to the many 
agriculturally-related institutions outside its direct 
control. By this strengthening, USAID expects that the 
Government's efficiency in the administration of agricultural 
programs will improve, that controls on agricultural supplies 
and marketing will be gradually reduced, and that the private 
sector will be responsive to such actions by expanding 
investment in rural Kenya. 
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The proposed budget for this $800,000 is as follows: 

resident advisers $300,000
 
short term consultants $180,000
 
training $70,000
 
other direct costs $50,000
 
overhead $200,000
 

$800,000
 

(ii) Resources Management for Rural Development $2,100,000 

This new Ministry of Finance and Planning activity signals 
USAID's and Government's concern that District Focus be 
utilized as one vehicle for promoting private sector growth. 
In addition to continued assistance to strengthen budgeting anc 
planning, the Resources Management Project will support 
advisers on rural resources utilization and on the environment 
for private sector growth in rural areas. USAID expects to 
support District Focus primarily in ways that promote private 
investment. This activity, via District FOcus, is an important 
avenue for identifying policy, procedural and regulatory 
hinderances to private investment, and reducing them, and for 
identifying physical infrastructure needed to promote private 
investment. 

The proposed budget for this $2,100,000 is as follows: 

resident advisers $900,000
 
short term consultants $360,000
 
training $125,000
 
micro computers $90,000
 
other direct costs $100,000
 
overhead $525,000
 

$2,100,000
 

(iii) Drought Management $100,000 

USAID has offered to assist in drought management to help 
Government alleviate the present crisis and for the longer 
term, to help establish Government procedures for better 
drought information, analysis and response capability. As the 
present drought makes clear, such crises severaly curtail 
progress towards structural adjustment and resource levels for 
development. The estimated budget would cover consultant and 
possibly microcomputer costs. 
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B.	 Strengthening Policy Capacity of Central $1,500,000
 
Ministries
 

(1) Strengthening of a unified bUdgeting system in the 
Ministry of Finance and Planning. 

(i)	 Consultants (and microcomputers) $450,000 

Donor cordination is being given increased 'emphasis by 
Government as it strengthen its own internal financial management. 
Consultant services would be utilized to help the Ministry of 
Finance and Planning computerize the accounting of domestic and 
foreign debt, and of donor loans and grants, and would be 
operationally coordinated with sectoral ministries throughout the 
budget cycle. The estimated budget comprises: 

Consultants	 $300,000 
Microcomputers	 $150,000 

$450,000 

(ii) Study of Kenya Farmers Association (KFA) $50,000 

As part of the steps needed to strengthen central ministries, 
the Ministry of Finance and Planning has requested AID assistance in 
assessing KFA financial procedures, one of the Government's largest 
debtors, and a key institution responsible for the supply of 
agricultural inputs. 

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

(i)	 Central Bank (short and long term 
consultants) $500,000 

(3) Continued assistance is proposed to improve and liberalize 
import administration. 

(i)	 U.S. Bureau of the Census $100,000 

Government's efforts to implement its new import procedures have 
depended upon U.S. Bureau of Ctnsus advisers provided with FY 1983 
funding. The work of the Bureau will continue to develop procedures 
to speed and simplify approvals of import licenses and train staff. 
Under the conditions of this Amendment we e~pect Government to 
streamline import procedures further by reducing the number of 
license reviews. 

The estimated bUdget covers Bureau of Census consultant costs, 
some training and possibly some microcomputers. 
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(4) Investment promotion and policy change 

(i) Investment Promotion and Advisory Center $300,000 

Assistance is proposed to support investment promotion and policy 
reform activities of Kenya's Investment Advisory and Promotion 
Center. The estimated budget includes consultant costs, costs of 
studies, training and supplies and equipment. 

(5) Assistance shall continue, where requested, for parastatal 
body divestiture, and to further liberalize reliance on controlled 
prices. 

$100,000 

Of all the consultant proposals discussed under the FY 1983 
Agreement, parastatal body divestiture and further liberalization of 
controlled prices have shown the least progress. Yet because the 
speedy implementation of these policies taken are fundamental to 
private investment opportunities in Kenya, in USAID's judgement, we 
are reserving this level as a minimum. Should there be significant 
improvement on either policy front, the consultant costs could grow 
rapidly. 

C. Studies $700,000 

(1) Export promotion including tourism 

(i) Touri~m $300,000 

AID recently rejected a proposal for a broad public sector 
approach to tourist promotion but left the door open to the use of 
consultants for private sector aspects of this industry. USAID 
supports tourism in concept because of its major employment 
potential. 

(2) Industrial sector and trade studies, analysis of effective 
rates of protection, and industry-specific feasihility 
studies. $400,000 

(i) Effective Rates of Protection Study $400,000 

AID has received a proposal from Government to undertake a study 
of the effective rates of protection among Kenyan industries. Such a 
study is important for structural reform because it will help point to 
areas of national productivity that will warrant expanded investments. 

The estimates budget is: 

Consultants $250,000 
Short term analysts $150,000 

$400,000 
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D. Microcomputers $400,000 

AID has received a request for microcomputers as part of a 
package of budget reforms. This new technology is now being 
accepted by Government as a fundamental tool for resource 
efficiency and better management. We therefore have provided this 
line item to complement structural adjustment proposals. 

E. Evaluation $100,000 

Evaluation plans are described on pages 35 and 57 

Total $5.7 million 

Note: The proposed budget for Commodity Import Proyram monitoring 
is contained in Annex E~ the total consultancy budget is contained 
in Annex B. 
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VI. The Commodity Import Program 

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

The Principal salient facts to emerge from this study were 
tha t: 

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

- Eliminating the high and low years for each product 
category, approximately $46 million of this amount would 
normally be eligible for AID CIP funding (excluding PL 480, 
ineligible commodities, and categories for which there were 
less than $100,000); and 

- The sectoral distribution of eligible commodities is 
Industry and Business (31%); Construction and Infrastructure 
(18%); Agriculture and Agricultural Industry (14%); and Health 
and Education (57%). 

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

Given these factors, in part, AID settled on a CIP of $15 
million for FY 1984. 

The AID-Tied AID Credit Program feature of AID's CIP 
program regulations is described in the Program Agreement. 

A. General Responsibilities 

Overall responsibility for carrying out the Kenyan side of 
the Agreement rests with the Ministry of Finance and Planning. 
However, the success of this program depends greatly on the 
involvement of the several Kenyan commercial banks through 
which the CIP funds will be channelled. The Kenya commercial 
cooperating banks will be provided with an incentive to make 
quick use of these funds. The Central Bank's role is one that 
differs little from its role in ordinary foreign exchange 
operations. 
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AID/Kenya's role will generally be one of day to day 
program monitoring. A USDH Project Officer will be assigned 
responsibility for the Commodity Import Program to assure 
attainment of the program's objectives and to safeguard AID's 
interest and investment. A contract firm will assist in the 
area of arrival accounting, and performing semi-annual audits 
of deposits into and withdrawals from the special account. The 
Mission will also advertise the CIP through AID/W's Office of 
Business Relations. Further, the Mission will review each 
import license application for commodity eligibility and 
evidence of competition, or evidence of a special supplier 
relationship. To perform this review, the Mission will 
establish a small office easily accessable to the importing 
public. This office, which will be under the direct 
supervision of an AID direct hire foreign service officer with 
extensive supply management and ClP experience, w~ll explain 
ClP procedures to importers and assist in locatin~ ~ 3. 
suppliers when possible. The officer will be assisted by a 
Kenyan personal services contract secretary and a senior Kenyan 
program procurement personal services contractor. If the 
workload warrants it, another personal services contractor, 
either u.s. or Kenyan, will be engaged. The Mission will 
carefully review and take appropriate action on all reports 
submitted by the contract firm, i.e., reports on ClP financed 
goods which have remained in the port for more than 60 and 90 
days, reports on end-use accounting visits, and semi-annual 
reports on deposIts into and withdrawals from the special 
account. 

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

AID'S standard financing and procurement procedures (AID 
Regulation One in its entirety), will be applicable to all 
foreign exchange transactions under the grant. 

1. Private Sector Procurement: 

The Kenya CIP program will be run through the private 
sector. Government bodies and their instrumentalities 
(parastatals) will be required to follow formal competitive bid 
procedures as described in AID regulation, Article 201.22, 
unless specifically waived. 

a) Negotiated procurement: 

All procurement undertaken by the private sector can be 
carried out using the negotiated procurement procedures 
described in AID Reg One, section 201.23. If a given importer, 
or group of importers, wish to use formal competitive bid 
procedures, USAID will assist. 

b) Publicity requirements: 

In order to proce~d with negotiated procurement as 
described in AID Regulation One, USAID will first publicize the 
CIP in the United States in the manner sometimes referred to as 
the "Colombia Plan." The work already done by Know-How 
International in identifying Kenyan importers will be of 
significant help in carrying out this requirement. 

All importers are registered with Customs. Each importer 
includes his registration number on any import license 
application. A local private firm has been hired to prepare a 
list of all registered impor.ters with additional details 
including: name of firm, name of proprieter, address (postal 
and actual), phone number, telex number, type of usual import, 
sper.ial relationships with u.s. firms, and where possible, size 
of imports or other appropriate size determinants. This list, 
when publicized and distributed in the U.S., will fulfill AID's 
Section 20l.23(b) requirements. 



-52

2. Public Sector Procurement 

At the present time, use by the public sector of CIP 
financing is not forseen. Nevertheless, in rare instances a 
Government of Kenya request for procurement of a CIP - eligible 
commodity may be considered favourably if it will have an 
exceptional development impact. If such an impact can be 
demonstrated, USAIn/Kenya would consider a request for a 
diversion of some CIP funds for this purpose. In this case, 
the relevant Government entity must deposit into the USAID 
special account the local currency equivalent of the amount to 
be financed when the Finance Request is issued by the Ministry 
of Finance or its designee. All procurement will be conducted 
according to the formal competitive bid procedure described in 
section 201.22 of Aid Regulation One. 

3. Eligible Source-Commodities and Freight 

Inasmuch as this is a grant, the only source eligible for 
financing is USAID Geographic Code 000, the United States. 
Eligible shipping therefore is restricted to U.S. flag 
vessels. Most imports under this program will be shipped on 
liner vessels. Lykes Lines provides regularly scheduled liner 
service from Gulf ports to Mombasa. U.S. Lines, through their 
department which was formerly Moore-McCormack Lines, provides 
regularly scheduled liner service from East Coast ports to 
Mombasa. SER/COM/TS may find individual shipments eligible 
for shipment on non-U.S. flag vessels and will issue 
transportation surface waivers on an ad-hoc basis. Air freight 
will, however, also be eligible for AID financing, when such 
air freight is performed in accordance with section 
201.l3(b) (2) of AID Regulation One. The decision whether to 
use air transportation will be made by the importer, in 
accordance with the usual commercial practice for the type of 
commodity and depending upon the urgency with which it is 
required. 

Kenyan importers may finance transportation themselves on 
Code 935 carriers rather than use CIP financing, provided that 
less than 50% of the total CIP cargo financed under this 
agreement is shipped on non-U.S. flag vessels. SER/COM/TS will 
monitor this requirement. Under no circumstances, however, 
will AID finance commodities shipped on a vessel of other than 
code Y35 flag. 
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4. Size of Transactions 

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

5. Eligible Commodities 

All i terns in the "AID Commodi ty Eligibili ty Lis ting - 1984 
Edition" will be eligible for financing under the grant, 
subject to the special provisions appended to that listing. 
This listing excludes from financing luxury goods, explosives, 
items for police or military use, etc. This wide range of 
eligible commodities will facilitate fast disbursement. 

6. Eligible Commodity-Related Services 

(a) Insurance: 

The current Kenya practice requires importers to purchase 
insurance only locally and in Kenya Shillings. USAID will 
require that importers be informed that CIP funds may be used 
to finance marine insurance for CIP-financed goods and that 
such insurance must be placed in the U.S. 

(b) Ocean and air freight: 

A.I.D. will finance 100% of the ocean freight or air 
freight of eligible commodities if importers so desire, subject 
to the source conditions contained in section 3 above. 

(c) Commissions: 

A.I.D. will finance, 1n dollars, eligible commissions of 
sales and service agents including Kenya and third country 
agents. Commissions to importers' purchasing agents in 
connection with a sale by a supplier to his dealer, distributor 
or established agent are not, however, eligible for financing. 
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(d) Inspection: 

The current Kenyan practice is that all imports are checked 
for price reasonableness and inspected on a sample basis by 
Societe General Surveilliance SA (SGS), a Swiss registered 
international inspection firm. This requirement will not be 
applicable to CIP goods because the price check function 
performed by SGS will be performed by AID/W in its Form 11 and 
Form 282 reviews. If an importer desires to have CII ~oods 

physically inspected then CIP funds will be available for the 
importer to hire a u.S. inspection firm. 

(e) Banking charges: 

A.I.D. will finance the banking charges of the banks to 
which Letters of Commitment pertaining to this grant are 
addressed. No counterpart shillings will accrue from these 
charges. 

C. Implementation 

1. Method of Financing 

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

2. Incentives 

Many of the peculiar features of AID program commodity 
import assistance (AID marking requirements, requirement for 
proof of competition or special importer/supplier relationship, 
cargo preference rules, AID's right to audit or inspect 
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commodities for end-use, AID's ability to only finance shipment 
on Code 000 flag vessels, longer delivery time from the U.S. 
than from many traditional markets, etc.) serve as 
disincentives for importers and commercial banks to take 
advantage of this type of assistance. These disincentives 
would not be as serious if the Kenya economy were in a far 
worse condition than it is and the shilling was substantially 
over valued. Presently, most importers can get import licenses 
approved and foreign exchange allocation from Government 
reserves, or from other donor aid. The importers and banks 
agree that the main impediments to using the present system 
with Government-supplied foreign exchange is that it takes too 
long for import license and foreign exchange approval, and 
sometimes the approval is not forthcoming at all, especially 
for other than category lA goods. 

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

3. Disbursement Period 

Ninety-five per cent of the proceeds of the grant are 
expected to be disbursed within a 24 month period after the 
grant is signed. However, long delivery time for some capital 
goods and some spare parts preclude full disbursement within 24 
months. The terminal disbursement date will therefore be set 
36 months from the grant agreement date and the terminal date 
for requesting disbursement authorizations will be set at 24 
months from the grant agreement date. 
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4. Commodity Arrival and Utilization 

The Government's responsibilities with regard to clearing 
and accounting for CIP-financed commodities will be spelled out 
in the Agreement. In brief, these requirements include Kenya's 
responsibility to maintain, for at least three years, a system 
of records documenting the arrival and disposition of 
commodities financed by AID, ensuring clearance by customs 
within 90 days, ensuring effective utilization within one and a 
half years from arrival in Kenya, and ensuring that the goods 
are not exported from Kenya in the same form in which they were 
imported. 

The Ministry of Commerce keeps records for import licenses 
they approve. The records are kept in file folders, one folder 
for each importer, filed alphabetically by importer's name. 
Statistics are compiled by SITC code and by preference category 
for applications approved monthly and yearly. 

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

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

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

Under the existing system of Government record keeping, 
there is no automatic way of determining which import licenses 
or letters of credit (L/C) have actually resulted in imports 
into Kenya. This is due primarily to the fact that the 
Ministry of Commerce keeps track of imports by import license 
application approval numbers, and it does not know if these 
approved applications result in L/Cs. The Central Bank uses 
Foreign Exchange Allocation License numbers for their records. 
The commercial banks use their own letter of credit (L/C) 
number, although on the Lie is noted the import license 
application approval number. The Customs and Excise Department 
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tracks imports by vessel's rotation number, and Bill of Lading 
(B/L) number for ocean shipments; and by flight number, date, 
and Air. Waybill number for air shipments. 

It is only rarely that goods remain in customs for anywhere 
near 90 days because port storage charges are substantial 
(presently 12 shillings per ton per day). No storage fee 
escalation charge is applied to imports. Instead, if clearance 
documents are not submitted to the port within 21 days after 
the vessel starts discharge, then the goods are to be sent to 
customs for auctioning. This provides sufficient incentive to 
remove goods promptly from the port. The main reasons goods 
are not removed expeditiously from the port is improper or 
inadequate documentation, e.g., no original negotiable B/L has 
been presented, or the goods cannot be located in the port 
perhaps because the goods were shipped and manifested "break 
bulk" but are now in a container which has not yet been 
stripped. A port inspection has shown that it has more than 
adequate equipment to physically handle the imports, and has 
storage facilities reasonably secure from theft and weather. 

5. Technical Assistance for CIP Monitoring 

A number of contractor tasks, over and above those which 
will be fulfilled by USAID staff, are envisioned under this CIP 
to effect smooth implementation and monitoring. The exact 
scopes, cost and whether dollar or shilling funded shall be 
determined soon after obligation. A budget estimate for both 
USAID office and contractor costs is contained in Annex E. 

A contractor will be hired to provide prompt and complete 
arrival accounting reports to AID because the Government's 
present arrival accounting system is not fully intergrated for 
AID's need to ensure that all AID-financed commodities clear 
the port within 90 days after arrival. The contractor would 
provide the reports mentioned in Sectlon VI C4, for goods 
financed under this program (and possibly for AID-funded 
fertilizer arrivals). 

AID will require that the Ministry of Commerce give a copy 
of each approved import license to USAID, and will require each 
cooperating commercial bank to give USAID a copy of each LIC 
issued under the program, and further require that when payment 
documents are received by the partir.ipating local commercial 
bank, that a copy of each B/L is given to USAID. These records 
will be used by the contractor to compare with ships out-turn 
reports to determine when AID financed goods are landed and to 
compare to customs' "Import Entry" forms to determine when the 
AID financed goods have left each Kenyan port. The contractor 
will submit reports every two weeks to USAID showing which 
goods have cleared the ports, which ones 
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have resulted in partial deliveries and therefore insurance 
claims should result, and which ones have been in the port for 
more than 30, 60, and 90 days. This system will enable USAID 
to follow up with importers and the Government to facilitate 
port clearance and to ensure that when CIP funds were used to 
purchase marine insurance any marine insurance proceeds are 
used to procure other eligible CIP commodities. 

The Government presently performs no end-use utilization 
accounting, although the Ministry of Commerce does not issue 
licenses which in its opinion would result in imports of more 
than an 18 months' supply of goods by anyone importer. The 
purpose of such controls is primarily to discourage hoarding. 
AID's policy (HB 15, Chapter 12) requires consumption or use by 
the importer or sale or transfer by the importer for 
consumption or use within one year from the date the 
commodities are removed from customs, unless a longer period 
can be justified to AID by reason of force majeure, special 
market situations, or other circumstances. USAID proposes a 
deviation from USAID's usual policy in this regard to coincide 
with Government policy. Thus the one year period will be 
increased to 18 ffiunths for goods financed under this 
agreement. 

A contractor will perform end-use checks 0n elP imports 
(and possibly for fertilizer financed under the FY 1984 
Agriculture Development Program (615-0230)) to ensure that this 
requirement is being met. Twenty-five per cent of the imports 
financed under this agreement will be checked for utilization 
within the stipulated time period. The twenty-five per cent 
will be calculated separately for the value of the goods, for 
the number of transactions, and for the number of transactions 
outside of the metropolitan Nairobi area. 

Another contractor task will be to perform a semi-annual 
audit of cooperating Kenya commercial bank deposits into the 
CIP special account. 

D. CIP Monitoring and Evaluation 

1. ClP Monitoring 

Contractor(s) hired to provide technical assistance under 
this program will assist in preparing many of the reports 
required to monitor the CIP imports accurately. However, each 
of the cooperating banks will be required to supply monthly 
statements of import licenses issued and to secure from their 
u.s. correspondent bank a monthly statement showing 
disbursements against the relevant bank letter of commitment. 
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AID will rent a small office in order to be easily 
accessible to the importing public. In addition to the USDH 
who will supervise the office, a senior Kenyan employee, a 
local receptionist/computer operator and possibly a"U.S. 
personal s~rvices contractor will be hired to assist in 
answering importers' questions and to preliminarily review 
import license aprlications. 

2. CIP Evaluation 

In keeping with Section 125 of the FAA, an evaluation of 
the CIP portion of this amendment will be held in 1985, 
depending on the rate of disbursements. The evaluation team 
will consist, at a minimum, of a representative of M/SER/COM, a 
U.S. banker involved with private importers from the U.S. who 
is not associated with a correspondent bank participating in 
this program, and an economist with extensive experience in the 
private import sector of Kenya or other developing countries. 
The CIP and the FY 1983 ESF evaluations will be combined if the 
ClP rate of disbursement by January 1985 is sufficient to 
warrant an assessment. 
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VII. The FY 84 Shilling Counterpart Program 

A. Proposed Program Procedures 

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

For FY 1984, most of the shillings generated from all U.S. 
balance of payments programs will go toward designated 
development programs covered by the Government of Kenya budget 
during 1984/85 -1986/87, including those that are supported by 
the United States through it3 dollar contributions. However, 
considering the current determination of Kenya to curtail the 
Government's share of GDP, the fact that other donor programs 
will also generate shillings (and many donors do not specify 
any particular uses for those shillings), and the U.S. strategy 
to stimulate private sector development, AID proposes to 
initiate private sector uses of a small portion of these 
generations: $5 million out of a FY 1984 total of $32 million. 

The FY 1984 PAAD Amendment will generate $15 million in 
shillings. In addition, the $5 million from PL 480 Title I and 
$13 million from the Fertilizer Development Loan will together 
generate approximately $18 million in shillings which will be 
deposi ted to the budge t. $5 million in shillings from the 
Amendment will be committed to private sector activities (with 
the remaining $10 million for the budget). 

In support of the Government's determination to establish 
priorities for the development budget and to limit operating 
ministry expenditures, the United States will not attempt to 
direct the Kenya-owned shillings to purposes not covered by 
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approved budgets. Although the system for setting priorities 
is not yet very rigorous, it has improved, and discipline has 
been introduced to the budget amendment process. Moreover, the 
total budget contains sufficient development programs 
consistent with the CDSS to effectively utilize $25 million in 
shilling equivalents. 

In accordance with the FY 1984 Amendment, the Government 
will maintain a special account for the deposit of shillings 
generated as a result of the issuance of Letters of Credit 
denoted in dollars by the cooperating Kenyan banks. The amount 
of shillings due into the account will be equivalent to the 
amount for each Letter of Credit at the exchange rate 
(dollars/shillings) on the day the U.S. commercial bank is paid 
by USAID. The Central Bank will supply monthly statements to 
USAID of deposits into and withdrawals from the account. The 
first $5 million will go to budget, with later amounts, in 
part, for private sector activities. 

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

B. Proposed Shilling Uses 

The shillings made available under the Amendment for the 
public budget will be applied to high priority development 
projects. Examples with illustrative budget levels are 
indicated below. Private sector activities proposed for 
shilling support include commercial bank funds for investment 
in rural private enterprise, for promoting income generating 
activities, private sector housing, and studies. Each of these 
private activities is Ultimately justified by its contribution 
as a pilot to the Government's restructuring process, such as 
the expansion of private sector credit and reliance on lower 
cost service delivery systems. Because of the delay in deposit 
of shillings, USAID with Government has time to develop these 
proposed private sector activities. Should these pilots prove 
to be successful, they will be expanded with future year 
funding. 

Annex I contains a budget for the CIP-generated $15 
million in shillings proposed for public and private use. 
Shillings generated in Kenyan FYs 1984/85 and 1985/86 will be 
available for budget and for private activities largely in FY 
1985/86 and in following years. All estimates are in U.S. 
dollar equivalents. 
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(1.) Public Sector Uses 

The Budget 
(a.) USAID will continue to support priority programs 
listed by Sub-Vote and Head in the Development Estimates 
for development activities of the Office of the Vice 
President (Family Planning), and the Ministries of 
Agriculture and Livestock, Finance and Planning, Health, 
Education, Culture and Social Services, Water 
Development, Environment and National Resources, and 
Energy and Regional Development. Allocations will be 
agreed to by an exchange of letters. 

$8 million 

Egerton College 
(b.) USAID will establish procedures with Government 
for providing shilling support for Egerton College to 
finance the phase-in costs of the Agricultural Resources 
Center and for completion of curriculum reform, and 
associated staff and travel support. $2 million 

Sub Total $10 million 

(2.) Private Sector Uses 

Pr iva te Credi t 
In order to promote expanded credit to the private 
sector, a portion of the shillings will be allocated to 
export credit and to medium-term agricultural credit. 
(These funds could ultimately reflow to the Budget or to 
an expanding fund in the Central Bank for on-lending 
through the commercial banking sector.) 

(a.) Export Credit: A discount facility in the Central 
Bank is proposed for exporters to allow expansion of 
credit beyond the amounts permitted by the present 20% 
ceiling imposed on trade credit. 

$2 million 

(b.) AgricUltural Credit: Lack of collateral sharply 
limits medium-term agricultural credit. Demand is said 
to be very high and could be collateralized by capital 
improvements. Government would make direct loans of 
shilling generations to commercial banks for on-lending 
to the pr iva te sec tor. 

$2 million 
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(c.) Loan Guaranty: If commercial bank experience with 
USAID's Rural Private Enterprise Project shows that 
lending risks are significant and limit expansion of 
credit to rural enterprises, commercial banks may require 
a guaranty fund, which could be established with these 
shillings. (A study on this subject will be carried out 
under the Rural Private Enterprise Project). 

$ million 

Family Planning: A family planning development fund will 
be established with shillings and will be administered by 
the National Council for Population and Development. 

$ million 

Health Delivery: A fund is proposed to develop or expand 
lower cost health systems and alternative financing 
mechanisms for health care. 

$ million 

Lower Cost Housing: Shilling counterpart support to 
private sector housing projects would supplement Housing 
Guaranty borrowed dollars and help expand the portfolio 
of lower-cost private housing projects to the point of 
development of a secondary mortgage market in Kenya. 

$ million 

Feasibility Studies: Expansion of Kenya Farmers 
Association credit system. $ 

Sub Total $5 million 

(3.)	 Commodity Import Program 
Monitoring and Management Costs. $315,000 

Approximate Total $15 million 
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Annex B 

Technical Assistance Program - Summary Budget 

Policy Dialogue 

A. Sectoral Policy	 and Planning $3.0 million 
B.	 Strengthening Policy Capacity 

of Central Ministries $1.5 million 
C. Studies	 $ .7 million 
D. Microcomputers	 $ 400,000 
E.	 Evaluation $ 100,000 

Sub Total $5.7 million 

CIP Management	 $ 300,000 

(In addition, CIP will be
 
partially funded by
 
shilling generations)
 

Total $6.0 million 
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Annex C 

CIP Implementation Plan 

Implementation Schedule: 

The following implementation schedule assumes 
that the grant will have been authorized by •••• Sept 17, 1984 

Grant agreement signed ••••••.••••••.•••••••••••••• Sept 21, 1984 
Contractor hired to provide list of importers •.••• June 13, 1984 
CP's satisfied ••..••••••••••••.••..•.••••••••••••• Nov 30, 1984 
List of importers sent to AID/W to 

fulfill AID's advertising requirement •••••••••• Nov 30, 1984 
Bank L/Com's issued by AID...................... Dec 15, 1984 
Technical Assistance Contractor hired....... Jan 1, 1985 
Initial L/C's opened •..••••..•••••••••••••••••••••• Jan 1, 1985 
First shipments from U.S •...•..••••••••••••.•••••• March 1, 1985 
Imports start arriving in Kenya .••••••.••••.•••••• May 1, 1985 
Initial Deposits made into Special Account .•••••••• June 1, 1985 
Evaluation of CIP .•.••••..•••••••••••••• September-October 1985 
Terminal date for requesting FR's..... September 21, 1986 
Final shipment from U.S •••••••••.•••••••••• September 17, 1987 
Grant fully disbursed ••••••••••••••••••••••••• October 31, 1987 
Final deposits into special account •••••••••• December 31, 1987 
Final withdrawals made from special account •• January 31, 1988 

http:�...�..������������
http:satisfied��..������������.��..�
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Annex D 

CIP Implementation Path 

1.	 USAID, using PD&S funds hires a contractor to prepare a 
list of all Kenyan importers for use in meeting AID's 
advertising requirements. 

2.	 Government and USAID sign Agreement. 

3.	 Ministry of Finance designates cooperating local Banks. To 
determine the Kenya banks that will be used to handle the 
CIP funds, a solicitation from the Ministry of Finance will 
first be sent to each of the 21 registered Kenyan banks. 
The solicitation will explain the program and incentives in 
detail and will request the following information: 

(a)	 Willingness to handle CIP transactions, 
and to supply USAID copies of all Letters of Credit 
and Bills of Lading for ClP goods. (Solici ta tion 
would include a description of the USAID CIP 
management system). 

(b)	 Name and address of corresponding u.s. bank, and the 
corresponding bank's fee schedule for fees to be 
financed by AID under the Bank L/Comm. 

(c)	 Volume of u.s. business (value and number of L/C's 
opened) for past three years. 

(d)	 Bank's annual report. 

USAID and Ministry of Finance will jointly review responses 
and rank them. A recommendation will be prepared 
explaining how the banks were ranked and recommending that 
no more than ten and no less than five be given an 
opportunity to handle the CIP funds. Following selection 
of participating banks, selected banks will be notified by 
Government and the terms of their participation will be 
formally determined. 

Following confirmation of this list, the Ministry of 
Finance would sign FR' s reques ting tha t AID/WaE~· ..i.ng ton open 
letters of commitment in the amount of $1 million for each 
of the named cor responden t banks. (The fir s t banks to use 
their $1 million would be allocated another $1 million, and 
so on until the CIP funds are exhausted). 
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4.	 USAID/K transmits FR's to AID/Washington. 

5.	 AID/Washington reviews FR, issues bank L/Comm to u.s. 
correspondent bank named in FR, and informs USAID/K that 
L/Comm's issued. 

6.	 USAID/Kenya sends information brochures on CIP to all Kenya 
cooperating banks. The brochure will be distributed by the 
banks to their customers, thereby ensuring early 
identification of the types of commodities most likely to 
be financed by A.I.D. The brochure informs importers that 
unless they have a special relationship with the supplier 
(and can provide acceptable proof of that relationship) , 
they will have to provide evidence of competition in a CIP 
transaction (they will be told that generally three offers 
will be considered such evidence). 
Further, they will be informed that they should request 
each potential supplier to include on his pro-forma invoice 
the relevant Schedule B number, and to request the supplier 
to allow for shipment on a u.S. flag vessel and for AID 
markings because the transaction is likely to be AID 
financed. In addition, they should tell the potential 
suppliers that they will be paid by a confirmed irrevocable 
sight L/C upon presentation of commercial invoice, 
negotiable bills of lading, approved AID Form 11, and 
completed AID Form 282. 

7.	 The importer then submits his application and in the box 
marked "Terms of Payment" fills in "U.S. CIP" instead of 
the usual "L/C " • The application is then reviewed by 
USAID/Kenya for compliance with AID's requirements. The 
review consists of: (a) check against Eligibility Listing; 
(b) competition, or evidence of special supplier-importer 
relationship; and (c) U.S. source/origin. After review, 
the application is returned by USAID to the importer with a 
cover letter of conditional approval or rejection as 
appropriate. (Final approval will be provided by 
AID/Washington.) 

8.	 The Ministry of Commerce then receives the application from 
the importer and reviews it. The review will assure that 
USAID has approved it, that it is not for importation of a 
prohibited item, etc. 

9.	 The Ministry of Commerce then transmits the application to 
the Central Bank where a Foreign Exchange Allocation 
License number is issued in a pro-forma fashion. One copy 
of the approved Import License is given to USAYD/Kenya. 
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10.	 The Kenya cooperating bank issues LIC to supplier through 
its U.S. correspondent bank. Confirmation of LIC is made 
by correspondent bank and LIC formally notifies supplier 
that import is to be AID-financed under Reg. One. LIC 
contains special AID-financed instructions (Shipping, 
Marking, Form 11 approval, etc.). 

11.	 Correspondent bank pays U.S. supplier on presentation of 
documents specified in LIC (Form 11, Form 282, Commercial 
Invoice, Bill of Lading) and resubmits these to AID for 
payment. 

12.	 ~orrespondent bank informs Kenya cooperating bank that 
payment to U.S. supplier has been effected. In lieu of 
request for foreign exchange, issues guarantee to Central 
Bank that deposit of equivalent shillings at the rate of 
exchange in effect on the day of disbursement by AID will 
be made into special account within 90 days, or within 
other agreed upon period. Turns documents over to importer 
upon receipt from U.S. correspondent bank (with one copy of 
Bill of Lading being given to USAID/Kenya) • 

13.	 Importer uses documents to clear commodities through 
customs. One copy of the "Import Entry" is given to 
USAID/Kenya. 

14.	 Bank makes a deposit into the special account on due date. 
The AID contractor audits deposits. 

15.	 AID Contractor monitors end-use to discourage hoarding. 



---------------- ----------------

-70-


Annex	 E 

eIP Implementation Budget* 

KShs.** 
$U.S. Equiv. 

I.	 Review of Import License Applications 
(store front operation) 

A.	 Office Rent (2 years @ $12,000 
for ls t year) $ 25,000 

B.	 Furniture and Equipment
 
- IBM PC Computer with hard
 

disk and software$ $10,000
 
-	 Office furniture (3 desks, 

20 chairs, partitions, etc.) $ 5,000 
C.	 Personnel (2 years' costs) 

- Secretary/receptionist/ 
computer operator, (FSN 5) $ 15,000 

-	 Procurement specialist, CIP 
Program (FSN 11) $ 25,000 

Subto tals $10,000 $ 70,000 

-------------- ======== 

II. Bi-annual audits of deposits to 
special account (5 each) $ 50,000 

III. Arrival Accounting by contractor $80,000 

IV. End-use Accounting by contractor $ 75,000 

V. Other Program Administration and 
Moni tor ing $200,000 

VI. Evaluation $ 75,000 $ 10,aOO 

Sub to tals $275,000 $215,000 

Contingency $ 15,000 $ 30,000 

To tals $300,000 $315,000** 

Grand	 Total $615,000 

* This	 will cover two years work, 
**	 The shillings may come from counterpart funds of earlier 

agreements. 
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Annex F 

Description of Organizations, Committees, 
and Procedures Involved in Import Administration 

1. Overview 

The involvement of the various groups in the import 
administration process is best summarized by the sequence of 
events beginning with importer application and ending with the 
delivery of goods. Following this summary, the detailed 
operation of each group is described. The annex only describes 
current procedures as of April, 1984 which are subject to 
change. Importers expect a minimum of two months 
approval process before an L/C can be opened. 
The overall process is: 

for the 

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

b) Commerce/Import-Export Department verifies I/L App., 
submits to Import Management Committee, which has approval 
authority, if application is approved, issues an approval 
number (5 digit), and retains one copy of pro-forma invoice 
and septuplicate copy of I/L App.; 

c) l/L App. is forwarded to the Central Bank of 
Ke'1~ya/Exchange Con trol Office (CBK/EC): 

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

e) Importer takes the documents to a commercial bank which 
issues a letter of credit (L/C) and retains copies of 
pro-forma invoice, original and duplicate copies of the I/L 
App. ; 
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f) The commercial bank forwards the L/C to its 
correspondent bank in the country where the goods are to 
originate, the correspondent bank confirms the L/C and 
forwards it to the supplier, either directly or through its 
correspondent bank; 

g) SGS performs a price check and perhaps visually 
inspects the goods and issues a Clean Report of Findings 
which will be submitted by the supplier to his bank; 

h) The supplier ships the goods and presents the documents 
called for in his L/C to the correspondent bank in his 
country and is paid as called for in the L/C (at sight, or 
at a set time up to 180 days after presentation of 
documents) ; 

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

j) The commercial bank pays the Central Bank the Kenya 
shilling equivalent of the foreign currency remittance; 

k) The importer turns over the triplicate copy of the I/L 
App. to the Customs, usually through his appointed clearing 
and forwarding agent, along with the commercial invoice and 
the negotiable Bill of Lading; 

1) The clearing and forwarding agent then pays the 
customs duties and removes the goods from the port, 
delivering them to the importer; and 

m) The Statistics Branch of the Customs Department 
compiles foreign trade statistics from the port release 
documents. 
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2. Import Quota System 

In mid-1983, a new import quota system was introduced to: 
(1) reduce the amount of goods on the schedule free of 
adminis~rative control; and (2) provide a scheme for 
reclassification of goods both from and to the free schedule, 
in which the timing and magnitude of reclassificaticn would be 
based on the foreign exchange position. The present schedules 
are: 

Schedule lA, a subdivision of thp former Schedule I, which 
includes the highest priority imports. Goods on this schedule 
are subject to tariff only and are unrestricted by quota. 
Licensing procedures are supposed to be fUlly automatic, but 
the Import Management Committee still reviews each IlL App. It 
includes such goods as medicine, raw materials, spare parts, 
agriculture inputs and ~~lected capital equipment, and 
commodities essential for export. Some goods one might think 
properly belong on this schedule are prohibited from import to 
protect local industries. 

Schedule IB, the remaining portion of former Schedule I, 
which includes somewhat lower priority if:em~, For these items, 
licenses and foreign exchange will be allocated subject to 
foreign exchange availability. As the foreign exchange 
position improves more of these goods are to be moved to 
Schedule lA, however, if the foreign exchange position worsens, 
the reverse is supposed to hapren. 

Schedule IIA Ordinary consists of non-luxury consumer 
goods. They do not ~ontribute to exports and licenses are 
restricted based on the availability of foreign exchange. 
These items are lower priority than Schedule lB. Examples are; 
sinks, whetstones, mosquito nets, yarn, and craft paper. 

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

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

There are three levels of interministerial committees that 
have various roles in import administration. 

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

(b) Permanent Secretary's Committee on Import 
Administration. 

Having a similar composition at the Permanent Secretary 
(PS) level (the Permanent Secretary is the top career person in 
the ministry and generally has overall administrative and 
management responsibility within the ministry), this group 
deals with overall implementation plans for policy decisions 
emanating from the Ministers' Committee. 

(c) Import Management Committee. 

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

4. Ministry of Commerce/Import-Export Department (lED) 

The following are the detailed prccp~ures 0f lED. First 
the importer obtains from his commerCld~ bank an I/L App. 
There are two types of application forms: (a) MCI/CBK 206 for 
raw materials, which is currently being revised; and (b) 
MCI/CBK 181 for all other goods. The forms are identical 
except for "RAW MATERIALS" being boldly imprinted on (a). 
Copies of these forms can be obtained from any commercial 
bank. The forms must be typed, 7 copies. For selected items, 
the consent of a ministry must be obtained. For example, the 
consent of the Ministry of Health is required for imp0rtation 
of drugs and pharmaceuticals. The consent form (unnumbered) 
must accompany the applications when they are submitted. In 
addi tion, 4 c'.,pies of an invoice from the supplier mus t be 
submitted ana, finally, a check for one percent of the C&F 
value of the goods to be imported must be submitted with the 
I/L 
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App. This one percent is used primarily to fund the SGS 
inspection and only secondarily to offset Ministry of Commerce 
costs associated with administering import licenses. 

In summary, four items must be submitted to initiate the 
licensing process: 

The application forms (7 copies)
 
Ministry consent forms (2 copies if required)
 
Invoice from the supplier (4 copies)
 
A check for 1 percent of the C&F value of goods.
 

The seven copies of the "Application for Import License 
and/or Foreign Exchange Allocation License" are distributed 
after approval as follows: 

1.	 Returned to importer to give to commercial bank; 
2.	 Same as one above; 
3.	 Returned to importer to give to customs for port 

rel~ase; 

~. SGS Inspection Order to SGS in country of goods' 
origin; 

5.	 Central Bank of Kenya retains; 
6.	 SGS Nairobi for their use as necessary; 
7.	 Retained by Ministry of Commerce, Import/Export 

Department. 

The six copies of the "Import Entry" form are distributed after 
customs clearance as follows: 

1. Kept by Customs at the port of entry; 
2. Kept by Customs Long Room either in Nairobi or Mombasa; 
3.	 Kept by the Statistics Section of the Customs and Excise 

Department; 
4. Kept by Importer; 
5. Kept by Ship's Agent for comparison with manifest; and 
6. Kept by Importer and needed for re-export and claims. 
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Annex H 

Internal Financial Analysis 

Import flows financed under the three-year Program Grant 
can be expected to have limited direct effects on Kenya's 
overall domestic money supply and rate of inflation during the 
period of program implementation. Flows of imports temporarily 
increase the overall supply of goods, and the collection of 
payments from importers by the Central Bank decreases the 
actual or potential supply of money. Kenya'~ overall money 
supply (money and quasi-money) as of June 30, 1983, however, 
stood at some $1.5 billion u.s. dollars. Overall disbursements 
under the three-year program will total $117 million. The 
largest semi-annual disbursement ($28.0 million in June 1983) 
amounted to less than two percent of outstanding money supply, 
and no balances from this disbursement remain in the Paymaster 
General's Account. The schedules for disbursements against 
Letters of Credit, and for deposits to the special account, 
under the second year of the program are outlined in Annex G 
above. Deposits to the special account will increase slowly 
with approximately $11 million to be deposited during 
Government's FY 1985/86, an additional $3 million in FY 
1986/87, and the remainder in FY 1987/88. Given projected 
foreign exchange shortages, and the need for additional budget 
resources, it is likely that foreign exchange and local 
currency balances will be minimized by Government, thus further 
diluting any net effect, positive or negative, resulting from 
accumulation and subsequent expenditures of shilling 
counterpart balances. It should be noted that the Kenyan 
economy during most of the project disbursement period is 
likely to be under significant inflationary pressure as the 
result of the devaluations of December 1982 and July 1983 and 
continuing further depreciation of the Kenya shilling. In 
consideration of this factor, it is proposed that approximately 
$10 million the of shilling counterpart generated under this 
PAAD Amendment will be utilized for items already planned for 
inclusion in Government of Kenya budgets, thus further reducing 
any possible medium-term inflationary effects of the program. 
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Annex I 

Proposed Shilling Counterpart Budget, in $ million equivalent 

I. Public Sector Uses 

(1. ) 
( 2 • ) 

The Development Budget 
Egerton College 

$8 
$2 

Sub Total $10 

II. Private Sector Uses 

(1. ) Pr i va te Cred i t 
- Expor t credi t 
- Agricultural credit 
- Loan Guaranty 

$2 
$2 
$ 

(2.) Voluntary Agencies 
- Family Planning 
- Health Delivery 

$ 
$ 

(3.) Lower Cost Housing $ 

(4.) Feasibility Studies $ 

Sub-To tal $5 

III. Commodity Import Program $ .315 

Approximate Total $15 
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Annex J 

Commodity Procurement Instruction No.1 

Ministry of Finance and Planning 
P. O. Box 30007 
Nairobi, Kenya 

Dear Sir: 

Subject: A.I.D. Commodity Import Program of the 
Structural Adjustment Program Grant No. 615-0213 
Implementation Letter No. 

This letter, with its attached Commodity Procurement 
Instruction (Attachment 1), issued in accordance with Section 

of the Agreement, sets forth the procedures 
for utilizing the proceeds of the Grant and provides 
information to assist you in implementing the program. A.I.D. 
Regulation 1 (Attachment 2), as from time to time amended and 
in effect as of the time of each relevant transaction, also 
applies to the Grant as set forth in Section of the 
Agreement, unless otherwise provided in this or future 
implementation letters. Except as permitted by the Agreement, 
nothing in this letter or its attachments modifies the 
Agreement. This letter and its attachments may be supplemented 
or modified as necessary by subsequent implementation letters. 

I. Procurement Procedures 

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

B. The codes of the United S~~tes Department of Commerce 
Schedule B shall be used on all pertinent documentation. The 
latest version of the Schedule B will be made available to 
interested Government of Kenya offices upon request. 

C. Procurement shall be carried out in accordance with the 
provisions of the CPl. The Government of Kenya shall ensure 
that sufficient copies of the CPI are distributed among 
Government offices and approved applicant banks, with 
instructions that importers are required to strictly comply 
with the provisions contained therein. 
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D. All private sector procurement shall be performed in 
accordance with the negotiated procuremc~t procedures specified
in Section 201.23 of A.I.D. Regulation 1. 

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

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

F. Procurement shall not be from suppliers whose rdmes 
appear on U.S. General Services Administration's Office of 
Acquisition Policy "Consolidated List of Debarred, Suspended, 
and Ineligib18 Contractors" (Attachment 3), as from time to 
time amend0d. 

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

H. Air and Sea Charters, whether or not financed by 
A.I.D., must have the prior approval of A.I.D. Washington in 
order to move A.I.D.-financed cargo under this Agreement. 
Requests for charter approvals should be submitted by airmail 
or telegram to the Transportation Support Division, Office of 
Commodity Management, Agency for International Development, 
Washington, D. C. 20523. 
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I. In ac" ,rdance with Section 201.11 of A.I.D. Regulation 
1, commoditj~":i otherwise eligible for financing under this 
Agreement will not be so financed if shipped on transportation 
media owned, operated, or under the control of any of the 
following: 

Albania, Bulgaria, Cambodia, People's Republic of China, 
Cuba, Czechoslavakia, Estonia, East Germany, Hungary, North 
Korea, Latvia, Lithuania, Outer Mongolia, Poland, Rumania, 
North Vietnam, South Vietnam, and the Union of Soviet Socialist 
Republics (USSR). 

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

II. Disbursement 

A. Requests for issuance of Letters of Commitment or for 
other forms of disbursement under the Agreement shall be 
submitted on the Financing Request Form (Attachment 4). The 
full identification number shown on the Letter of Commitment 
issued by A.I.D. must be shown on all subsequent correspondence 
and payments documents in connection therewith, including the 
Supplier's Certificate (Form A.I.D. 282) submitted to A.I.D. or 
United States banking institutions. Actions to be taken by the 
Government of Kenya after Letters of Commitment are issued, and 
the documentation required by A.I.D. as a basis for disbursing 
funds under the Agreement, are described in A.I.D. Regulation 
1, Subpart F. 

B. Except as A.I.D. may otherwise agree in writing, no 
disbursemernt shall be made against documentation received by 
A.I.D. after ••••••••..•..•••• The terminal date for requesting 
A.I.D. to issue Letters of Commitment or authorizations to 
disburse funds by other means is •.••••••.•••••.•••...••.•••. 
No letter of credit may be established which has a terminal 
shipping date later than •.•••••••.•••••••••••.••......•••• 

C. In accordance with Sectivn •.•.•.. of the Agreement, the 
eligibility date for transactions which will be financed under 
this Agreement is........................ No commodity or 
commodity-related services are eligible for financing under 
this Agreement which were the sUbject of an order placed or a 
contract entered into prior to this date. 

http:�.������.�����.���...��.���
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III. Commissions, Service Payments and Discounts 

Eligibility for financing of commissions, service payments, 
and discounts is governed by the provisions of Section 201.65 
of A.I.D. Regulation 1. Payments to purchasing agents, 
including charges by an agency of the Government of Kenya 
purchasing on behalf of another agency of the Government of 
Kenya, are ineligible.for financing under the Agreement. 

IV. Records 

The recor.ds required to be maintained under the Agreement 
concerning the arrival and utilization of the Eligible Items 
financed by A.I.D. must accomplish the following: 

a. ascertain whether commodities are receiv~d in the 
quantity and condition for which payment was made by A.I.D.~ 

b. assure that AID-financed commodities clear customs 
within ninety (90) calendar days from the date they arrive at 
the point of entry into Kenya~ 

c. permit determination of the amount, nature and value of 
A.I.D.-financed commodities not cleared from customs and the 
reasons for their failure to clear~ 

d. have the capability of indicating adjustments resulting 
from importers' claims for loss, shortages, or damage to 
A.I.D.-financed commodities~ and 

e. assure availability of data for end-use verification, 
including information needed to monitor A.I.D. prohibition of 
re-expcrts. (See Section 201.42 of A.I.D. Regulation 1.) 

USAID will hire a contractor to accomplish the foregoing, 
however, the Government of Kenya will be required to have: 

a. The Department of Customs and Excise give to USAID a 
copy of each "Import Entry" form for each CIP commodity arrival~ 

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

c. The Kenya Port Authority give to USAID a copy of each 
ship's "Out-Turn" report for each ship carrying CIP commodities. 
Further, the Government of Kenya will be required to instruct 
each Kenya cooperating bank to give to USAID a copy of each 
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Letter of Credit issued under the CIP and when the payment 
documents arrive to give to USAID a copy of each Ocean Bill of 
Lading or Air Waybill for each shipment of goods financed under 
the CIP. 

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

Sincerely, 

Charles Gladson 
Director 

Attachments: 
1. Commodity Procurement Instruction 
2. A.I.D. Regulation 1 
3.	 Consolidated List of Debarred, Suspended and Ineligible 

Contractors 
4. Financing Request Form (AID 1130-2). 
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Attachment 1 to Annex J 

Depar tmen t of S ta te
 
Agency for In terna tional Developulen t
 

Washington, D. C. 20523
 

Commodity Procurement Instruction
 

1.	 TO: 
Ministry of Finance and Planning 3. CP No. 
P. O. Box 30007 1 
Nairobi, Kenya 4. Appropriation Symbol 

2.	 Subject; 
Kenya Structural Adjustment 5. Allotment Symbol 
Program Grant Agreement 
No. 615-0213 

6. 
Eligible Items: All items designated 7. CPI Amount 
as "Eligible" in the A.I.D. Commodity Previous ••..•••••••.•• 
Eligibility Listing - 1984 Edition, Increase U.S. $15,000,000 
included herewith as Appendix A Decrease ••..••••...••.••• 
to the Special Provisions Total U.S. $15,000,000 .•• 
Applicable to Letters of Commitment. 

8.	 Area of Source 
and Code 
U.S.A. (000) 

13. X Letter of Commitment 

14. AID Commodity Financing Procedures 
AID's standard financing procedures are applicable, applying 
A.I.D. Regulation 1, as amended, in its entirety, except as 
otherwise authorized by A.I.D. 

15. Speci~l provisions set forth in the "Special Provisions 
Applicable to Letters of Commitment," and attached, are 
applicable, anc will be incorporated by A.I.D., as a9propriate, 
in all Letters of Commitment or other disbursing authorizations 
issued pursuan t to tbis CPl. 

16. Approved for A.I.D. (signa re) 17. Date 

Charles Gladson, Director, USAID/Kenya 
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SPECIAL PROVISIONS APPLICABLE TO LETTERS OF COMMITMENT 

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

A.	 This letter of commitment is available for the financing of 
the U.S. dollar costs of: 

1.	 Eligible commodities identified by appropriate U.S. 
Department of Commerce Schedule B numbers in the 
Appendix A, hereto. 

2.	 Marine (including war risks) insurance premiums in 
connection with insurance placed within the United 
States of America. 

3.	 Ocean transportation (including air freight) costs 
incurred on U.S.-flag carriers. 

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

5.	 Any other delivery services, as defined in paragraph 
201.01(1) of A.I.D. Regulation 1, as amended, if costs 
are incurred and services are performed within the 
U.S.A. 

6.	 Banking charges of the U.S. banking institution to 
whom this letter of commitment is issued. 

B.	 All letters of credit issued, advised, or confirmed 
hereunder must apprise the supplier that the authorized 
area of source for items in paragraph A., above, is the 
U.S.A. (A.I.D. Geographic Code 000). 

C.	 Except when authorized by A.I.D. in writing, no letter of 
credit issued, advised or confirmed hereunder shall be in 
an amount of less than U.S. $10,000 or more than $1,500,000. 

D.	 Eligibility Dates: 

1.	 No letter of credit may be issued, advised or 
confirmed hereunder after unless the U.S. 
banking institution shall have recei"Jed advice from 
the approved applicant that the underlying contract 
was entered into on or before the terminal contracting 
date. The foregoing also applies to any other 
arrangement for effecting payments hereunder. 
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2.	 Documents submitted for reimbursement hereunder must 
evidence shipment not earli~r than and not 
la ter than 

E.	 The supplier's invoice required under Section 201.52 of 
A.I.D. Regulation 1 shall, in addition to other required 
information, contain a statement by the supplier to the 
effect that he has airmailed one copy of the ocean or 
charter party bill of lading, supplier's invoice and 
packing list to: 

Supply Management Officer 
USAID/Kenya 
Agency for International Development 
Washington, D. C. 20523. 

F.	 Responsibilities of the u.s. banking institution with 
respect to Appendix A are as follows: 

1.	 The U.S. Bank may issue, advise, or confirm any letter 
of credit hereund2r, provided that the commodity 
description includes a U.S. Department of Commerce 
Schedule 3 number which is not indicated as 
"Ineligible" in Appendix A. 

2.	 The U.S. bank shall be responsible for obtaining the 
additional documentation required for reimbursement 
wherever specified in Parts II and III of Appendix A. 

G.	 The following are the reporting requirements of the u.S. 
banking institution under this letter of commitment. 

1.	 As of the close of business the last day of each month 
prior to the expiration date hereof, a report is to be 
furnished to A.I.D. giving the following information 
concerning this letter of commitment: 

a.	 Letter of commitment serial number; 

b.	 Dollar value of letters of commitment, as 
issued or amended; 

c.	 Total value of letters of credit advised, issued, 
confirmed, including amendments as to value, to 
date; and 
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d.	 Total amount disbursed as of the end of the 
month. The status data furnished should, to the 
extent pos~ible without delaying issuance of the 
report, inclurle adjustments which have been 
recorded for unused balances in expired and 
cancelled letters of credit and refunded amou~ts 

which A.I.D. has authorized for reinstatement to 
the commitment document. This information is to 
be furnished to A.I.D. within 15 days after the 
end of each month. These reports, which may be 
prepared in a format most convenient to the bank, 
are to be forwarded to: 

Chief, Banking and Finance Division 
M/FM 
Agency for International Development 
Washington, D. C. 20523. 

H.	 When submitting documentation for reimbursement hereunder 
the Voucher SF 1034 must cite the transaction to 
"APPROPRIA'l'ION SYMBOL NO. PROGRAM" • 
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Annex K 

Selection Procedures for Kenya Cooperating Banks 

Draft CIP Implementation Letter No .••... 

This letter sets out the procedures and criteria to be us~d 

by Governrn~nt in selecting local cooperating banks to 
participate in the U.S. Commodity Import Program (CIP) under 
the Fiscal Year 1984 Amendment granting fifteen million dollars 
for commodities and related services from th~ United States. 

First, it will be necessary to send a letter of invitation 
to each of the registered commercial banks in Kenya. The 
letter should be sent by the Central Bank of Kenya and should 
invite each of the banks to participate in the CIP, but should 
caution th0m that no more than ten banks will actuall¥ be 
chosen to participate. ~hey should be informed that 1n their 
reply to the invitation they should indicate a willingness to 
handle CIP transactions which will require that a copy of each 
CIP Letter of Credit be given to USAID, as well as a copy of 
each Ocean Bill of Lading or Air Waybill for each shipment. 
Participation will further require that all Letters of Credit 
include provisions for restricting shipments to U.S.-flag 
vessels, AID markings, etc. These details will be found in a 
publicity booklet which AID has prepared (enclosed) and which 
should be given to each bank. In their reply, each bank must 
include the name of jts correspondent U.S. bank, as well as the 
correspondent bank's fee schedule for all fees to be financed 
by the eIP. Banks will also be required (0 submit a copy of 
their latest annual report, and a report on the estimated 
volume of business they have handled in the U.S. during the 
past three ye~rs (value and number of Letters of Credit 
opened). Banks that have not done more than three million 
dollars worth of business in the U.S. in one of the last three 
years are not eligible to participate. A draft invitation 
letter is enclosed. 

Second, it will be necessary to review the replies to the 
invitation and to select between five and ten banks to 
participate. The selection committee should be composed of 
five members, two trom USAID and three representing both the 
Ministry of Finance and the Central Bank of Kenya. Please let 
us know who your representative will be. Each selection 
committee member should review each reply, first eliminating 
any that do not include all the requested information, or which 
reflect less than three million dollars worth of business in 
the U.S. within one of the last three years. Next, each 
selection committee member should assign a numerical value to 
each reply. Between one and ten points are to be given for the 
volunle of U.S. business over the past twelve months. Between 
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one and five points are to be given for the fees to be charged 
by their u.s. correspondent bank. Lastly, betwe~n one and 
eight points are to be given for the bank's financial soundness 
and general commercial reputation. Following this review by 
each committee member, a discussion will follow and selection 
of the participating banks will be made. 

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

We expect that you will be able to issue the invitiation 
within the next two weeks. If you have any suggestions about 
these procedures or this timing, please feel free to contact us. 

Sincerely, 

Charles Gladson 
Director 
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Attachment to Annex K 
Draft Letter 

Central Bank of Kenya 
Haile Selassie Avenue 
P. O. Box 60000 
Nairobi, Kenya 

Managing Director 
.•••••••.••••• •Bank 
P.O. Box ....•..•.•. , 
NQirobi, Kenya 

Dear Sir: 
This Letter is to inform you that the Ministry of Finance 

has signed an agreement with the United States Agency for 
In terna tional Developmen t (USAID) to finance fif teen million 
U.S. dollars worth of goods from the United States. It is 
expected that a similar program will be agreed to next year. 
WP. would like to take this opportunity to invite your bank to 
participate in this program. 

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



-91-


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

Sincerely, 
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IN r TLJl!!...J;:.~·'L}J~ON.r1.r:NJ'AL ~~X1\~.u NATION 
on 

f~I~GqFIC~L EXCLUSION 

Proiect Country: _~K:..=:e..:..:n~, _ 
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Director) 
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A. Prograv Description: 

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

The Grant contains three basic components: a,$34 million 
commodity import program (ClP) for the Kenyan private sector 
tied to u.s. procurement, $6 million for consultant services to 
help the Government imrlement structural adjustment pOlicies 
(and to administer the CIP), and a program of shilling 
generations from the $34 million ClP for mutually agreed upon 
development activities in the public and private sectors. 
S?ecific commodities to be imported under the ClP will not be 
identified until well into program implementation. 

This second increment of the Structural Adjustment Program 
G:ant is justified on the basis of U.S. interests that include 
support for Kenya's stability and growth. The immediate 
justification continues to be Kenya's foreign exchange and 
bUdgeting requirements. Given recent Government performance 
under an IMF stand-by, these requirements, though still large, 

-h~ve lessened in magnitude. Assuming that the Government 
continues to curtail public expenditures sharply, as it has in 
the last two years, the budgetary picture during 1984/85 will 
b~ somewhat brighter than it has been in recent years. 
However, the country continues to require large levels of 
concessional assistance to finance the balance of payments 
d~ficit on current account. Export earnings have yet to 
r~cover sufficiently to finance projected import levels. 

Governmental demand management has been termed successful 
by the IMF and Is so regarded by the donor community. The 
Government has not yet acted vigorously, however, to implement 
s~ructural reform measures which it has adopted in principle. 
Certain decisions taken over the last three years, largely for 
~udgetary reasons, which are central to the restructuring 
p,'ocess, are not in themselves sufficient to mobilize the 
economy to effect growth and employment expansion. The 
macromanagement reforms which have been implemented and which 
lay the groundwork for structural adjustment, include 
devaluations of the shilling and sharp increases in the prices 
of food and fuel and cost of credit. Additional policies still 
needing to be implemented are liberalization of price and 
marketing controls, reorganization of the.roles of pdrastatal 
bodies and possible divestiture of Government interests in 
them, and enhancement of private sector investment and trade. 
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Government implementation of announced policy decisions has 
been less than expected because of their complexity, because of 
the crisis atmosphere surrounding macro-management during 1981, 
1982 and 1983, and because it is now evident that there has 
been less pOlitical support for the policy announcements and 
less management capacity, than had been originally indicated. 

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

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

Having achieved macro-management targets and a renewed 
sense of confidence within Government and in the private 
sector, the Government is in a position to move aggressively 
during the remainder of 1984 and in 1985 to effect the policies 
discussed and supported in this Amendment. Such actions would 
enable the u.S. to continue to support Kenya's development with 
significant resource levels. 

B. Recommended Environmental Action: 

1. Consultancies: Categorical exclusion pursuant to 
Regulation 16, Section 216.2(c) (2) (i) and (iii) - exclusions 
with respect to technical assistance and for analyses and 
studies. 

2. Commodity Import Program: Categorical exclusion 
pursuant to Regulation 16, Section 216.2(c) (2) (ix) - exclusion 
with respect to Commodity Import Programs when, prior to 
approval, A.I.D. does not have knowledge of the specific 
commodities to be financed and when the objective in furnishing 
such assistance [equires neither knowledge, at the time the 
assistance is authorized, nor control, during implementation, 
of the commodi. ties or the ir use in the hos t coun try. 
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Annex M 

NON-PROJECT ASSISTANCE STATUTORY CHECKLIST 

3A(1) -COUNTRY CHECKLIST 

The criteria 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 Funds and the criteria 
applicable to Development Assistance. Selection of the 
appropriate criteria will depend on the funding source for the 
program. 

A. GENERAL CRITERIA FOR COUNTRY 

1. FAA Sec. 4811 FY 84 Continuing Resolution. 
Has it been determined or certified to the 
Congress by the President that the government 
of the recipient country has failed to take 
adequate measures or steps to prevent narcotic 
and psychotropic drugs or other controlled 
substances (as listed in in the schedules in 
Section 202 of the Comprehensive Drug Abuse 
and Prevention Control Act of 1971) which are 
cultivated, produced 
in whole or in part, 

or processed illicitly, 
in such country or 

transported through such country to United 
States Government personnel or their 
dependents or from entering the United 
states unlawfully? No 

2.	 FAA Sec. 620(c). If assistance is to a 
government, is the government liable as 
debtor or unconditional guarantor on any 
debt to a U.S. citizen for goods or services 

furnished or ordered where (a) such citi~en 

has exhausted available legal remedies and 
(b) debt is not denied or contested by such 
government? No 

3.	 FAA Sec. 602(e)(1). If assistance is to a 
government, has it (including government 
agencies or subdivisions) taken any ac tion 
which has the effect of nationalizing, 
expropriating, or otherwise seizing 
ownership or control or property of 
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u.s. citizens or entities bene
ficially owned by them without 
taking steps to discharge its 
obligation toward such citizens 
or en ti ties? 

4.	 FAA Sec. 620(f) ~ FY 82 App. 'Act 
Secs.512 and 513. Is recipient 
country a Communist country? Will 
assistance be provided to Angola, 
Cambodia, Cuba, Laos, Vietnam, 
Syria, Libya,Iraq,or South Yemen? 
Will assistance be provided to 
Afghanistan or Mozambique without a 
waiver? 

5.	 FAA Sec. 602(j). Has the country
 
permitted, or failed to take adequate
 
measures to prevent, the damage or
 
destruction, by mob action of U.S.
 
proper ty?
 

6.	 FAA Sec. 620(1). If the country has 
failed to ins ti tu te the inves tmen t 
guaranty program for the specific 
risks of expropriation, inconvertibility 
or conf isca tion" has the AID Adminis tra tor 
within the past year considered denying 
assistance to such government for this 
reason. 

7.	 FAA Sec. 62 1)(q): Fishermen's Protective 
Act, Sec. 5 If country has seized, or 

imposed any penalty or sanction against, 
any U.S. fishing activities in international 
waters, a. has any deduction required by 
Fishermen's Protective Act been made? 
b. has complete denial of assistance 
been conside~ed by AID Administrator? 

8.	 FAA Sec. 620(q): FY 82 App. Act Sec. 517. 
(a) Is the recipient country in default 
for more than six months on interest or 
principal of any AID loan to that country? 
(b) Is	 country more than one year in default 
on interest or principal on any U.S. 

loan made pursuant to program for which 
the appropriation bill appropriates funds? 

No 

No 

No 

Kenya has 
ini tia ted 
the 
program. 

Kenya has 
no t seized, 
or imposed 
sanctions 
against 
any u.S. 
activity 

(a) No 
(b) No 



-97

9.	 FAA Sec. 620(s). What percentage of 
country budget is for military expenditures? 
How much of foreign exchange resources spent 
on military equipment? How much spent for 
the purchase of sophisticated weapons systems? 
Has the Administrator taken into considera
consideration the amount of foreign exchange 
app~~val or other resources which the country 
has spent Agency OYB. 

10.	 FAA Sec. 620(t). Has the country severed 
diplomatic relations with the United States? 
If so, have they been resumed and have new 
bilateral assistance agreements been 
negotiatedand entered into since such 
resumption? 

11.	 FAA Sec. 620(u). What is the payment 
status of the country's U.N. obligations? 
If the country is in arrears, were such 
arrearages taken into account by the AID 
Administrator in determining the current 
AID Operational Year Budget? 

12.	 FAA Sec. 620Ai FY 82 App. Act Sec. 520. 
Has the country aided or abetted, by 
granting sanctuary from prosecution to 
any individual or group which has . 
committed an act of international 
terrorism? Has the country aided or 
abetted, by granting sanctuary from 
prosecution to, any individual or 
group which has committed a war crime? 

13.	 FAA Sec. 666. Does the country 
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? 

Yes. Taken ir.to 
account by the 
Administrator at 
the time of appro
val of the Agency 
OYB. 

No 

Kenya is not 
in arrears. 

No 

No 
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14.	 FAA Sec. 669, 670. Has the country, 
after August 3, 1977, delivered or 
received nuclear enrichment or 
reprocessing equipment, materials, 
or techology, without specified 
arrangements or safe-guards? 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, after August 3, 1977? 

15.	 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 Session of the General Assembly 
of the U.N. of Sept. 25 and 28, 1981, 
and failed to disassociate itself from 
the communique issued? If so, has the 
President taken it into account? 

16.	 FY 84 Continuing Resolution. Has 
the recipient country been determined 
by the President to have engaged in a 
consistent pattern of opposition to 
the foreign policy of the United States. 

B. FUNDING CRITERIA FOR COUNTRY 

1.	 Economic Support Fund Assistance
 
Country Crit~~ia.
 

a. FAA Sec. 502B. Has the Department 
of State made findings which indicate 
that the country has engaged in a 
consistent pattern of gross violations 
of inter-nationally recognized human 
rights? If so, is program in accordance 
with policy of this Section? 

b. FAA Sec. 531. Is the Assistance to 
be furnished to a friendly country, 
organization, or body eligible to 
receive assistance? 

No 

The position of the 
GOK on this matter haG 
been taken into 
account by the Admini~ 

trator. Taken into 
consideration per 
Memo of 1/28/83. 

No 

No 

Yes 
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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?
 

2.	 Development Assistance Country 
Criteria 

a. FAA Sec. 102(C)f (d). Have 
criteria been estab ished, and 
taken into account, to assess commitment 
and progress of country in effectively 
involving the poor in development, on 
such indexes as: (1) small-farm labor 
intensive agricultGre, (2) reduced infant 
mortality, (3) population growth, (4) 
equality of income distribution, and 
(5) unemployment. 

b. FAA Sec. 116. Has the Department 
of State made £indings which indicate 
that this government has engaged in a 
consistent pattern of gross violations 
of internationally recognized human rights? 
If so, can it be demonstrated that the 
contemplated assistance will directly 
benefit the needy? 

Yes 

N/A 

N/A 
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3A(2) - NONPROJECT ASSISTANCE CHECKLIST 

The criteria listed in Part A are npplicable 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 
Funds and the criteria applicable to Development Assistance. Selection 
of the appropriate criteria will depend on the funding source for the 
program. 

CROSS-REFERENCES: IS COUNTRY CHECKLIST UP TO DATE? IDENTIFY. 
HAS STANDARD ITEM CHECKLIST BEEN REVIEWED? 

A. GENERAL CRITERIA FOR NON PROJECT ASSISTANCE 

1. FY 82 Approp. Act Sec. 523, FAA Sec. 
634A, Sec. 653(b); Second CR FY 83, 
Sec. 101(b) (1). 

a. Describe how Committees 
propriations of Senate and 

on 
House 

This program was 
included in the FY 83 

will improve economy CP at page 158. A 
have been or will be notified Congressional Notifi
permit increased cation was sent to 
concerning the non-project assistance; Congress ion on 

May 12,1984. The IS-day 
waiting period expired on 
May 27, 1984 without 
Congressional objection. 

b. Is assistance within (Operational 
Year Budget) country or international 
organization allocation reported to 
the Congress (or not more than 
$1 million over that amount)? Yes 

c. If the proposed assistance is 
a new country prog~am or will exceed 
or cause the total assistance level 
for the country to exce?d amounts 
provided to such country in FY 83, 
has notification been provided 
to Congress? Yes 

d. If proposed assistance is from the 
$85 million in ESF funds transferred 
to A.I.D. under the second CR for FY 83, 
for "economic development assistance 
projects", has the notification required 
by Sec. 101(b) (1) of the Second CR fir 
FY g3 been made? N/A 
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2.	 FAA Sec. 6ll(a) (2). If further 
legislative action is required 
within reci- pient country, what 
is basis for reasonable expectation 
that such action will be completed in 
time to permit orderly accomplishment 
of purpose of the assistance? 

3.	 FAA Sec. 209, 619. Is assistance more 
efficiently and effectively given 
through regional or multilateral 
organizations? If so why is assistance 
not so given? Information and 
conclusion whether as~istance will 
encourage regional development programs. 
If assistance is for 
newly independent country, is it 
furnished throl1gh mul tila ter al 
plans to the maximum extent appropriate? 

4.	 FAA Sec. 60l(a): (and Sec. 20l(f) 
for development loans). Information 
and conclusions·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 coopera tives, credi t 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. 

No fur ther 
legislation 
is required. 

No.	 I t is coun try
specific halance 
of projec ts 
suppor t. 

The Commv~ity Import 
Program will: increas~ 

the flow of inter
national trade: fost~r 
private initiative an~ 

competition, discou;~ge 

monopolistic practice3, 
and improve technica~ 

efficiency of industry, 
agricultr.ue and 
commerce. Impact or. 
development and use of 
cooperatives, credit 
unions and savings ann 
loan associations and 
labor unions is not 
clear, but no adverse 
impac ts are 
an ticipa ted. 
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5. 

G. 

I • 

8. 

~. 

FAA Sec. 60l(b). Information and 
conclusions on how assistance 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). 

FAA Sec. 6l2(b), Sec. 636(h) 1 FY 82. 
Approp. Ac~ Sec. 507. 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 United States are 
utilized to meet the cost of 
contractual and other services 
in lieu of dollars. 

FAA Sec. 6l2(d). Does the United 
States own excess foreign currency 
of the recipient country and, if so, 
what arrangements have been made for 
its release? 

FAA Sec. 601(e). Will the project 
utili~e competitive selection procedures 
for the warding of contracts, except where 
applicable procurement rules allow 

otherwise? 

FY 82 Approp. 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 co cause substantial injury to U.S. 
producers of the same or similar competing 
commodity? 

The Commodity Import 
Program will improve 
the economy and 
permit increased 
importation of U.S. 
goods and investment in 
private sector-oriented 
economy. A portion of 
the CIP will be used 
by U.S.-owned privat~ 

enterprises in Kenya 
which will import key 
industrial inputs frem 
U.S. suppliers. 

Provisions in the grant 
agreement will require 
Kenya to utilize counter
part local currenciee 
for general budget 
support, private sector 
development activities 
and for CIP monitoring. 

No 

Yes 

This assistance 
is not specifically 
for production of 
any commodity for 
export. 
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l~.	 FAA 118(c) and (d). Does the program 
comply with the environmental procedures 
set forth in AID Regulation l6? Does the 
program take into consideration the problem 
of the destruction of tropical rain forests? 

11.	 FAA Sec. 128, Second CR FY 83, Sec. 
101(b) (2) Has an attempt been made 

to finance productive facilities, goods 
and services which will expeditiously 
and directly benefit those living in 
absolute poverty under the standards 
adopted by the World Bank? 

l~.	 FY 84 Continuing Resolution. 
Is comparable American private 
enterprise funding available for 
the proposed project. 

13.	 FY 84 Continuing Resolution. 
Has full consideration been given 
at each stage of design to the 
involvement of small minority 
(including women-owned businesses) 
enterprises, historically black 
colleges and universities, and 
minority PVO's? 

B.	 FUNDING CRITERIA FOR NONPROJECT 
ASSISTANCE 

I.	 Nonproject Criteria for Economic 
Suppor t Funds. 

a. FAA Sec. 53l(a). Will this assistance 
support and promote economic or political 
stability? To the extent possible, does 
it reflect the policy directions of FAA 
Section 102? 

b. FAA Sec. 53l(c). Will assistance under 
this chapter be used for military, or 
paramilitary activities? 

Yes, a categorized 
exclusion per 
section 216. 2(c) 
(2) (ix) was approved 
on June 22, 1984 and 
concurred by the AFR 
Bureau environmental 
officer on 

Yes 

No 

Yes 

Yes, through provision 
of budget and balance 
of payments suppport 
during a period of 
economic slowdown. 

No 
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c. FAA Sec. 534. Will ESF funds be used 
to finance the construction or the operation 
of maintanance of, or the supplying of fuel 
for, a nuclear facility? If so, has the 
President certified that such use of funds 
is indispensable to nonproliferation 
objectives? 

d. Second CR FY 83, Sec. 101(b) (1). 
If ESF funds to be utilized are part 
of the $85 million transferred to A.I.D. 
under the Second CR for FY 83 for "economic 
development assistance projects", will such 
funds be used for such projects and not for 
non-development activities including balance 
of payments support, commodity imports, sector 
loans, and program loans? 

2. Nonproject Criteria for Development Assistance. 

a.	 FAA Secs. 102(c), Ill, 113, Sec.
 
281(a). Extent to which activity will
 

(1) effectively involve the poor in
 
development, by extending access to
 
economy at local level, increasing
 
labor-intensive production, spreading
 
investment out from cities to small
 
towns and rural areas: and (2) help
 
develop cooperativp.s, assist rural and
 
urban poor to help themselves toward
 
better life, and otherwise encourage
 
democratic private and local
 
government institutions?
 

b. FAA Sec. 103, 103A, 104, 105, 106, 107. 
Is assistance being made available: (include 
only applicable paragraph -- ~, a, b, 
etc. -- which corresponds to sources of 
funds used. If more than one fund source 
is used for assistance, include relevant 
paragraph for each fund source]. 

(1) (103] for agr icul ture, rural deve10pmen t 
or nutrition: if so, extent to which activity 
is specifically designed to increase productivity 
and income of rural poor: (103A] if for agricultural 
research, is full account taken of needs of small 
farmers: 

No 

N/A 

N/A 

N/A 

N/A 
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(2) [104 J for popu1a tion planning or heal th; 
if so, extent to which activity extends low-cost, 
integrated delivery systems to provide health and 
family planning services, especially to rural areas 
and poor; extent to which assistance gives attention 
to interrelationship between (A) population growth 
and (B) development and overall improvement in living 
standards in developing countries. Is activity 
designed to build motivation for small families 
in programs such as education in and out of school, 
agriculture production, rural development, and 
assistance to urban poor? 

(3) [105] for educr.tion, public
 
administration, or human resources
 
development; if so, extent to which
 
activity strengthens nonformal
 
education, makes formal education more
 
relevant, especially for rural
 
families and urban poor, or
 
strengthens management capability of
 
institutions enabling the poor to
 
participate in development;
 

(4) [106 J for technical assis tance,
 
energy, research, reconstruction, and
 
selected development problems; if so,
 
extent activity is:
 

(a) to help alleviate energy problem; 

(b) reconstruction after natural
 
or manmade disaster;
 

(c) for special development problem, 
and to enable proper utilization of 
earlier u.s. infrastructure, etc., 
assistance; 

d) for programs of urban development, 
specially small labor-intensive 
enterprises, marketing systems, 
and financial or other institutions 
to help urban poor participate in 
economic and social development. 

(5) [107] by grants for coordinated 
private effort to develop and disseminate 
intermediate technologies appropriate for 
developing countries. 

c. FAA Sec. 113. Extent to which 
assistance reflects appropriace emphasis 
on integrating women into the recipient 
country's national economy. 

N/l! 

N/A 

N/A 

N/A 

N/A 
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d. FAA Sec. l22(b). Does the activity 
give reasonable promise of contribu
ting to the development of economic 
resources, or to the increase of 
productive capacities and self
sustaining economic growth? N/A 

e. FAA Sec. 28l(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 
civic education and training in skills 
required for effective participation in 
governmental and pOlitical processes 
essential to self-government. 

3. Non~roject Criteria for Development 
Ass1stance (Loans only). 
the loan be repayable within 25 years 
following the date on which funds are 
initially made available? If it has an 
annual per capita GNP greater than or 
equal to $1285 within 20 years? N/A 

3A(3) - STANDARD ITEM CHECKLIST 

Listed below are statutory items which normally will be covered routinely 
iu those provisions of an assistance agreement dealing with its 
imFlementation, or covered in the agreement by exclusion (as where 
certain users of funds are permitted, but other uses not). 

These items are arranged under the general headings of (A) Procurement 
~~d (B) Other Restrictions. 

h. PROCUREMENT 

1. FAA Sec. 602. Are there arrangements This CIP Grant does 
to permit U.S. small business to not provide financing 
participate equitably in the furnishing specifically for 
of goods and services financed? procurement of goods 

from small businesses. 
Procurement of services 
will be from the United 
States. It is likely 
that someof these 
services will be 
furnished by U.S. 
businesses. 

small 
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2.	 FAA Sec. 604{a). Will all commodity 
procurement financed be from the 
United States except as otherwise 
determined by the President or 
under delegation from him? 

3.	 FAA Sec. 604(b). Will all commodities 
in bulk be purchased at prices no higher 
than the market price prevailing in the 
United States at time of purchase? 

4.	 FAA Sec. 604(c). Will all agricultural 
commodities available for disposition 
under the Agricultural Trade Development 
& Assistance Act of 1954, as amended, be 
procured in the United States unless they 
are not available in the United States in 
sufficient quantities to supply emergency 
requirements of recipients? 

5.	 FAA Sec. 604(d). If the cooperating 
country discriminates against U.S marine 
insurance companies, will agreement requirE 
that marine insurance be placed in the 
United States on commodities financed? 

6.	 FAA Sec. 604(e) ISDCA of 1980 Sec.
 
705(a). If offshore procuremeut of
 
agricultural commodity or product is
 
to be financed, is there provision
 
against such procurement when the
 
domestic price of such commodity is
 
less than parity?
 

7.	 FAA Sec. 604(f). Are there arrangements 
whereby a supplier will not receive paymenl 
under the commodity import program unless 
he/she has certified to such information 
as the Agency by regulation has prescribedi 

8.	 FAA Sec. 608(a). Will U.S. Government
 
excess personal property be utilized
 
wherever practicable in lieu of the
 
procurement of new items?
 

Yes 

Yes 

N/A 

Yes 

Yes 

Yes 

N/A 
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9.	 FAA Sec. 90l(b). Sec. 603, FAA. 
Compliance with requirement that at 
least 50 per centum of the gross 
tonnage of commodities (computed 
separately for dry bulk carriers, 
dry cargo liners, and tankers) 
financed shall be transportp.d on 
privately owned U.S.-flag commercial 
vessels to the extent that such 
vessels are available at fair and 
reasonable rates. 

10.	 International Air Transport and
 
Fair Competitive Practices Act, 1974.
 

If air transportation of persons or 
property is financed on grant basis, 
will provision be made that U.S.-flag 
carriers will be utilized to the extent 
such service is available? 

11.	 FY 82 Approp. Act, Sec. 504. If 
the U.S. Government is a party to 
a contract for procurement, will the 
contract contain a provision authorizing 
termination of such contract for the 
convenience of the United States? 

12.	 FAA Sec. 621. If technical assistance 
is financed, will such assistance be 
furnished by private enterprise on a 
contract basis to the fullest extent 
practicable? If the facilities of 
other federal agencies will be utilized, 
are they particularly suitable, not 
competitive with private enterprise 
and made available without undue 
interference with domestic programs? 

B.	 OTHER RESTRICTIONS 

1.	 FAA Sec. 620(h). Do arrangements
preclude promoting or assisting the 
foreign aid projects or activities of 
communist-bloc countries contrary to 
the best interests of the United States? 

Yes 

Yes 

N/A 

Yes 

Yes 
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2.	 FAA Sec. 636(i). Is financing 
prohibited from use, without waiver, 
for purchase, long-term lease, exchange, 
or guaranty of sale of motor vehicle 
manufactured outside the United States? 

3.	 FAA S€~. l22(b). If development loan 
funds, is interest rate at least 2% 
per annum during grace period and at 
least 3% per annum thereafter? 

4.	 Will arrangements preclude use 
of financing: 

a. FAA Sec. 114, 104(f), FY 82 Approp 
Act Sec. 525. to pay for performance 
of abortions or involuntary sterilizatio 
or to motivate or coerce persons to prac 
abortions? to pay for performance of 
involuntary sterilizations as method of 
family planning or to coerce or provide 
any financial incentive to any person to 
practice sterilizations? or to lobby 
for abortions? 

b. FAA Sec. 620(g). to compensate 
owners for expropriated nationalized 
property? 

c. FAA Sec. 660. to finance police
 
training or other law enforcement
 
assistance, except for narcotics
 
programs?
 

d.	 FAA Sec. 662. for CIA activities? 

e. FY 82 Approp. Act. Sec. 503. to pay 
pensions, etc., for military personnel? 

f. FY 82 Approp. Act. Sec. 505. to
 
pay U.N. assessments?
 

g. FY 82 Appro~. Act Sec. 506. to 
carry out provlsions of FAA Sections 
209(d) and 25l(h)? (transfer to 
multilateral organization for lending). 

Yes 

N/A 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 
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h. FY 82 Approp. Act, Sec~ 510. To 
finance the export of nuclear equipment, 
fuel, or technology or to train foreign 
nationals in nuclear fields? 

i. FY 82 Approp. Act Sec. 511. To aid 
the efforts of the government to repress 
the legitimate rights of the population 
of such country contrary to the Universal 
Declaration of Human Rights? 

k. FY 82 Approp. Act. Sec. 515. To be 
used for pUblicity or propaganda purposes 
within U.S. not authorized by Congress? 

Yes
 

Yes
 

Yes
 


